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MONDAY, FEBRUARY 27, 1956 


Unirep States SENATE, 
CoMMITTEE ON Pusiic Works, 
SUBCOMMITTER ON FLOop Conrroi, Rivers anp Harpors, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10 a. m., in room 412, 
Senate Office Building, Senator Robert S. Kerr (chairman of the 
subcommittee) presiding. 

Present: Senator Kerr (chairman of the subcommittee) presiding; 
Senators Case, Hruska, McNamara, Neuberger, Symington, and 
Thurmond; and Congressmen Albert, Budge, Christopher, Carnahan, 
Edmondson, Hays, Short, Steed, Trimble, and Wickersham. 

Also present: staff members John L. Mutz, T. W. Sneed, Eloise 
Porter, and Frances Clark. 

Senator Kerr. I want to express my deep appreciation not only to 
the members of this committee but also to the members of the House 
Public Works and Interior and Insular Affairs Committee for their 
presence here, and for the presence here of the representative of the 
Interior and Insular Affairs Committee. 

I want to express my appreciation to the Department of the In- 
terior for their presence here, and for their delaying application of 
certain rates until we could look into it here with them. We are glad 
to have the representatives of the Federal Power Commission here 
also. 

It is indeed unusual for four separate subcommittees representing 
both Houses of the Congress to meet in joint session, but is my opinion 
that the problems which I hope will be discussed cut squarely across the 
jurisdictional lines of the entire group and are of extreme impor- 
tance in clarifying the policies of the Congress relative to resource 
development and utilization. 

A few weeks ago, the chairmen of the House and Senate Committees 
on Interior and Insular Affairs and on Public Works directed a tele- 
gram to the Assistant Secretary of the Interior for Water and Power 
requesting that he postpone filing with the Federal Power Commission 
a proposal for raising the electric power-rate structure of the South- 
western Power Administration. Our hope was that such a postpone- 
ment would afford membership of these four subcommittees an oppor- 
tunity to determine whether or not such an increase would be in con- 
formity with congressional policy and would serve the interests of the 
United States and of the people affected. 

The Assistant Secretary graciously consented to postpone the SPA 
rate filing for 30 days. It is my hope that during these joint hearings 
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we shall hear pertinent testimony from those citizens of the South- 
west who will be directly affected by the proposed rate increase and 
that we will be able to determine from this testimony the equity of 
those basic factors upon which the Assistant Secretary justified the 
proposed increase. 

I have personally, for many years, closely observed the policies 
and operating practicalities of the Southwestern Power Administra- 
tion, and I believe, have been as active as any other single Member of 
the Congress in attempting to make certain that the benefits of the 
Federal power program in the Southwest are not reserved for a few 
large corporations, but are, in accordance with the often expressed 
policies of the Congress, also made available in equitable amounts to 
the municipal and rural electric distribution systems as well. 

This has sometimes taken a lot of doing, and we have suffered some 
reverses. A good deal of pressure strategy has been employed by a 
few utility companies, both upon the Congress and upon the Admin- 
istration in an attempt to force political action into channels favorable 
to monopoly control of power in the Southwest. I feel, however, that 
with respect to the marketing policies of the Southwestern Power 
Administration, we have the program back on the track where it was 
designed to ride. However, if now, by means of artificially manipu- 
lated cost allocation procedures, these same proponents of monopoly 
control attempt to again pervert established congressional policy, I 
want to make it clear at this time that I intend to fight this attempt 
to raid the people’s resources just as stubbornly as I have fought other 
similar attempts in the past. A resource development program is of 
value to the citizens of our country as they obtain its benefits. 

I, of course, am more familiar with the history and operating poli- 
cies of the Southwestern Power Administration than with similar 
power marketing agencies in other portions of the country. I know, 
however, that the complex problems which have plagued the Con- 
gress with respect to allocation of costs in the construction of multiple- 
purpose projects and the establishment of equitable rates for the sale 
of power from these projects are common in many other areas of the 
country. 

I suspect that, as in the Southwest, the private utility pressure 
groups have bee nand are, through political pressure on the Congress 
and on the administration, attempting to mold solutions to these prob- 
lems which will channel the benefits of Federal resource development 
to the corporate stockholders and deny them to the citizenry. It is 
my hope that during these hearings and during our subsequent de- 
liberation upon the issues evolved, I may call upon the knowledge 
and experience of all of the distinguished members of these four sub- 
committees so that we may be able to recommend legislation that will 
once and for all establish and reaffirm a congressional policy that will 
result in equitable distribution of benefits, not only from the multiple 
purpose projects in the Southwest, but also from similar projects 
in the Southeast and in the Bonneville Power Administration area, 
and in the arid and semiarid areas of the West where the Bureau of 
Reclamation operates and in the Tennessee Valley. 

The expenditure of Federal funds for multiple purpose develop- 
ment, wherever it may occur, must be based upon resource-develop- 
ment theories designed to stimulate our economy and preclude mon- 
opolization of the beneficial results by a few big corporations. 
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The real purpose is flood control. The section of the country in 
which the Southwestern Power Administration operates, has been 
historically an area of erratic streamflow, with consequent periodic 
seasonal floods and droughts. The original concept of a series of 
coordinated river-basin development programs envisioned primarily 
a stabilization of waterflow and the elimination of the ruimous de 
struction of our economy brought about by the floods. Two of the 
initial large Federal dams in the Southwest, Norfork Dam on the 
White River, and Denison Dam on the Red River, were both initially 
conceived as basically flood-control projects. In the case of Norfork, 
the power feature was not even authorized until 2 years after the 
initial authorization of the project for flood control. 

The authorizing legislation of these two projects provided that 
the allocation of construction costs among the purposes for which 
the project was authorized should proceed on an incremental basis 
with flood-control basic. This means that the cost allocated to the 
power features of the projects would be only the difference between 
the total cost of the entire project without power and the total cost 
of the project with power installed. At the time, everyone thought 
that this was an equitable method of cost allocation for these projects 
and to this day no complaint has been voiced with respect to the cost- 
allocation policies enunciated by Congress as applicable to the Denison 
and Norfork Dams. 

In June and July of 1947, the House Committee on Public Works 
heard testimony on H. R. 3036, 80th Congress, Ist session, legislation 
which would have transferred from the Secretary of the Interior to 
the Secretary of War authority to market hydroelectric power gen- 
erated at multiple-purpose projects. During these hearings, Col. P. A. 
Feringa, Assistant Chief of Engineers for Civil Works, in testifying 
before the House Committee on Public Works stated, with respect to 
hydroelectric projects in the Southwest : 

I think, Mr. Trimble, if I may interrupt, I should point out that we are a 
construction agency. Our duty, which Congress have given us, is the building 
of river and harbor improvements and flood-control works. Another duty we 
have also given to us by Congress is to consider the benefits of all water uses 
when we make a report for a river basin. That principle has been repeatedly 
stated in various laws, especially since 1928 when we were directed by Congress 
to prepare the 308 reports covering navigation, power development, flood control, 
and irrigation. 

So, therefore, we are the construction agency for multiple-purpose reservoirs, 
along with other agencies too, of course, and we consider power as a welcome 
byproduct of our projects, but it is not the dog; it is the tail. 


Mr. TRIMBLE. It is incidental? 
Colonel Fertnea. Yes, sir * * * 
> *« + * 7 * + 

Colonel Fertnea. To my mind the key of flood control is that any dam built 
for flood control must be operated for flood control, and anything else is a 
byproduct. 

The CHAIRMAN. Navigation enters into this also. 

Colonel Fertnca. If the dam is for navigation and is built for that purpose 
and also for power, then navigation becomes the key and power becomes a 
byproduct. 


Mr. E. Robert DeLuccia, Chief, Bureau of Power, Federal Power 
Commission, testifying before the same committee stated : 


In connection with construction of flood-control dams or dams for other 
purposes, power is developed as an incident to these principal purposes and we 
then have the problem of how to dispose of that power. - 
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In our reports, visualizing the use of power which is incidental to flood control 


or navigation, or other purposes, we envision they will be used with the existing 
facilities of the area. 


The United States Supreme Court has also considered the problem 
of cost allocation at multiple-purpose projects. In disposing of an 
attack upon the constitutionality of the act of June 28, 1938, author- 
izing construction of the Denison Reservoir, Mr. Justice Douglas, 
delivering the opinion of the court, stated, in part: 


In this connection, the definite project states that the “amount of storage 
which can be economically allocated to the production of power depends on the 
ability of the power market to absorb the power during the useful life of the 
project.” But the division engineer observed that “In actual operation of the 
dual-purpose project this cheap storage would be dedicated to flood control, 
whereas in the financial setup it is credited to power.” * * * They demonstrate 
that in operation of the dam the several functions will be interdependent and 
that the conflicts between the respective requirements of flood control and power 
development are here more apparent than real. They show that this is none- 
theless a flood-control project which will “fully control the maximum flood of 
record,” though power, it is hoped, will pay the way. 


Pursuant to the expressed opinion of the Corps of Engineers as to 
the incidental nature of the power benefits produced at these multiple- 
purpose projects, and pursuant to the policy established by Congress 
in authorizing Denison and Norfork Dams on an incremental cost 
allocation basis, flood-control] basic, the Southwestern Power Admin- 
istration, in its cost allocation report of March 1953, stated: 


In the opinion of this Administration, since the power facilities have been 
included in this comprehensive flood-control program as an incidental purpose 
or as a byproduct, it is believed that a byproduct method of accounting should 
be employed in determining the cost of these power facilities. Therefore, this 
Administration recommends that the investment cost on these other 7 projects 
be determined by use of the incremental-flood control basic method of allocation. 

This Administration’s recommendation is supported by the report of the Jones 
subcommittee, 82d Congress, 2d session, House Committee Print No. 23. In the 
discussion on the merits of the separable costs-remaining benefits methods on 
page 29, they state: “As an important exception, however, the history of those 
projects already authorized must be considered, for that history may indicate 
that it would be unreasonable to use this particular method.” This exception 
appears to be tailored to those projects on the Arkansas, White and Red Rivers 
that were included in the comprehensive flood-control program as outlined by 
Committee Document No. 1, 75th Congress, 1st session, or that have been included 
therein by amendment. 


A basic change in cost allocation. I believe it is clear, therefore, 
that up until very recently the Congress and the administrative agen- 
cies of the executive branch are clearly on record in support of the 
incremental doctrine with respect to multiple-purpose project cost 
allocation, especially those projects in the Southwest. The basic pur- 
pose of the project is flood control, and the power benefits that are 
derived from the project, although substantial, are nonetheless, for 
purposes of cost allocation, to be considered as a byproduct or inci- 
dental purpose of the project. 

Despite this well-established doctrine of supporting the incremental 
method of cost allocation at these multiple-purpose projects, the De- 
partment of the Interior, the Department of the Army, and the Fed- 
eral Power Commission, on March 12, 1954, reversed themselves and 
jointly agreed that the most acceptable theory for the allocation of 
costs at multiple-purpose projects should thereafter be the separate 
costs-remaining benefits method and that is just a highly technical 
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designation to increase the cost of the power to the preferential cus- 
tomers, the REA’s and the municipalities. 

Of the three methods announced as acceptable to the joint inter- 
agency committee, the incremental method was not even mentioned. 
Under the separable cost-remaining benefits method of cost allocation, 
the theory that power is a byproduct or incidental purpose is aban- 
doned, and the power benefits of each project must bear a proportionate 
share of the joint costs of the entire project. 

Now, what has been the result of this basic change in cost allocation 
policy? First of all, with respect to 7 multiple-purpose projects in 
the Southwest, the amount of construction costs allocated to power 
has risen from $122,100,000 to $200 million. The overall increase is 
64 percent. This, of course, means that the per kilowatt and per kilo- 
watt-hour cost of power from these projects, goes up. In addition, the 
revised cost allocation procedures result in the Corps of Engineers 
being forced to delete hydroelectric features from basically flood con- 
trol projects in which such features were originally included and 
authorized. Last year, Congress appropriated construction funds to 
begin the work on the Oolagah and Eufaula Dams in Oklahoma. 
Hydroelectric features were authorized for these projects, but the 
Corps of Engineers tells us that power is not now feasible because 
under the new theory of cost allocation it would cost too much to sell. 
It seems almost unbelievable that in an area of the country where low- 
cost hydroelectric power is not only desirable, but almost necessary 
to support industrial and agricultural growth, the administrative 
agencies of the Government decide to undertake construction of flood- 
control projects without hydroelectric features simply because arbi- 
trarily selected cost allocation procedures make it appear that the 
inclusion of hydro-electric power would not be feasible. 

I would like to emphasize at this juncture the fact that in my 
opinion the choice of cost allocation methods applicable to multiple- 
purpose projects financed by the Federal Government is a decision 
of policy rather than one of technical administration. Cost alloca- 
tion is not a narrowly defined problem of engineering application. 
There is no engineer nor any economist in the world who can com- 
municate with the Lord and come back with the one right allocation 
formula for any given project. There are many, many reasonable 
formulas available, each of which leads to different allocations of cost 
among the various features of a multiple-purpose project. It is 
merely a question of which formula is chosen and how it is applied. 
The final allocations resulting from the application of any formula 
depend upon the assumptions made in its application, and it is often 
fully as reasonable to utilize one formula as it is any of the others. 
It is a choice to be made among equal methods, giving equally reason- 
able but different results. : 

Therefore, if any group of administrative officers charged with 
responsibility for allocating construction costs among the various 
features of multiple-purpose projects is free it could choose whatever 
method is in accord with its own philosophy. However, this is not 
and must not be the case. Congress has heretofore fixed the policy and 
if necessary will now compel its adoption. The application of that 
policy results in the production of low-cost power as envisioned by 
the Flood Control Act of 1944, which states: ; 








6 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


Electric power and energy generated at reservoir projects under the control 
of the War Department and in the opinion of the Secretary of War not required 
in the operation of such projects shall be delivered to the Secretary of the 
Interior, who shall transmit and dispose of such power and energy in such 
manner as to encourage the most widespread use thereof at the lowest possible 
rates to consumers consistent with sound business principles, the rate schedule 
to become effective upon confirmation and approval by the Federal Power Com- 
mission. 

Other methods could result in the allocation to power features of a 
disproportionately high portion of project cost. The separable costs- 
remaining benefits method which es been adopted by the present 
administration is such a method and results in the allocation to hydro- 
electric power features of higher proportions of construction costs 
than any method traditionally utilized by any of the power marketing 
agencies of the Government. 

The cost allocation procedure is the policy which has been decided 
by the Congress. In view of the economic circumstances and needs of 
the people it must be followed and not subverted by an administrative 
ae a the Government insulated from a direct responsibility to 
the people. 

Higher allocations mean higher rates. The arbitrary allocation of 
larger amounts of the construction cost of projects in the Southwest 
to electric power features has brought about an alleged necessity to 
increase the rates charged for this power. 

I am told that the average rural electric distribution cooperative 
purchasing power from the Sc tinneditian Power Administration faces 
an increase of 40 percent in its wholesale power costs if the proposed 
rate increase is approved by the Federal Power Commission. This 
means that SPA rates will be almost equal to, or in some cases exceed, 
rates charged by private utility companies in the area. It is incon- 
ceivable that such an eventuality should be permitted where the Con- 

ress has developed and is developing the Nation’s resources for the 
nefit of the people. 

I would like to know if any of the members of the other committees 
who are represented here have a statement to make, or put into the 
record. 

Mr. Buper. I should like to make a statement, Mr. Chairman. 

Senator Kerr. Very well. 


STATEMENT OF HON. HAMAR H. BUDGE, A UNITED STATES CON- 
GRESSMAN FROM THE SECOND DISTRICT OF THE STATE OF 
IDAHO 


Mr. Buper. To begin with, the chairman has oversimplified the 
‘wepuses which we must here consider. I don’t believe that Congress 

as ever spelled out 

Senator Kerr. Would you identify yourself? 

Mr. Bunce. I am Congressman Budge, of Idaho, a member of the 
Interior Committee of the House. 

As far as I know, Congress has never definitely spelled out on these 
projects just what the allocation was to be. That has been left to the 
administrative agencies. 

I would say further that the method which is now being used was 
pointed out by a Federal interagency group in 1950. It is consistent 
with Budget Circular A-47. 








& 

i 
R 
< 
* 
% 
@; 

a 
= 






ey aioe 


eee 


ns 


{ 
4 
4 


© 
; 
€ 
2 


OU eae. 


pile 


AMG Ree AED RAN, 


iz: Op 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION a 


Senator Kerr. Of what date? 

Mr. Bupcr. Dated December 31, 1952. It is also consistent wit h the 
allocations that have been historically made on the Tennessee Valley 
projects and elsewhere in the United States. 

Senator Kerr. Is that all, Congressman ! 

Mr. Buper. That is all. 

Senator Kerr. Are there any other members of the House Interior 
and Insular Affairs Committee who would like to make a statement o1 
put it into the record ¢ | | 

Mr. Epmonpson. I would like leave of the committee to insert a 
statement in the record. 

Senator Kerr. Very well, Congressman Edmondson, of Oklahoma. 


STATEMENT OF HON. ED EDMONDSON, A UNITED STATES CONGRESS- 
MAN FROM THE SECOND DISTRICT OF THE STATE OF OKLAHOMA 


Mr. Epmonpson. Mr. Chairman, as one who is deeply interested in 
the water-development program of eastern Oklahoma, I am very glad 
this hearing is being held, in order to determine all the facts present 
in the SPA rate proposal. 

If the effect of these reallocations is to make more difficult the justi 
fication of the dams urgently needed for our basin program, then the 
proposal could certainly be the deathblow of the Arkansas Basin de 
velopment plan, on which Executive reluctance is already apparent. 

No one can question the fact that farmers in the Sout!:west liave been 
hard hit by falling farm prices in recent years, and will suffer directly 
and immediately from any rate increases required by REA’s in the 
area. 

These are two reasons why this hearing has great importance, and 
why the agencies behind the rate proposal should be required to give 
full and complete justification to Congress before submitting the 
proposed increases to FPC. 

Once again, I want to thank the Senator from Oklahoma for taking 
the lead in bringing about this hearing, and thus opening the door to 
a full disclosure of facts surrounding this proposal. Like the Senator, 
I am also grateful to the Department of the Interior for delaying its 
submission to FPC, pending this hearing. 

Senator Kerr. Congressman Wickersham, of Oklahoma ? 


STATEMENT OF HON. VICTOR WICKERSHAM, A UNITED STATES 
CONGRESSMAN FROM THE SIXTH DISTRICT OF THE STATE OF 
OKLAHOMA 


Mr. WickersHam. I was a member of that committee some years 
ago. I would like to submit a statement for the record in line with 
your statement in view of the fact that 10 of the co-ops eventually 
affected, plus the Western Farmers Electric in my district, would be 
affected by any decision on this matter. In view of the fact, too, that 
I have to go before the Armed Services Committee to look after a 
matter for you and Senator Monroney and Congressman Jarman, in 
connection with the Norman Naval Base, I would like to be excused 
so that I can present some matters on your behalf. 

Senator Kerr. All right. 
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(Mr. Wickersham’s statement is as follows:) 


STATEMENT OF VICTOR WICKERSHAM, MEMBER OF CONGRESS FROM OKLAHOMA 


Mr. Chairman, first, I want to congratulate you and the others who introduced 
S. 3338 to freeze the rates to the preference customers of the Southwestern Power 
Administration. I also want to commend the four committees of Congress for 
holding this hearing and looking into this whole problem. 

As you know, I serve as Congressman from the western side of the State. 
Every REA in my area is affected by the wholesale price that it must pay for 
power to serve its customers. Therefore, the proposed increase of 40 percent in 
the wholesale rate by the SPA to the preference customers is very, very impor- 
tant. In fact, I believe an investigation would determine that the rate increase, 
if it should be put into effect, would amount to almost as much in a year’s time as 
the debt service obligation that the REA’s have to the Government because the 
number of farms are decreasing in western Oklahoma and because of the eco- 
nomic condition of the majority of the farmers in my district. Any increase that 
would result in more expense to the farmers is of particular consequence at this 
time, when under the Benson administration farm prices are going steadily down- 
ward and things that the farmers have to buy are increasing continuously. The 
farmers are caught in the squeeze between the amount of money they receive for 
what they produce and the amount of money they must spend for what they must 
purchase to operate their farms. 

Electric energy is becoming increasingly more important to the operation of 
the farm and consequently the farmers in western Oklahoma are continuing to 
use more and more electricity and, if the rates for which they purchase the 
electricity are accelerated, which they surely will have to be if the 40-percent 
increase goes into effect, as proposed by the Department of Interior, it will mean 
that many of the farmers in my district will either curtail the use of electricity 
or stop using it altogether, and, of course, this means that the REA, which is 
now serving them, will be adversely affected, because they would have no income 
from the investment of serving that farmer. 

Mr. Chairman, it seems to me that if the 40 percent rate increase goes into 
effect the Government stands to lose one way or the other either by having to 
increase the amortization period for repayment of the debt owed the Government 
by the REA or by having to market power from the dams which it has constructed 
at a price above its value, thus facing a longer amortization period for repay- 
ment of the Federal investment in the electric facilities in these flood-control 
dams. 

I hope that these hearings will result in the passage of S. 3338 and in these 
committees finding a means whereby the power rate to the preference customers 
of the Government can be stabilized so that this power will continue to be sold 
at rates whereby the farmers can continue to use electric energy to operate their 
farms. 

I thank you for the privilege of appearing before this committee. 


Senator Kerr. Congressman Christopher ? 


STATEMENT OF HON. GEORGE H. CHRISTOPHER, A UNITED STATES 
CONGRESSMAN FROM THE FOURTH DISTRICT OF THE STATE OF 
MISSOURI 


Mr. Curistorurr. I am a member of the House Interior and Insular 
Affairs Committee. I would like to say with respect to my statement 
that it has been estimated by our REA co-op managers who recently 
had a meeting in my State, that an increase of 2 mills per kilowatt- 
hour in my State of Missouri, in view of the fact that they purchase 
909 million kilowatts of current, they will purchase that much in 1956, 
a mill increase would mean an extra cost to Missouri farmers of 
$1,880,000, or almost $2 million more for the electric current for the 
REA users in my home State. 

Senator Kerr. Per year? 
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Mr. Curtsroruer. That is true in most of the four-State area. We 
have just come through three droughts. It rained a little this last year. 
In 1952, 1953, and 1954 we had droughts. With the terrible slump 
that we have had in farm prices, adding almost $2 million a year to 
the cost of current in my State would not only put an unbearable 
burden on the farmers, but probably would result in every REA co-op 
in the State of Missouri going in the red. I have a lingering suspicion 
that there are people in the United States who would like to see those 
REA co-ops go in the red. 

I am unalterably opposed to this increase in rates. If it is to be 
done, it should be done at a much later date, after the Congress has 
had a chance to work their will on this thing. If we haven’t been 
regulating the rates which will be charged for electric current at the 
hydroelectric dams to REA co-ops and municipalities, it is high time 
we did. 

Mr. Chairman, I thank you. 

Senator Kerr. Thank you, Congressman Christopher. 

Congressman Albert, the majority whip in the House is here. 


STATEMENT OF HON. CARL ALBERT, A UNITED STATES CONGRESS- 
MAN FROM THE THIRD DISTRICT OF THE STATE OF OKLAHOMA 


Mr. Auvert. Mr. Chairman. I dislike encroaching on the time of our 
visitors, but I do want to say this much: that most of the co-ops in my 
district are direct purchasers from the Southwes‘ern Power Adminis- 
tration and their rates are going to be directly and adversely affected 
if this proposal goes through. Most of these cooperatives are having 
a difficult time now meeting their debt obligations to the Government 
of the United States, and some of them are not quite making it. 

Senator Kerr. Is it reasonable to say, Congressman, that their debts 
were contracted, their agreements were made on the basis of certain 
costs of power and certain interest rates which, unless permitted to 
prevail throughout the life of the contract, would change them so 
materially as to threaten if not make certain their complete failure? 

Mr. Avsert. The Senator has stated it correctly, plus the fact that 
my district, as the Senator well knows, is an agricultural district where 
cattle is the No. 1 enterprise; then comes cotton and peanuts and hogs 
and wheat. The price to the farmer of every one of these commodities 
has gone down since these contracts were made. I think that is some- 
thing we should keep in mind in considering this matter, that we are 
placing an extra burden upon the most depressed part of our economy. 

That is all. 

Senator Kerr. Thank you very much, Congressman Albert. 


STATEMENT OF HON. JOHN DOWDY, A UNITED STATES CONGRESS- 
MAN FROM THE SEVENTH DISTRICT OF THE STATE OF TEXAS 


Mr. Downy. I would like permission to insert a statement in the 
record. 

Senator Kerr. Very well. 

(Nore.—LBecause of the press of other work, Mr. Dowdy was unable 
to submit a statement. ) 

Senator Kerr. Congressman Steed ? 
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STATEMENT OF HON. TOM STEED, A UNITED STATES CONGRESSMAN 
FROM THE FOURTH DISTRICT OF THE STATE OF OKLAHOMA 


Mr. Streep. I am a member of the Public Works Committee in the 
House. While I have no authority to represent the committee here, 
I have discussed this matter with several members of the committee 
and they are vitally interested in it also. 

Senator Kerr. Congressman Hays? 

Mr. Hays. I would like to make the same request. 


STATEMENT OF HON. BROOKS HAYS, A UNITED STATES CONGRESS- 
MAN FROM THE FIFTH DISTRICT OF THE STATE OF ARKANSAS 


(Mr. Hays’ statement follows :) 


Mr. Chairman, I appreciate the privilege of making a brief statement in 
support of the protests that have been filed with the committee against the pro- 
posed increase in rates by the Southwestern Power Administration. My col- 
league, the gentieman from Arkansas, Mr. Trimble, has stated forcefully the 
objections to this action and I wish to associate myself with his point of view. 
It would not be fair, it seems to me, to readjust rates based on a change in the 
formula for allocation of power costs at this State, and considerations of that 


kind should not apply to completed hydroelectric projects. I thank you, Mr. 
Chairman. 


Senator Kerr. Mr. Trimble. 


STATEMENT OF HON. JAMES W. TRIMBLE, A UNITED STATES CON- 


GRESSMAN FROM THE THIRD DISTRICT OF THE STATE OF 
ARKANSAS 


Mr. Trimevte. Mr. Chairman, I want to subscribe to what has been 
said herein general. I want to add to what Mr. Albert and Mr. Chris- 
topher said. I don’t know what it is in the country as a whole, but in 
our section there are less than three users to the mile on these rural 
electric lines. Of course they have to have some little breaks. We 
have been giving them that in the low-interest rate, and a long-time 
loan. But as you indicated awhile ago, to Mr. Albert, they have been 
encouraged to go out and expand, and run lines across the ridges and 
down the valleys to people, burns of this low-cost power that they 
have been getting and these other things. 

Now we come along and by executive directive mark up that power. 
In other words, if we are not legally wrong, we are morally wrong, in 
abrogating a contract entered into. It is unfair and unjust not only 
to these co-ops who are doing such a magnificient job helping the rural 
parent but I think it is unfair to the commercial companies as well, 
vecause down in my area they get most of the power anyway, and they 
are being able to sell it out at a greater profit than they could under 
this. 

And another thing that distresses me desperately is the fact that if 
this formula goes ahead and operates like I think it will operate, it will 


mostly hinder the great river development programs that are so vital 
to this country of ours. 

I am a firm believer in soil conservation and development of our 
water resources. I don’t like A-47. I don’t know who its pappy is, 
but I don’t like it because it is an unfair formula with respect to these 
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hydro projects which are incidental projects as you stated in your 


address to the committee. 


If it is so, as 1 understand that it is—and I must confess that I am 

not familiar with just what has taken place—I was speaking to Mr. 
Aandahl about it a while ago and he feels that L am wrong in my 
ars, and I certainly hope I am. 

"But for instance at Bull Shoals in our district, the district which I 
represe ‘nt, roughly off-hand it is my recollection that about 26 percent 
of that project was caused by the addition of the hydro features to it. 
Now it is my underst: nding th: at there is being charged in the power 


a’ 


rate formula something over 70 percent of that. 

Senator Kerr. In the new formula ? 

Mr. Trimece. Thatisright. Inthe new formula. That is an unjust 
thing to make the rural people carry that extra burden of paying off 
the flood-control features of it. 

don’t object so far as I am personally concerned if they want to 
earm ark all the revenues of these projects to the payments of the 
projects. That is all right. But I don’t want it put in there, in arriv 
ing at this power rate that is to be charged. 

So I want to put in my firm, resolute opposition to this formula until 
such time as I am convinced that I am dead wrong. And I ask per 
mission to revise and extend my rem: arks. 

Senator nae. Thank you very much, Congressman Trimble 

(The remarks referred to are as follows :) 


A PEA FOR RIVER DEVELOPMENT 

The Speaker. Under previous order of the House, the gentleman from A: 
kansas [Mr. Trimble] is recognized for 30 minutes. 

(Mr. Trimble asked and was given permission to revise and extend his re 
marks.) 

Mr. Trime_e. Mr. Speaker, I am distressed, frustrated, and disgusted. It 
would be easier to quit, but I propose to fight. For several happy years I served 
on the Committee on Public Works of this House. It was my responsibility, 
along with my colleagues of that great committee, to recomend to this body for 
consideration sound public works on our rivers and streams looking toward 
the development of our country and the conservation of our water resources. I 
am grateful for and humbled by the chance to serve on that committee and 
under its devoted leadership. 

You have followed our recommendations and have appropriated money to 
study our river basins. You have authorized the construction of great multipur- 
pose projects to provide flood control, irrigation, navigation, power, recreation, 
and water supply. You have followed through, where you thought wise, and 
have appropriated large sums of money for the construction and operation of 
dams, powerhouses, navigation, and irrigation canals. Upon our recommenda 
tions, you have turned over to the Corps of Engineers the job of making the field 
investigations of our great rivers to determine the facts upon which our commit 
tees and the Congress can act wisely. The engineers have done a magnificent 
job. With the facts which they have developed we have begun a great program of 
construction, always keeping within our ability to pay, developing the best and 
most needed projects first. 

Mr. Speaker, we thought we knew what we were doing. Apparently we were 
wrong. The Bureau of the Budget has set itself up as a sort of legislative 
usurper. No Government agency can come to the Congress requesting funds for 
any project until it has a password and a visa granted by that agency. We 
cannot even take a look at a project unless the Bureau of the Budget grants us 
permission. They are the chief high moguls of these river development pro- 
grams. No project can get to Congress for appropriations unless the bureau 
approves. In order for the bureau to determine which thoroughbred, milk-fed, 
vitaminized project can get to us for consideration, it has to set up its own rules 
These rules were issued December 31, 1952, and are known as Circular A-47 


76239—56——-2 
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Mr. Speaker, we never approved this Circular A-47. We never even saw it 
while it was being written nor afterwards for a long, long time. But I want 
to tell you, Mr. Speaker, and Members of this House, the real Committee on 
Public Works sits over in the Bureau of the Budget. They are not only deter- 
mining policy for us on river development, but they are determining which 
projects and which river basins are to given consideration by us. We are 
just errand boys and girls. 

Mr. Speaker, are we going to abdicate our responsibility to a few men in the 
Bureau of the Budget? I hope not. I raise my voice not just for today but for 
tomorrow and for all the tomorrows. In behalf of our children and our chil- 
dren’s children I raise it. I am distressed no end because I see the actions of 
the Bureau of the Budget stifling and choking our river developments, develop- 
ments so essential to our continued strength in a troubled world. There is not a 
Member of this body whose district is not being affected by this decay in our 
river development program. 

Let me pinpoint the problem by giving examples in our own State of Arkansas 
as follows: 

Under the Flood Control Act of 1944 and acts prior to that, the Corps of En- 
gineers used a formula charging certain amounts of the cost of such projects to 
electric energy. We were able to say, for example, that the Water Valley proj- 
ect in the district of my colleague, the gentleman from Arkansas [Mr. Mills], the 
Lone Rock and Gilbert projects in my own district on the White River, the 
Ozark Dam in my district on the Arkansas River, and the Dardanelle Dam on 
the Arkansas in the district of my colleague [Mr. Hays] were all economically 
feasible. That is, they were economically feasible under the old formula before 
Circular A-47 was issued. This new formula of the Bureau of the Budget in 
simple language charges a great deal more of the cost of each project to power 
and assigns less benefits to power. The end result is to make the power come out 
of the project at such high prices with such low benefits that it completely 
changes the benefit-cost ratio. It makes Water Valley, Lone Rock, Gilbert, and 
Ozark completely out of the picture; and if Dardanelle is feasible at all, it is only 
hy the skin of its teeth. The same situation is true with respect to the Beaver 
project on the White River in my district. Likewise, it will be true throughout 
the land where rivers need development programs. 

My colleagues, this new directive does not stop at power projects per se. Many 
flood control, navigation, and irrigation projects which depend upon power for 
their feasibility will not be built if formula A-47 is to stand. So the policy of 
the Bureau of the Budget will affect not only power but flood control, navigation, 
recreation, irrigation, and all of the other purposes of these projects. I do not 
know what the intent of the Bureau of the Budget was, but if it intended to cur- 
tail and practically stop building of hydroelectric projects, it could not have done 
it better than by this new formula. It is rumored that something else is being 
considered which will be even more stringent. Let us hope the report is er- 
roneous. 

Mr. Speaker, the two principal factors in Circular A-47 damaging to the eco- 
nomic feasibility of multipurpose projects are, first, value of power ; and, second, 
cost allocations. 

First, value of power in A-47 is measured by the cost of the cheapest alternative 
source of power, whether private, Federal, or any other. Before Circular A-47, 
the test of value was the cost of privately developed and privately financed steam 
electric power in the area. If Federal hydro power could be produced at cost less 
than private steam electric power, it was economically feasible. Now A-47 
requires that Federal hydro power must be compared with steam electric power 
produced and financed by the Federal Government. In other words, before Fed- 
eral hydro power can be justified, it must be the cheapest power than can be 
produced by any method of generation and by any producer, even the Federal 
Government itself. The requirement of this Federal test is very severe and will 
be drastic enough to throw out many projects which heretofore were feasible. 

For example, a memorandum of the Federal Power Commission, prepared in 
1955 for its staff use, shows that the annual fixed charges of interest, depreciation, 
replacements, insurance, and taxes of privately financed electric plants would 
amount to 11.7 percent of the investment, whereas the same cost in federally 
financed steam electric plants would be 5.7 percent of the investment. 

Assuming an investment of $125 per kilowatt of installed capacity, the follow- 


ine comparison of the annual fixed costs per kilowatt of steam generation is 
obtained : 
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Privately financed__-~~- 


a ethan cilichectisiasiiiinsgnias en $14. 63 
Federally financed_.----~------ ed 7. 
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The application of this new test of A-47 would reduce the value of power at 
Greers Ferry by $456,000 a year; at Water Valley by $242.1"); at Beaver by 
$613,000; and Gilbert and Lone Rock combined by $820,000 au ually. It 
dent that such ems losses of value or benefits of power due to this test 
throw out nearly all, if not all, of the projects in the Southwest 
this loss, more of on cost of the whe project is charged to p 
we shall see later. 

The Federal Government is not now engaged in building steam plants in the 
Southwest. and there is no indication that it is now about to launch a program of 
federally owued and financed steam plants. ‘Theref it appears that the 
Bureau of the Budget is resorting to a nonexistent and fictitious test. It appears 
that it is jousting with windmills that just do not exist. 

To try to simplify what I want to say, let us take for example, a farmer growing 
hogs. Suppose the Bureau of the Budget said to that farmer, Your ho 
worth any more than what it would cost the Government to grow them.” Then 
in addition, the Bureau wouid say to him, “Of course, most of your farm invest 
ment and operating expenses must be charged against your hogs before we start.” 
Do you suppose the farmer would grow hogs? Certainly not. Neither would 
you. Your benefit-to-cost ratio on hogs would be so low 
financially. That is what the Bureau of the Budget is saying to all agencies that 
come up with hydroelectric projects. The answer is the same for all—not feasible. 

Gen. S. D. Sturgis, Chief of Engineers, in a letter dated February 19, 1954, to 
the Secretary of the Army, made the following statement 
problem : 

‘The Greers Ferry and Beaver projects are eco 
with criteria normally used until recently, their overall benefits-costs ratios being 
respectively 1.2 and 1.1. Since the completion of this 
criteria of the Pureau of the Budget require such projec 
steam plants of comparable financing, i. e., Federal steam plants. This compa 
son indicates that the power to be produced by these multipurpose projects, 
although cheaper than the private steam alternatives currently developing to 
serve the region, would cost somewhat more than a Federal stenm plant. 

“If these projects are not to be built, there is no indication that Federal steam 
plants will actually he utilized to serve the market; in fact, it is almost certain 


that privately owned generation will be built instead. The flood control and 
other source Boe 
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incidental benefits cannot be as economically provided by 

You ean see from this that Circular A-—47 is a roadblock for the Corps of 
Engineers. 

Second. Circular A-47 does not fix a specific method of making cost allocations, 
but it has led to the adoption of the separable costs-remaining benefit 
which allocates a higher percentage of cost to power t 
done. This method precludes the use of the incremental 
tion although power may have been added to the project on an incremental basis. 
For instance, in authorizing Denison down in Texas and No 
Congress stated that incremental methods should be used 
power. According to formula A-47, Congress was wrong with respect to these 
two projects. The application of the separable costs-re ning benefits theory 
likewise results in higher annual operating and maintenance expenses being 
assessed against power because the allocation of these annual expenses foll 
the same pattern as in allocating investment costs between the 
This also helps to throw out projects. The Bureau of the Budg 
consistent in the application of its Circular A-47. For example, it does not apply 
this formula to recreation, fish and wildlife, and pollution-control abatement 
All of these are given special treatment in A—47 and do not share 
of the projects. 
against power. 

Mr. Speaker, I wish to point out again that this unrealistic formula of the 
Bureau of the Budget will stop practically all flood-control, navigation, and soil- 
conservation projects on our rivers unless it is revised. We must remember that 
our thin crust of soil is our line of defense in the age-old battle between civiliz: 
tion and decay. The fertility of our soil is like integrity in man. When a man 
loses his integrity, he is lost. When a nation loses the fertility of its soil, the 
nation is lost 
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Each muddy rivulet, creek, and river is an indictment of us of this generation 
and those who came before us. Next to our children, the good earth is the 
greatest asset God has given us. Yet for generations, we have abused, wasted, 
and exploited its fertility. Only in recent years have we begun to move from the 
exploitation of our soil to the conservation of it. This great program of con- 
servation of the soil has many features, all good, including good farm practices, 
terraces, upstream check dams and water-control reservoirs, big flood control, 
navigation, and reclamation projects. It is upon these larger projects that 
Circular A-47 works devastation. 

Some people think the small upstream projects will do the job alone. Others 
think that the big projects are all that is necessary. Still others think both pro- 
grams are necessury. I happen to be in the latter group. 

Our rivers are not manmade—they are nature’s handiwork. By proper con- 
trol, they become useful tools in the progress of mankind. Without proper con- 
trol, they are destroyers. Since our rivers belong to all the people, the responsi- 
bility of their development, control, and use is a national problem. Through the 
years since the presidency of Theodore Roosevelt, this country has been gradually 
evolving a great river development program which has the Nation’s blessing. 
That program, in my opinion, is at a standstill today because of Circular A-47 of 
the Bureau of the Budget. 

It is my belief, Mr. Speaker, that the Congress has the responsibility to spell 
out the formula to guide the Corps of Engineers and the Bureau of Reclamation 
in their calculations of the cost benefit ratio in all these hydroelectric, flood con- 
trol, and navigation projects and not leave it up to some executive agency such 
as the Bureau of the Budget to fix the policy. Our formula might include 
recreational benefits, municipal, and industrial water supply, and irrigation, 
which have never been figured by the Corps of Engineers in our projects in 
Arkansas so far as I know. I think it is time, Mr. Speaker, that the Congress 
declare its independence. 

I, therefore, plan to introduce appropriate legislation which has for its pur- 
pose the setting up of a definite criteria or formula to guide the Corps of Engineers 
and the Bureau of Reclamation in determining the benefits to cost ratio for the 
projects necessary to the development of our water resources. Let us return 
the control of our natural resources to the Congress where it belongs. 


Senator Kerr. Are there any other Congressman here? 

(There follows a statement from Hon. Morgan M. Moulder, a 
United States Congressman from the 11th District of the State of 
Missouri :) 


Mr. Movutper. I make this statement in behalf of the electric power customers 
who are served by the Southwestern Power Administration. 

The proposed new electric rate schedule for the usual type rural electric co- 
operative customer would be 7.7 mills per kilowatt-hour instead of the existing 
rate of 5.6 mills per kilowatt-hour, which amounts to a 40 percent increase. 
This proposed increase is arbitrary and all out of proportion and I fail to under- 
stand the justification for it. 

At the Table Rock project in my State of Missouri, original cost allocated to 
electric power facilities to repay the Government at the time of original author- 
ization was $24,500,000. The present cost allocated to power is $55,104,000 or 
an increase of 129 percent. You gentlemen will agree that this one example 
shows an erroneous assumption of values by the Southwestern Power Adminis- 
tration on their proposed rate study. This is a matter that should have the 
specific approval of the Congress and I for one would not support a rate increase 
based upon such pronounced errors or assumptions as those used by South- 
western Power Administration to substantiate the increase. 


Senator Kerr. Senator, do you have any statement to make at this 
time ? 

Senator Hruska. Not at this time. 

Senator Kerr. Senator Neuberger ? 

Senator Nevupercer. Not at this time. 

Senator Kerr. Senator McNamara? 

Senator McNamara. Not at this time. 

Senator Kerr. Mr. Russell G. Gates will be our first witness. 
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STATEMENT OF RUSSELL G. GATES, CHAIRMAN, ADVISORY 
COMMITTEE ON POWER FOR THE SOUTHWEST 


Mr. Gares. My name is R. G. Gates. I am a manager of an REA 
cooperative, located in the northwest corner of Arkansas. I am also 
chairman of the Advisory Committee on Power for the Southwest. 

This advisory committee is a voluntary organization. lt is com- 
prised of all of the cooperatives located in Missouri, Arkansas, Louisi- 
ana, Kansas, Oklahoma, and Texas. 

Within this area are over 200 REA cooperatives furnishing elec- 
trical service to farms, small communities, and small business. 

In fact, slightly over 600,000 farm families are served or about 214 
million people. Over this wide area wholesale power is supplied to 
the cooperatives from several sources. The principal suppliers are 
private companies, the G. and T. cooperatives and the Southwestern 
Power Administration. Of these three sources of power, the largest 
number are served by the private power companies. While the 
majority of the power purchased by the cooperatives is from the pri- 
vate companies, the rates charged for that power seem to be governed 
by the prices charged by the Southwestern Power Administration. 

Throughout the whole area there is a great deal of alarm at the 
recently announced 40-percent increase in cost of power. I am sure 
that it must be realized that if this rate is put into effect, it will place 
a very great burden on the cooperatives. A burden which at the best 
if they are to survive must be passed on to their users. I am sure that 
each and every person who comes from or represents an agricultural 
area must realize that during this period of depressed economy on the 
farm, it would be almost disastrous to increase so sharply the cost of 
electricity to the cooperative members. 

We have representatives here from the individual cooperatives in 
the Southwest area who are prepared to testify in detail as to how this 
rate increase will affect their cooperatives. 

This increase will over our area amount to millions of dollars and 
coming at a time when rural people are looking for a way to cut ex- 
penses rather than to increase them. This isin area where for the most 
part has in the last 2 years lost a large amount of its rural population. 

An area where those who remain have not shared in the general 
prosperity of the rest of the country. This is an area that also has an 
abundance of natural resources if they are allowed to be developed. 
The water resources here are among the greatest potential of any re- 
maining undeveloped in the United States today. 

The proposed rate increase will not only affect adversely the finan- 
cial condition of electric cooperatives; but increased cost of power, we 
fear, will virtually stop the development of our water resources in the 
Southwest area. 

Our water, next to our people and our land, is our greatest resource. 
We need to conserve this water. We need this water for irrigation, 
transportation, and for industrial uses. We need the power that these 
meen dams can produce. According to the best authori- 
ties the consumption of electricity in this area is increasing by over 
100 pas every 10 years. Abundant power at reasonable rates is 
absolutely essential for the economic growth and development of the 
Southwest. 
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Unless the Federal Government continues to build these dam proj- 
ects, we don’t believe they will be built. Local governments and the 
States in this area do not have the finances to carry out so-called 

artnership arrangements that are being discussed in some quarters. 

Ve have no way of knowing why the Interior Department finds it 
necessary to increase rates at this time. We do not know what system 
is being used to make cost allocations to power. But from a recent 
report issued by the Southwestern Power Administration, the origina] 
cost allocated to power has been greatly increased. 

For example: 





Original Present cost 





Hydro project Total cost | costallocated| allocated to | Precent 
to power power encrease 
NR conk tnbiblnswkinndicatinceanepwabusestien $62, 208, 000 | $19, 657,000 | $19, 827, 000 1.0 
SERRE ae ESF ES A 2 30, 230, 000 11,887,000 | 14,092, 000 18.5 
ee eens Cy OR) ooh i ee die 91, 677, 000 | 41,950,000 | 57, 412, 000 37.0 
RN SE cise ncelsnl dnaiesiaieieiensaneoateibidleaahietiel 44,857,000 | 8,000,000 | 16, 713, 660 109. 6 
UNDE TNR Sores Soin nhc ekcencaeiaiad 23,772,000 | 6,500,000 | 12, 282, 000 89.0 
Blakely Mountain. ................-..- iemes ts 32, 952, 000 9, 600,000 | 24, 803. 000 158.0 
EN co shale iesiek i ceticte a eeenlnecngat 71, 865, 000 24,500,000 | 55, 104, 000 | 129.0 
Total, hydro projects.........-..---------.--- 357, 561,000 | 122, 094, 000 | 200,233,660! 64.0 

| 


As the Senator mentioned in his opening address, the total projects 
in the Southwest have a total cost of $357,561,000. The original cost 
allocated to power was $122,094,000. The present cost allocated to 
power is $200 million, or an increase of over 64 percent. 

It is to be noted that the cost allocated to power on the Denison Dam 
is one-third of the total cost, whereas, the allocated cost to power on 
TVable Rock is 75 percent of the total cost. 

We frankly do not understand the reason for this great disparity 
in cost allocations but we have a feeling that it has something to do 
with the proposed rate increase that is now pending. 

It is significant that Congress in the authorized report specified 
the cost to be allocated to power on the Denison project but the cost 
allocated to power on the Table Rock project was established by some 
Federal bureau or bureaus. 

Congress obviously, has a great deal more understanding of and 
sympathy for the intent of the Flood Control Act than do some Fed- 
eral agencies. As all of you gentlemen know, section 5 of the Flood 
Control Act of 1944 provides among other things that— 


the Secretary of the Interior shall transmit and dispose of such power and 
energy in such manner as to encourage the most widespread use thereof at 


the lowest possible rates to consumers, consistent with sound business prin- 
ciples * * * 


and further states that— 


rate schedules shall be drawn having regard to the recovery * * * of the cost 
of producing and transmitting such electric energy including the amortization of 
the capital investment allocated to power over a reasonable period of years. 

It is our hope that Congress will determine if these revised cost 
allocations and consequent rate increases are in keeping with the intent 
of Congress in authorizing these projects and if the new policy of cost 
allocations and rate increases conforms with the provisions set forth 
in the Flood Control Act. ; 

We appreciate the interest that you gentlemen are showing in our 
problem and we are grateful for this opportunity to be here. 
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Senator Kerr. Thank you, Mr. Gates. Are there questions ! 

Mr. Buper. Yes, Mr. Chairman. 

Mr. Gates, there are 12 hydroelectric projects encompassed in this 
development, are there not ? 

Mr. Gares. We have only seven that are located in our area. 

Mr. Bupep. I will read them. Denison, Norfolk, Narrows, Whit- 
ney, Bull Shoals, Fort Gibson, Tenkiller Ferry, Blakely Mountain 
Dams, plus Table Rock, Keystone, Short Mountain, and Dardanelles. 

Do you recall what the original authorized cost of those projects 
was to be as they were authorized by the Congress ‘ 

Mr. Gares. I do not. Some of those are proposed only. They 
are not—they are just authorized. 

Mr. Bupcr. I am reading from the testimony of Mr. Wright, who 
is the Administrator of the Southwest Power Administration. 

The original authorized cost was $377,938,230 for the 12 projects, 
as I read Mr. Wright’s statement before the House Committee on 
Appropriations on March 5, 1953. Mr. Wright said this, with regard 
to these 12 projects authorized at a total cost of approximately $378 
million and as you say, some of them are still in the proposal stage 
and have not been built. 

Mr. Gates. That is right. 

Mr. Buper. Mr. Wright said this on page 366 of the House hear- 
ings: 

However, as of April 1952 they have cost $703,367,800, or an increase of some 
$325 million in estimated cost since the date of the authorization, is approxi- 
mately 86 percent increase. 

Do you have any reason to believe that that is not a factual state 
ment which Mr. Wright made in those hearings ¢ 

Mr. Garters. I have no method of determining the accuracy. I pre- 
sume that Mr. Wright has been accurate in his figures. And I am 
pretty sure he has. He isa pretty truthful person. 

Mr. Buper. In your statement you say, on page 3, “We have no way 
of knowing why the Interior Department finds it necessary to increase 
rates at this time.” 

Mr. Gates. That’s right. 

Mr. Buper. Actually you have anticipated a rate increase for some 
years, have you not? 

Mr. Garters. There has been, at all times, a rather unstable situation 
in the Southwest. There has always been a threat of increasing rates. 
We did not know how much, or when it would come. 

Mr. Buper. In any event it isn’t a problem that has just been 
brought to your attention. It is something that has gone on for 
several years. 

Mr. Gates. It is something that has been considered a possibility. 

Mr. Boner. I note that Mr. Wright—and you have described him 
as a very truthful man and I think he probably is—I note that on this 
same date, in fact on March 5, 1953, Mr. Wright said this, at page 366 
of the House hearings: 

So we say this: 

The Southwestern Power Administration is now faced with the certainty of at 
least minor rate increases and the probability of a rather major rate increase 
because of the tremendous increase in the cost of construction of these hydro- 


electro projects and also in the case of some of the other contractual relation- 
ships thta we have undertaken. 
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You also appeared before that same committee, did you not? 

Mr. Gates. I don’t recall right now whether I did nor not. I have 
appeared several times but I don’t remember the particular incident. 

Mr. Bunce. You knew back in 1952 and 1953 that Mr. Wright was 
talking about increasing rates, didn’t you ? 

Mr. Gates. We have, as I said before, discussed it. We never 
knew how much or when to expect 

Mr. Bunce. It isn’t something that has just been pulled out of the 
hat in the last few months, you will agree with me? 

Mr. Gates. That’s right. However, 40 percent is a littie bit more 
than we expected. 

Senator Case. Mr. Chairman. 

Senator Kerr. Senator Case. 

Senator Casr. Mr. Chairman, I noticed that Mr. Gates, at the close 
or toward the close of his statement, gave us a portion of section 5 
of the Flood Control Act of 1944. I think that probably for refer- 
ence as the hearing proceeds we should have the entire section in the 
record, and I should like to read it into the record if I may at this time. 

Senator Kerr. Very well. 

Senator Case. Section 5—and this is Public Law 534 of the 78th 
Congress, chapter 665, second session. It is the Flood Control Act 
of December 22, 1944. Section 5: 


Electric power and energy generated at reservoir projects under the control 
of the War Department and in the opinion of the Secretary of War not required 
in the operation of such projects, shall be delivered to the Secretary of the 
Interior who shall transmit and dispose of such power and energy in such manner 
as to encourage the most widespread use thereof at the lowest possible rates to 
consumers consistent with sound business principles. The rate schedules to 
become effective upon confirmation and approval by the Federal Power Com- 
mission. 

Rate schedules shall be drawn having regard to the recovery (upon the basis 
of the application of such rate schedules to the capacity of electric facilities of 
the projects) of the cost of producing and transmitting such electric energy, 
including the amortization of the capital investment allocated to power over 
a reasonable period of years. 

Preference in the sale of such power and energy shall be given to public bodies 
and cooperatives. The Secretary of the Interior is authorized from funds to 
be appropriated by the Congress, to construct or acquire by purchase or other 
agreement, only such transmission lines and related facilities as may be neees- 
sary in order to make the power and energy generated at said projects available 
in wholesale quantities for sale on fair and reasonable terms and conditions 
to facilities owned by the Federal Government, public bodies, cooperatives, and 
privately owned companies. 

All moneys received from such sale shall be deposited in the Treasury of the 
United States as miscellaneous receipts. 


Mr. Gates, I would like to ask you if you know whether the rate 
schedules which you have had in the past were approved by the 
Federal Power Commission. 

Mr. Gates. I presume that they were. 

Senator Casr. Section 5 says: 

The rate schedules to become effective upon confirmation and approval by the 
Federal Power Commission. 

Do you know whether they were? 

Mr. Gates. I believe they were. 

Mr. Buper. They were approved ? 

Senator Casr. Several years ago. I may be—— 
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Senator Kerr. The Power Commission is here, Senator. 1 wonder 
if they would answer the question for the witness. 

Mr. Zanorr. I am Louis Zanoff. Yes, Senator. 

Senator Kerr. And your position ? 

Mr. ZanorF. I am assistant chief in the Bureau of Rates and Gas 
Certificates. 

Senator Kerr. And the answer is what ? 

Mr. ZanorF. The rates have been approved by the Federal Power 
Commission. 

Senator Case. Which rates are you referring to? The ones that 
have been in effect for sometime ? 

Mr. Zanorr. Yes. 

Senator Kerr. And are now in effect? 

Mr. Zanorr. Yes, sir. 

Senator Casr. Has there been any application to the Federal Power 
Commission to revise those rates ¢ 

Mr. Zanorr. There was an application made in December 1954, but 
we had a request made, I believe, in June of 1955 to hold up the work 
in processing. 

Senator Case. Who were both requests made by ? 

Mr. Zanorr. The filing was made by the Office of the Secretary of 
the Interior, and the request was made from that office, too. 

Senator Case. Was there any notice given to the REA’s or to these 
people who were purchasers of the power by you that any hearing 
would be held on the application for a change in the rate? 

Mr. Zanorr. Not a hearing, sir. A notice was published that the 
rates were submitted for approval. 

Senator Casr. A notice was just published generally? 

Mr. ZANOFF. Yes, sir, in the Federal Register. 

Senator Case. Was any notice given to the customers of the power 
that an application had been made for a change in rate / 

Mr. Zanorr. I believe so, but I am not sure. 

Senator Case. Have there been any hearings held ? 

Mr. Zanorr. No, sir. The Flood Control Act does not provide for 
hearings on these rates. 

Senator Cask. What is the policy of the Federal Power Commis 
sion? To change rates without a hearing? 

Mr. Zanorr. Sir, I cannot speak for the Commission. I know that 
no hearings have ever been held on any of such rates, but opportunity 
for submission of comments has always been given to the interested 
parties. 

Senator Case. Do you mean that it has been the policy of the Fed- 
eral Power Commission to confirm and approve rates for the sale of 
power from structures erected by the War Department, or its succes- 
sor in interest, the Army, and that you thereafter have changed rates 
without a hearing or without notice to the people who would be 
affected by the rates? 

Mr. Zanorr. No rates were ever changed without a notice, sir. A 
notice of filed rates was always published. 

Senator Case. What about hearings? Have the rates been changed 
without hearings ? 

Mr. Zanorr. There have been no changes in the rates made since the 
initial filing in 1948. . 











20 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


Senator Case. You are speaking of this particular case. I am 
asking you as a general policy. Is it the policy of the Federal Power 
Commission to confirm and approve rates for any project, speaking 
as a general policy, such as those which come under section V, to con- 
firm and approve them and then subsequently to change them without 
a public hearing or without direct notice to the customers? 

Mr. Zanorr. The Commission cannot change the rates unless the 
Department of Interior makes a filing. The Commission has no 
authority to make changes in the rates that are in effect, sir. 

Senator Case. Do you confirm and approve without a showing? 

Mr. Zanorr. The confirmation and approval is made on the basis 
of the showing made by the Department of the Interior. And any 
comments that are submitted by the interested parties. 

Senator Case. Thank you very much. 

Senator Kerr. May I ask one question ? 

Senator Case. Certainly. 

Senator Kerr. Has there yet been a change in a rate to REA’s after 
it was once published by the Interior Department and affirmed by the 
Federal Power Commission ? 

Mr. Zanorr. As far as I know, sir, the rate which became effective 
in 1947, the standard rate schedule A, has not been changed to date. 

Senator Kerr. And if this were to be changed it would be the first 
such instance that you know of ¢ 

Mr. Zanorr. Yes, sir. 

Mr. Aanpaut, Mr. Chairman. 

Senator Kerr. Secretary Aandahl. 


Mr. Aanpanu. May I read a clarifying quote from the Federal 


Power Commission in connection with the rate schedule A presently 
in effect ? 


Senator Kerr. Indeed you may. 
Mr. AANDAHL (reading) : 


On February 13, 1947, docket No. IT-5971, the Federal Power Commission 
ordered a proposed rate schedule A filed by Southwestern Power Administration 
be and the same hereby is confirmed and approved as an interim-rate schedule 
to remain in effect only until such time as further study and experience indicates 
the desirability for revision, but for not more than 6 years from the date of this 


order. 

Senator Casr. Mr. Secretary, I think that is very helpful here in 
the consideration of this. Did the Department of the Interior, when 
it made its original filing with the Federal Power Commission for 
the establishment of this rate, request that this be an interim rate? 

Mr. Aanpant. I do not have a copy of that presentation with me 
and I am not certain what the provisions were. I see Mr. Wright is 
standing down there. He may be able to answer that question. 

Mr. Wricut. That is a correct statement. I filed the original A 
rate and we requested that it be considered as an interim rate. 

Senator Casr. That is the reason that the Federal Power Commis- 
sion included that in its order of confirmation and approval? 

Mr. Wricut. I assume that is so, and so far as I know there never 
has been a hearing held on any of the rate matters submitted. 

Senator Case. Mr. Gates, what is the extent of the loans so far as 
you know of the REA cooperative for which you are manager, made 
from the Rural Electrification Administration ? 

Mr. Gares. They are 2 percent interest-bearing 35-year loans. 
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Senator Case. What is the principal amount? How much money 
have you borrowed from the REA? Rows 
Mr. Gates. I am sorry, personally, my own personal cooperative, is 
a little bit over $6 million. Po 

Senator Case. Did you have to make a showing of feasibility to get 
that loan approved ? 

Mr. Gates. Yes, sir. 

Senator Case. What did that showing of feasibility include so far 
as the prospective cost to you of power was concerned ¢ 

Mr. Bist. It takes in, of course, the probable cost of construction 
of the lines, the number of people and their probable consumption over 
a period of years, and our expenses that are going to be known and 
set as a definite part of our operating expenses over the years. 

Senator Casr. Do you know whether that contract for your loan 
called for possible readjustment of the charges to your customers on 
the basis of the fact that the original rate was on a hearing basis? 

Mr. Gates. There has been no provision for that. 

Senator Case. In other words, the Rural Electrification Administra- 
tion loaned you money on the basis of the rate that was promulgated 
originally ¢ 

Mr. Gates. That’s right. 

Senator Case. And determined the feasibility of the loan on that 
basis? 

Mr. Gates. Yes, sir. 

Senator Case. That is all that I have. 

Senator Kerr. And your ability to repay is tied to your ability to 
be able to acquire the power on the basis of the information you 
furnished the REA at the time? 

Mr. Gates. That’s right. 

Senator Hruska. Mr. Chairman. 

Senator Kerr. Senator Hruska. 

Senator Hruska. When was this loan made with reference to the 
construction of the projects themselves, this REA loan of which 
you speak ? 

Mr. Gates. At various times throughout. They are not all made 
at one time. The projects have a certain—they start rather small, 
and then additional loans have been made at additional times through- 
out the years. 

Senator Hruska. On the original occasion however, there was a 
feasibility showing, was there not? 

Mr. Gates. Yes, sir. 

Senator Hruska. When was that original occasion with reference 
to the construction of the principal project here? 

Mr. Gates. I goback. Ever since 1937, when the loan started, there 
have been loans every year to some cooperatives, not every cooperative. 

Senator Hruska. 1937 was the original loan? What was the sta- 
tus of the construction of the principal project in 1937 ? 

Mr. Garters. There was no construction. That started it. We had 
nothing started. We started from scratch. 

Senator Hruska. At that time, of course, the original estimate and 
the total authorization was $377 million, a figure which proved later 
to be an actual cost of 86 percent greater than that. 

Mr. Gates. I beg your pardon. I have been testifying on our indi- 
vidual REA cooperative loan, and not on the loans for these dams. 
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Senator Hruska. My question is, Mr. Gates, as to the status of the 
construction of these dams at the time you made your original REA 
loan. Were they completed at that time? 

Mr. Gates. Not all of them; no, sir. 

Senator Hruska. Was it known at that time what their complete 
construction costs would be when your first loan was made? 

Mr. Gares. No, sir. 

Senator Hruska. Therefore the rates derived at that time could 
hardly have been based upon the completed cost of the project itself, 
is that right? If the final cost of construction of the dam was not 
known, it is not reasonable to suppose that the rates which were then 


calculated, and the terms of your contract, were taken into considera- 
tion in the total cost of the dam ? 

Mr. Gares. That is probably true. 

Senator Hruska. Mr. Gates, in order to make your statement here 
of any use, I wonder if you could identify for us on page 3 the recent 
report referred to of the Southwestern Power Administration as to 
date and what type of report it was. 

Mr. Gates. I believe that I have a copy of that, if I may be per- 
mitted, in my briefcase. 

Senator Hruska. Furnish it at a later time. 

Senator Kerr. That will be furnished by other witnesses. 

Mr. Gates. I believe it could be better furnished by other witnesses. 
It is available. 

Senator Hruska. Referring to your table of the total cost, original 
cost and present cost, can you identify the first column “Total cost” ? 
ls that the total final cost of the project or is it the authorized cost? 
Just what does that mean, that first column of total cost ? 

Mr. Gares. On those dams that are now completed, it is the cost, to 
my best understanding, to those that are completed. That is the final 
cost. 

Senator Hruska. The final cost? 

Mr. Gates. Especially Table Rock. It is now under construction 
and whether or not that would be the final figure I am not in position 
to testify. 

Senator Hruska. But as to the balance of them, you think it is the 
total final cost, the actual cost? 


Mr. Gates. The only thing that I can testify on here is the best 
information that I have available. 


Senator Hruska. I don’t mean to the penny but approximately ? 

Mr. Gates. Approximately. 

Senator Hruska. In the second column original cost. What do you 
mean by original cost allocated to power? Is that in the authoriza- 
tions or 

Mr. Gates. That is purely estimated. There is only one there. If 
you will follow on to the next page, I have tried to state that the Deni- 
son Dam cost of power was set up in the authorization on the Denison 
project. 

Senator Hruska. My question is this, Mr. Gates: When you say 
“original cost,” what time does that.refer to? 

Mr. Gates. At the time that was published we thought that was 
the amount to be chargeable to the hydro facilities. 

Senator Hruska. Based upon the authorization of the project? 
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Mr. Gates. Yes, sir. 

Senator Hruska. What is the third column, “Present cost” ¢ 

Mr. Gates. That is the report that we get now, which is shown to 
support the present increase in rates. 

Senator Hrusxa. If that is true, would a more accurate term be 
“proposed costs”? It is not one that is presently used, is it, in deter- 
mining the 

Mr. Gates. To my understanding this was used at the time that the 
present rate was figured out. 

Senator Hruska. When was that present cost determined as you 
used it in the third column ? 

Mr. Gares. I don’t have that information here. I wonder if you 
would call on Mr. Wright to ask at what time this was here, or some- 
one who has that information available? 

Senator Hruska. I thought perhaps since you used these figures, Mr. 
Gates, you would have them, and we would know what they mean. 
This way it is very difficult in not knowing whether they are in use 
or proposed or whether they are based on authorizations or final con- 
struction figures. 

They are of small value to us without those identifications. If 
someone else will follow you who will furnish that information that 
will be perfectly all right with me. 

Mr. Gates. I believe, sir, that all of the things that I have men- 
tioned in here will be covered in detail by people to appear on this 
later. 

Senator Hruska. Thank you, Mr. Gates. That is all that I have. 

Mr. Bunce. Mr. Chairman, could I ask a question ? 

Senator Kerr. Yes, Mr. Budge. 

Mr. Buner. Mr. Gates, I understood you to say that your original 
feasibility report to the REA was based upon the rates which were to 
be set up by the Federal Power Commission. 

Mr. Gates. No, sir. 

Mr. Bunce. Is that correct? 

Mr. Gates. No, sir. 

Mr. Buper. What did you say? 

Mr. Gates. Our original feasibility study is based on the rates that 
we have at the time the application is made for each particular loan. 

Mr. Buper. When were the first rates promulgated by the Depart- 
ment of the Interior with reference to Southwestern Power? Was it 
1947? 

Mr. Gates. That’s right. 

Mr. Buper. Yet your first REA loan was applied for in 1937, 10 
years previous to any rate setting by the Department of the Interior ? 

Mr. Gates. That’s right. 

Mr. Buper. Certainly your feasibility then couldn’t have been based 
upon those rates that were set up some 10 years later; could it? 

Mr. Gares. In feasibility the cheaper that we can operate and put 
lines over the hills into the valleys, the farther we can reach out to 
get people and bring electric service to them. In the latter years, 
when our rate was stabilized down around 5.6 mills, we could figure 
a payout status based on that whereby we could reach out a little bit 
Sane here to get more people, more thinly settled areas on to our 

ines. 
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And that is where the po rate figured on each succeeding loan 
after this rate became stabilized several years ago. 


Senator Kerr. Could you tell us the dates the various elements of 


your $6 million total loans were made? 
Mr. Garters. I am sorry, Senator, I just don’t have that information 
available. I could furnish the committee with that. 
Senator Kerr. Was it an initial $6 million loan in 1937? 
Mr. Gates. No, sir. 
Senator Kerr. How much was it? 
Mr. Gates. The first loan was only $187,000. 
Senator Kerr. Do you know how much you borrowed since 1947? 
Mr. Gates. The difference between $187,000 
Senator Kerr. Since 1947? 


Mr. Gates. Since 1947. I would say more than half of our present 
loan was borrowed since 1947. 


Senator Kerr. Would you furnish the record with a tabulation of 
the dates and amounts of the loans? 


Mr. Gates. I don't have that. I will be glad to do that. 
(The information requested is as follows :) 





BERRYVILE, ARK., February 28, 1956. 
Don McBrinbeE, 


Senator Kerr’s Office, 
Senate Office Building, 
Washington, D. C.: 

Information requested during my testimony Monday morning that I furnish 
the committee relative to the dates and amount of loans that this cooperative 
has obtained from the Rural Electrification, below these are listed: November 
1937, 200,000; January 1942, 61,000; May 1946, 620,000; December 1950, 595,000 ; 
March 1939, 288,000; March 1944, 50,000; January 1948, 895,000; August 1952, 
500,000; December 1939, 372,000; June 1945, 275,000; March 1949, 900,000; 
May 1953, 500,000; February 1941, 139,000; October 1945, 385,000; December 
1949, 560,000; March 1955, 415,000. 

R. G. GATEs, 
Manager, Carroll Electric Cooperative Corp. 

Senator Casr. Do you buy all of your power from the Southwest 
Power Administration ? 

Mr. Gates. No, sir. 

Senator Case. Where do you buy the rest of it? 

Mr. Gares. I buy all of my power from two private power com- 
panies. 

Senator Case. Of course particular cooperative ? 

Mr. Gates. Of my particular cooperative. 

Senator Case. What rate are you paying? 

Mr. Gates. I am paying now 5.6 mills per kwh, virtually the same 
rate as the A rate on the Southwest Power Administration rates. 

Senator Cast. Do you mean by that that the rate charged by the 
Southwest Power Administration sets the pattern for the rates 
charged by the other utility suppliers? 

Mr. Gates. I firmly believe that, sir. 

Senator Case. Your suggestion that you are buying your power 
from two private suppliers raises the question of why you should 
be concerned if the Government were to raise the rate to the South- 
west Power Administration. 

Mr. Gates. Our experience has shown that all of the rates in the 
area very closely follow the rates that are in effect by the South- 

western Power Administration. 
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Senator Case. Does the Federal Power Commission approve the 
rates that are charged your cooperative by these other suppliers! 

Mr. Gates. No, sir. 

Senator Case. Have you had any suggestion from your private 
suppliers that the rate will be raised to you if the Southwest Power 
rates are raised ¢ 

Mr. Gares. Not yet, sir. 

Senator Case. Do you have any opinion as to why your rates from 
these private suppliers are at 5.6 mills per kwh substantially that, of 
the Southwest Power Administration ¢ 

Mr. Gates. I have an opinion; yes, sir. But I wonder if I could 
defer that question so some of the witnesses that will follow. 

Senator Case. We will probably come to that again. It will be 
interesting to me to know whether or not the rate which 1s charged 
you by these private suppliers is based upon their cost of production, 
or whether it is influenced by the rate established by the Southwest 
Power Administration, and whether or not you have any grounds for 
apprehension. If you have a ground for apprehension, and if the 
rate of the private suppliers is going to be increased, we ought to 
know the reason for that. Do these private suppliers get their 
power from these Government dams? 

Mr. Gates. In some instances; yes. In fact, the private suppliers, 
private power companies, get the majority of the power produced 
from those dams in that area. 

Senator Case. Are you speaking of primary power or secondary 
power ¢ 

Mr. Gates. Both primary and secondary, just the majority. 

Senator Case. Do you know as to the power supplied to your par- 
ticuar cooperative whether or not it is produced primarily by the 
Government dams, or is it in part supplied by other sources of 
generation ¢ 

Mr. Gates. The Government dams are only part of the suppliers. 

Senator Case. Are only a part of it? 

Mr. Gates. Yes. 

Senator Case. What justification would there be in your opinion 
for the private suppliers to increase their rate to you if their power 
is coming from other sources of generation, just because the Govern- 
ment did increase its rate on the Government power ? 

Mr. Gates. I could not quote their basis of justification. However, 
there has been a tendency all over the area to increase rates. We are 
just now having a fuel clause in our rates assessed against us. And 
the tendency of all rates in that area, I am sure, without any basic 
data to support it, the going rate will be the rate charged by the South- 
western Power Administration or closely thereto. 

Senator Case. Mr. Chairman, I don’t want to prolong the ques- 
tioning of this particular witness. I know there are probably many 
witnesses. It seems to me that one thing that ought to be determined 
here is whether or not, if the Government finds that it made some 
miscalculation in the original cost of its dams and seeks to change the 
rate that it charges for power suplied by those dams, we ought to 
find out if that provides any justification for private utilities to change 
their rates where their power is supplied from other sources. In 
other words, I just don’t believe in private utilities using as an excuse 
for changing their power rates the fact that the Government has found 
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it necessary to change a rate it has established on the basis of finding 
a change in the cost of the construction. 

Senator Kerr. I couldn’t be in more complete accord with my friend 
from South Dakota. I remind him that this witness appears here not 
only as the operator or managing officer of one REA, but also as 
chairman of the Advisory Committee on Power for the Southwest of 
all the REA’s. 

Senator Case. Then I would like to ask another question. 

Senator Kerr. Let me say one further thing in connection with what 
you were talking about, and in conection with the questions of the 
Congressman from Idaho. I think the record will show, in the course 
of this hearing, that the principal part of the proposed increase in 
rates to be made effective to these REA’s is not just on the increased 
cost to the Government of installation of the power facilities, but is 
justified by them solely on the basis of a change in their fundamental 
policy of cost allocation, heretofore it having been not only in our 
country but as I understand it in the West, Northwest, and South- 
east, on the incremental cost basis, that is, on the basis of what the 
power facilities cost to install in addition to a flood control project. 

The crux of the position now being taken by Interior and the 
Budget and the Engineers under direction of the Budget is that they 
seek to reallocate those costs so that the power user will be compelled 
to pay for a part of cost of the dam other than that which is the in- 
cremental cost of the power addition to the multiple-purpose project. 

I think that what we should bear in mind, or one thing we should 
bear in mind, is the question as to whether or not the policy heretofore 
followed and in many cases specifically fixed—and I think justified 
with the Flood Control Act of 1944 of fixing power rates on the basis 
of the incremental cost of the power facilities of a project, or whether 
now at this time both with reference to projects already built or being 
built and rates already fixed and in effect—shall all be affected as well 
as future projects by compeling the power-producing features to bear 
a part of the cost of the project other than those which are caused by 
the installation of the power-producing facility. 

Senator Cass. Mr. Chairman, as one of those who attended most 
of the hearings on the Flood Control Act of 1944, both in the House 
and in the Senate—I was then a Member of the House—I would have 
to say that I think that at the time the projects were justified in part 
on the prospect that the power revenues would be great enough— 
I am speaking more particularly of the Missouri River program— 
that the power revenues would be great enough that they could share 
some of the cost of the general benefits of the project. For instance, 
there were some irrigation projects where the charge to the water 
users wasn’t expected to be sufficient to retire the complete irrigation 
costs, but it went back I think to the original Newlands Act of 1902 
for its justification. There, where preference was to be given to 
municipalities in the purchase of power, the thought was that irriga- 
tion projects might be made feasible if they could get enough for their 
power so that the community would contribute some of the cost. 

IT know in connection with the Missouri River Basin program, 
which was one of the big projects in the 1944 act, that there were 
irrigation projects ineluded which would not have stood on their own 
bottom, but they were lumped together with the total project and the 
total benefit-cost ratio was something like 2.6 to1. It was anticipated 
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there, I think, that some of the power revenues would help to pay for 
the irrigation. 

Senator Kerr. There is no fault to be found here with that poliey. 
Nor is that the a of this proposed change of rates. 

a Case. I do think that the issues as I see them here, are, 
No. 1, what is the basis for the proposed change in rates. 1 will cer- 
a listen to whatever Interior or other people who will testify 
to that have to say, and I will listen to that with an open mind. 1 
think there are two things we ought to explore: No. 1, was the Rural 
Electrification Administration, as an arm of the Government, mak- 
ing a contract with REA’s for loans whose feasibility was based upon 
the rate that was promulgated at the time that the rates were con- 
lirmed by the Federal Power Commission. If the "vy were, the im- 
pairment of that feasibility ought to be carefully considered by this 
committee. 

No. 2, it would appear from the testimony of Mr. Gates that where 
he is buying his power from private utilities, and he is fearful that a 
proposed change in rate by the Government for Government power 
will be reflected in a change of rate by the private utilities, which by 
no stretch of imagination can say that the change in the cost of cal- 
culation by the Government, or a miscalculation in the or iginal cost, 
provides them with any justification for changing the rate on power 
which is supplied from generators other than Government dams. In 
other words, I don’t see any justification for the private utilities who 
may be suppliers of getting a windfall here through the action of 
the Government in correcting its rates. 

Senator Kerr. I think that is very pertinent and directly applica- 
ble. I wonder if the Senator from South Dakota feels about this 
as I do: If it develops that these rates, which were submitted to the 
Federal Power Commission, and confirmed by it, were based on data 
showing the incremental cost of the power facilities as the basis for 
fixing the 1 rates, is it not reasonable to limit any increase in those 
power rates to those justifiable on the same basis as that used for the 
fixing of the original rate. 

Senator Case. That certainly is a question we should explore. | 
think possibly at this time, if ‘Mr. Gates is the adviser or chairman 
of a committee representing several of these REA’s, I would like to 
ask him to place in the record, or to answer now if he can, how mi ny 
of these cooperatives buy their power from the Southwestern Power 

Administration and how many of them buy it from private utility sup- 
pliers. I think we ought to have that in the record. 

Senator Kerr. There will be witnesses here who can answer that. 

Senator Hruska. And if they are partially supplied by one source 
and partially by another, the respective percentages. 

Senator Casr. That should be included. I am glad Senator Hruska 
brings it out. If it is part of each, bring out of the respective percent- 
ages. 

(The information is contained in tabulation on p. 163.) 

Mr. Gates. I wish to clarify that statement about being the adviser. 
I am more or less a coordinator, where they get together. I do not 
advise them. 

Senator Case. In any event you are related to other cooperatives 
than the one of which you are the manager 

Mr. Gates. Yes, sir. 
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Mr. Buper. Mr. Chairman, could we have one other insertion in 
the record at this point, and may I request unanimous consent for 
another insertion ¢ 

Senator Kerr. Yes, sir. 

Mr. Buper. Mr. Gates, with the approval of the Chair, would you 
insert into the record at this point a statement of the original author- 
ized cost of the seven projects to which you have referred, and which 
are listed on page 3 of your statement, together with the completed 
cost of those projects, and show the allocations which have been made 
to power originally and under the new proposal, and the percentage 
that the original allocated cost bears to the completed cost and the 
percentage that the allocation of power bears to the new allocation. 

Senator Kerr. Congressman, in view of the fact. that the agencies 
that constructed them are going to appear before this committee, don’t 
you think it would be better to ask them for that information? This 
witness certainly could not have any other place to go to get it but that. 
And since those who have it and are charged with the responsibility 
for it are going to appear before us, wouldn’t you think it would be 
better to have them give that to the committee ? 

Mr. Buper. I would agree with the chairman. Would Mr. Aandahl 
be called today ? 

Senator Kerr. He will be called today. However, he is not the 
one who would have the primary responsibility in that regard. It 
would be the Corps of Engineers with reference to the actual con- 
struction, and the actual cost of the project, and they are present and 
are going to appear. And in my judgment you are going to find 
that these allocations of power were fixed by the Southwestern Pow- 
er Administration on the basis of what the cost of adding the pow- 
er to the project was first estimated to be, and then actually was shown 
tobe. I think that is the way it will develop. 

Mr. Bungee. I should be very happy to withdraw my request, Mr. 
Chairman. 

Senator Case. Mr. Chairman, I think the request is very good and 
we certainly ought to have that information. Why not let the re- 
quest remain but let us get it from the Corps of Engineers. 

Senator Krrr. That was my suggestion, and I think that is the 
suggestion of the Congressman. 

Mr. Bupeer. Yes, sir. 

Senator Kerr. He doesn’t mean that he is not going to make the 
request. He is just going to have it made of another witness than 
this one. 

Mr. Buper. If the Chair is going to call Secretary Aandahl I will 
be happy to withdraw the request. 

Senator Case. Mr. Chairman, I should like to add to the implied 
request here that when that information is developed, that it not merely 
include the original authorization, but that the agency which con- 


structed the dam—whether the Corps of Engineers or the Bureau of 
Reclamation 





Senator Kerr. That will be the Corps of Engineers in every in- 
stance. 


Senator Casr. It was. 
Senator Kerr. Yes. 
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Senator Case. That they not merely give the limits of the original 
authorization but any amendatory acts which have increased or en- 
larged the authorization. 

Senator Kerr. That is in here and I will be interested in getting that 
information. 

(Information requested is included following statement of Mr. 
Clyde Ellis. ) 

Senator Kerr. Mr. Gates, thank you very much. 

Mr. Floyd Gibson of the Oklahoma State Cooperative. After he 
testifies I am going to ask Secretary Aandahl to take the stand. I 
am doing that for a number of reasons. First, because his testi- 
mony will be very pertinent, and second, because he has advised me 
that he will not be able to be here throughout the week, and we are 
certainly most anxious to have him testify. 


STATEMENT OF FLOYD W. GIBSON, ON BEHALF OF THE OKLAHOMA 
STATEWIDE ELECTRIC COOPERATIVE 


Mr. Gieson. Mr. Chairman and gentlemen, I am appearing here 
today really in behalf of Mr. Roscoe Keefer, who is president of the 
Oklahoma Statewide Electric Cooperative. He is a farmer living 
near Helena, Okla. He could not be here due to an emergency. I, 
as manager of the association, will present this statement in behalf 
of the Oklahoma Statewide Electric Cooperative. 

I am Floyd Gibson, manager of the Oklahoma Statewide Electric 
Cooperative, of Oklahoma City, Okla. 

The Oklahoma Statewide Electric Cooperative, a service organiza- 
tion, represents 26 distribution electric cooperatives in Oklahoma with 
a combined service to 130,000 meters, and 2 power cooperatives. 

Using the latest REA statistical report as a guide, we calculate that 
the proposed rate increase in the Southwestern Power Administration 
rate structure will cost the rural people we represent $880,000 a year, 
based upon the amount of power purchased by the cooperatives in 1954. 
This, by about a dozen municipalities in Oklahoma, also served by the 
SPA system. This includes only the cost to the cooperatives. 

And, instead of the cooperatives in Oklahoma operating collectively 
with a margin of $692,000, this rate increase would have brought about 
a net deficit for the State co-ops of $188,000. 

Senator Case. That is per year? 

Mr. Gipson. Yes, sir. That was based on the power bought and 
sold in 1954. 

In 1955, 7 of the 26 cooperatives in Oklahoma operated at a deficit. 
Had the rate increase been in effect in 1955, 16 of these cooperatives 
would have operated with a deficit. 

I might say here, in digressing a little from my prepared statement, 
we estimate, I believe rather accurately, that the virgin market created 
for material, appliances of various kinds because of the cooperative 
movement in Oklahoma, amounts to some $500 million. Cooperatives 
have collectively about 1,000 employees in the State. There was more 
than $1 million investment in the co-op systems in the State. 

We feel that with the impact of this there would be a tendency to 
slow down this market for goods, which has been rather strong in 
Oklahoma, and aided industry to a considerable extent in Oklahoma. 
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We have two items for the use of electricity in Oklahoma which are 
just now coming to the front. One of them is irrigation, and the other 
is the electric heating of the homes. We are just getting to the point 
now where we could launch out in this direction. 

A rate increase of this kind, of this amount, would have a tendency 
to more or less forestall the progress in irrigation and also in the home- 
heating industry in the State. 

I threw that in there just to give you an idea of what might result, 
the impact of it. 

With all the adverse conditions which have hit our rural people, 
such as drought and the farm-price situation, this 40-percent rate 
increase would be another major blow to the future of agriculture in 
Oklahoma. 

We do not question the accuracy of computations for this proposed 
increase. We might assume Interior did the best they could with the 
formula they had to work with. But we do question what appear to 
be inequities in the formula on cost allocations of dams that were used 
in determining the proposed rate. 

The tremendous expansion of rural electric cooperatives has been 
due to the attitude of the Congress in wanting to provide electric 
service to the rural areas of the Nation. 

Congress, in providing generating facilities in flood-control dams, 
encouraged the widest spread use and benefits of the electric power 
generated at these dams. 

The people of the areas affected by each of these dams always have 
and still respect the opinion of our Congressmen—that i is, of the Con- 
gress. We would ask this question in closing. Why then cannot the 
cost allocation formulas be delegated to the Congress ? 

Senator Kerr. Thank you, Mr. Gibson. 

Are there any questions of Mr. Gibson ? 

Congressman Budge ? 

Mr. Buper. Mr. Gibson, as I understand it the rates which you pay 
to the Department of the Interior as the marketing agency for the 
Government have not been increased since 1947. Is that correct ? 

Mr. Ginson. Yes. 

Mr. Buper. In the operation of your own cooperative have you 
increased the rates which you charge your customers ? 

Mr. Ginson. Congressman Budge, this is a service organization that 
J am representing. We buy or sell no power. This is an association 
of the rural electric cooperatives of the State. 

Mr. Buner. Then speaking on behalf of the association, have the 
individual members of the association raised their rates to the ultimate 
consumers ¢ 

Mr. Gisson. Some have done so. 

Mr. Bunce. What is the average rate charged by the cooperatives 
which belong to this association, for whom you are speaking? What 
is the average rate charged their customers ? 

Mr. Grrson. Mr. Budge, I couldn’t answer that question. There 
are many men who will testify who can. Their rate structures are set 
up individually for each cooperative. It would be difficult to make 
any kind of a statement here which would be, you might say, accurate 


for the State, without some research. I am not prepared with that 
research today. 
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Mr. Buoce. Which witness would be able to tell me what the vel 
age rate charged by the cooperatives is 

Mr. Gipnson. I question whether any one witness here today could. 
There are several who will testify who can give you that information 
for their particular cooperative. And each is figured separately 

Mr. Bunge. Speaking for the association can’t you estimate the aver 
age charge to the consumer / 

Mr. Gipson. I would hesitate to do so. 

Mr. Buper. | wish, in order that we may not take the time of each 
witness, that you or someone else could indicate to me who could answer 
that question as to the average rate charged by the cooperatives to 
their consumers. 

Senator Case (presiding). Is there someone here from the Rural 
Electrification Administration / 

(No response.) 

Senator Cask. It occurs to me, Congressman, that we might be able 
to get a composite picture or a total picture with a table from the 
Rural Electrification Administration. It is a little difficult probably 
for an individual manager to give it for all of them. 

Mr. Gipson. Senator Case, we can get that information for you. 
We will be glad to do it. 

Senator Cast. That will be fine. I am sure it will be helpful for 
the record. The Congressman has brought up some points we ought 
to have. Are there any further questions of the witness / 

(The information obtained from the Rural Electrification Adminis 
tration follows :) 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
RURAL ELECTRIFICATION ADMINISTRATION, 
Washington, D.C., March 15, 1956. 
Hon. Rorerr S. KERR, 
United States Senate. 


DEAR SENATOR KERR: The data on REA borrowers in the Southwestern Power 
Administration service area which you requested by letter dated February 29 is 
enclosed. 

We do not have current estimates of the future power requirement of all elee 
tric distribution borrowers. Those which we have are listed in tabular form in 
the enclosure. 

Sincerely yours, 
FRED H. STRONG, 
For ANCHER NELSEN, 
Administrato) 
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Estimated power requirements of REA distribution borrowers in Southwestern 
Power Administration Service area for which current estimates are available 





























Estimated power requirements for cal- 
endar years (in thousands of kilowatt- 
REA borrower R at oma — ee ee. Ge 
1962 1963 1964 1965 1966 
Craighead Electric Cooperative Corp., Jonesboro, | Ark. 9.....|....----|---.----|--------|-------- 72, 324 
Ark. 
Arkansas Valley Electric Cooperative Corp., | SRE nsecoll a coattalinl am sirname SE Oe shen etntcedcuniee 
Ozark, Ark. | 
— Electric Cooperative Corp., Berryville, | Ark. 18_...|.....-..|.----.-- 39, 974 |...--.- ee 
Ark. | 
Clay ey Electric Cooperative Corp., Corn- | Ark. 22--. |-------- plage be enaraipe tenancies | 34,413 
ing, Ark. | | | 
Ozarks Rural Electric Cooperative Corp., Fay- | Ark. 24-...|..------|-------- RA Bite dseeclesc wae 
etteville, Ark. | | “4 
The Sekan Electric Cooperative Association, Inc., | Kans. 31--|-.-.----|--------|-------- CS 7 
Girard, Kans. | q 
Sugar Valley Electric Cooperative Association, | Kans. 36--.|....-- cpl anlgccgentaale mass | 7,014 |... - 
Inc., Mound City, Kans. | 3 
Twin Valley Electric Cooperative, Inc., Altamont, | Kans. 50..|_..-.--- l eeliaiipsy iste Ale Measccaii a Bicdicriage 3 
Kans. | | = 
Teche Electric Cooperative, Inc., Jeanerette, La_- | La. = Oe a bn a) Pee oa Dat ¥ 
Claiborne Electric Cooperative, Inc., Homer, La__| a kpc chin ih Rete eae hanes tech wees z 
Jefferson Davis Electric Cooperative, Inc., Jen- | La. 19__.._|.--.---- PE losecnavelaceons ee Silicate a 
nings, La. | s 
ee ean Electric Cooperative, Hayti, | Mo. 12..-..|....----|---- Siti wesees iS iene 49, 376 7 
Mo. | | ; 
Intercounty Electric Cooperative Association, | Mo. 18----|...----- sedieisielca ceaeaiaae OTe nace ee 5 
Licking, Mo. | 4 
Boone Electric Cooperative, Columbia, Mo __....| Mo. 19._-_|-------- pailen See aeecack ae * 
Missouri Rural Electric Cooperative Association, | Mo. 20....|..-..---| 14,860 |_...-.--|_-.-- ial ieialtanet ¢ 
Palmyra, Mo. | 
Howard Electric Cooperative Association, Fay- | Mo. 22... a hicwrasebelt ag eid 8, 090 
ette, Mo. | 
Lewis County Rural Electric Cooperative Associa- | Mo. 23._--|-------- | MEE Tebdcakucts suawes Ds ahead 
tion, Lewiston, Mo. | | 
Callaway Electric Cooperative, Fulton, Mo._-...| Mo. 24...-|--.----- st as a SR ies Si cial | 13,990 
Ralls County Electric Cooperative Association, | Mo. 26.__.|..--.-- SOR cea ee 
New London, Mo. 
eo Missouri Electric Cooperative, Savannah, | Mo. 27...-|--------| WGI Petco ee vecnanucleomesues 
NO. 
Barton County Electric Cooperative, Lamar, Mo_| Mo, 28-___|------- PB eetitnted Sncknewcd sacwecar 
Ozark Electric Cooperative, Mount Vernon, Mo_-_| Mo. 30-.--_.|-------- SNE: Ae hindi Pinas otadabaren ats ‘ 
Scott-New Madrid-Mississippi Cooperative Asso- | Mo. 31____|--------|--------|-------- | ccieveesscchelt « ayaeee 
ciation, Sikeston, Mo. 
— Border Electric Cooperative, Poplar Bluff, | Mo. 33-...|-------- NE ES Maiinkce Nc pihinicieh Sacuieaee 
Oo 
Macon Electric Cooperative, Macon, Mo___._..-.| Mo. 34._._}-------- 25, 916 ; Reikcak can sees 
= -County Electric Cooperative Association, | Pe Bi sstnlnweocene SRSIN Sonic wate he tink eke EEA 
sancaster. 
Consolidated Electric Cooperative, Mexico, Mo- | a kaa ease Rcaueoes 29, 990 
Osage Valley Electric Cooperative Association, 5 
I a ee aM Rice. a en hcasconee 3 
Black River Electric Cooperative, Ironton, Mo_..| Mo. 38_...|-.--.---|--------|--------|-------- 61, 691 y 
Platte-Clay Electric Cooperative, Inc., Platte | ‘ 
BONIS MI :iarsiicseninunatilcaniatieceteesaMatacd A cE scwsna lenis 
Farmers’ Electric Cooperative, Inc., Chillicothe, 3 
De eceatat ec ciniendtabiabnediaaes caahhaldaaeteooabil DED. ci hntaenicdt GUT foe weniank coke wanted osnsopin F 
Laclede Electric Cooperative, Lebanon, Mo-_--...| Mo. 43....|...-----]-.------]--------]-------- 84, 140 t 
Grundy Electric Cooperative, Inc., Trenton, BO 2 OE. ealncnneees NN cE ces penn cectieial i 
Three Rivers Electric Cooperative, Linn, Mo..._. I re ce OI is has 35, 426 % 
White River Valley Electric Cooperative, Inc., iy 
i ee er he NR it Bniodenatil eaedaimal oe tiesin mela nstinnae 28, 526 ; 
Co-Mo Electric Cooperative, Inc., Tipton, Mo- IIE so CEE cat acai ncn badinie ps ieahtahaiediewde 33, 244 
New-Mac Electric Cooperative, Inc., Neosho, Sei ome: @....)........ DR Bttiernctcalpdiencdiapidingem % 
Howell-Oregon Electric Cooperative, Inc., West | 3 
IN oy ahh aoe ceisler ec aeeaaie en ee el 33, 094 q 
West-Central Electric Cooperative, Inc., Higgens- 5 
NG I a ee ee a ee EN Rial pet he ae wees 4 
Nodaway-Worth Electric Cooperative, Inc., | is 
TN TN a aes ee a Bids ccctihbelsmeienae dl Naat } 
Southwest Electric Cooperative, Bolivar, Mo-___-- a a a acaingeneine 36, 481 
Crawford Electric Cooperative, Inc., Bourbon, 
IIS ccpiessoshinssta-tans ses binksaccti tac he Bedaietina veka caae ol cecench aaagnsled banged babistseana 25, 888 
Sac-Osage Electric Cooperative, Inc., E] Dorado a 
TTI. sta scinn edn eee cantel eee oa! a 7 ee SRP Scie creel ecrcindialsensaled 
North Central Missouri Electric Cooperative, | | 
ei, MEN, WI, <2 necacssmatmnchchvaspaiiebeded RE oc ond | a il Ei a 4 
Webster Electric Cooperative, Marshfield, Mo....| Mo. 66....|......--|------.-]------~-]-------- 14, 081 5 
Se-Ma-No Electric Cooperative, Inc., Mansfield, * 








Dis sorah etek kata eee Mo. 67 12, 590 
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Estimated power requirements of REA distribution borrowers in Southwestern 
Power Administration Service area for which current estimates are avail- 
able—Continued 


e I mat r t al 
4 t lar il of k watt 
. ES desig hours 
3 REA borrower em ; 
4 1942 wis 1Oi4 1 Hy 
5 - 
& Barry Electric Cooperative, Cassville, Mo Mo. 69_. 18, 33 
% Cimarron F lectric Cooperative, Kingfisher, Okla_| Okla. 1__- 27, 490 
e Caddo Electric Cooperative, Binger, Okla ..| Okla. 6 55, S3¢ 
i Oklahoma Flectric Cooperative, Norman, Okla Okla. 10 27, 896 
> Alfalfa Electric Cooperative, Inc., Cherokee, Okla. Okla. 12 25, 315 
Southwest Rural Electric Association, Inc., Tip- 
ton, Okla Okla. 15__. 38, 164 
Northfork Electric Cooperative, Inc., Sayre, Okla_; Okla. 18... 15, G83 
Northeast Oklahoma Electric Cooperative, Inc., 
Vinita, Okla Sa ee : ik. Cie: 30... 26, 683 
Rural Flectric Cooperative, Inc., Lindsay, Okla... Okla. 20 : 33, 632 
Kiwash Electric Cooperative, Inc., Cordell, 
Okla adi el Ls Okla. 21 , 21, 844 
Cotton Electric Cooperative, Walters, Okla aa} Gan. oe... 54, 203 
East Central Oklahoma Electric Cooperative Inc., | Okla 23___- ..-| 53, 220 
Okmulgee, Okla. 
Central Rural Electric Cooperative, Stillwater, | Okla. 24-_- = 25, 042 
Okla 
Verdigris Valley Electric Cooperative,Inc.,Collins- | Okla. 25 --| 28, 528 
ville, Okla. 
Harmon Electrie Association, Inc., Hollis ,Okla Okla. 26 22, 285 
Indian Electric Cooperative, Inc., Cleveland, Okla. Okla. 28 39, 023 
Northwestern Electric Cooperative, Inc., Wood- | Okla. 31 36, 489 
ward, Okla. 
Ca Hills Electric Cooperative, Inc., Stigler, | Okla. 35_-.-|._-- 10, 809 
Okla. 
; Lake Region Electric Cooperative, Inc., Wagoner, | Okla. 37 ‘ 21, 880 
; Okla. 
Bartlett Electric Cooperative, Inc., Bartlett, Tex..| Tex.7_~--- 12, 109 
Belfalls Electric Cooperative, Inc., Rosebud, Tex.._, Tex. 21__- 15, 271 
Hill County Electric Cooperative, Inc., Itasca, | Tex. 38 20, 107 
Tex. 
Limestone County Electric Cooperative, Inc., | Tex. 45_-- 7 18, 495 
Mart, Tex. 
Denton County Electric Cooperative, Inc., | Tex. 49-- 24, 565 
Denton, Tex. 
McLennan County Electric Cooperative, Inc., | Tex. 53_.-- ‘ 15, 962 
McGregor, Tex. 
Deep East Texas Electric Cooperative, Inc., San | Tex. 64..--)-- pies 73, 368 
Augustine, Tex. 
Cooke County Electric Cooperative Association, | Tex. 68__._|..-- Lard eee 40, 458 
Muenster, Tex. 
Erath County Electric Cooperative Association, | Tex. 69__--!--- é 29, 196 
Stephenville, Tex. 
Hamilton County Electric Cooperative Associa- | Tex. 70_- : aon 26, 605 
_ tion, Hamilton, Tex. 
Navarro County Electric Cooperative, Inc., Cors- | Tex. 73_..-.|..-.---.|..---- . 20, 999 


icana, Tex. 
J. A. C. Electric Cooperative Association, Blue- | Tex. 71-_-- 
grove, Tex. 


Johnson County Electric Cooperative Association, | Tex. 77....|..------|-- iabea 24, 183 
Cleburne, Tex. 

Wise Electric Cooperative, Inc., Decatur, Tex..._.| Tex. 85 __.|-.----- ; --| 17, 640 

Comanche County Electric Cooperative Associa- | Tex. 86_-..|-.--- ws 34, 163 


tion, Comanche, Tex. 


— Belknap Electric Cooperative, Inc., Olney, | Tex. 98_._-|- NA canines 
ex, 
Tri-County Electric Cooperative, Inc., Azle, Tex. .| Tex. 101_._|_..__..- sabia 34, 938 
Mid-South Electric Cooperative Association, Nav-| Tex. 115___|--.-.-- 15, 069 

asota, Tex. 
Robertson Electric Cooperative, Inc., Franklin, | Tex. 122___|_.------ Fea eel OP Tacacow 

ex. } 

B-K Electric Cooperative, Inc., Seymour, Tex._._| Tex. 123_._|...__-- ; be a Se Nacieceokea 


_ Senator Symineron. Mr. Chairman, I apologize for being late. If 
it is in order I would like to ask the witness this question on his state- 
ment. The farmers of the country have had quite a few problems in 
your State and my State in the last few years. 
Mr. Gipson. Yes, sir. 
Senator Symineton. Why take this opportunity then to shellac 
them with higher rates ? 
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Mr. Gisson. It would be a major impact at this time, Senator. It 
certainly would. 

Senator Symineron. Isn't this just another way to guarantee that 
everything that they buy will go up further, just like everything that 
they sell has been going down / 

Mr. Ginson. That is true, and it strikes at a time when it would be 
most difficult for the cooperatives to ask their members to absorb this 
rate increase due to the economic situation of the rural people of the 
State. 

Senator Symineron. Do you know if this is a suggestion which has 
come = from the Southwestern Power Administration per se, Mr. 


Wright, or is he operating under a directive from the Department of 
the feted ior ¢ 


Mr. Gisson. No, sir: I do not know. 
Senator Symineron. Is there anybody that you know who does 
know ? 


Mr. Ginson. There could be. Mr. Wright might like to answer 
that. 


Senator Symineron. Mr. Wright might know about that himself? 

Mr. Gipson. Yes, sir. 

Senator Symineron. Thank you very much. 

Senator Case. Congressman Christopher ? 

Mr. Currsrorner. Do you share the at least implied fear of Mr. 
Gates that if the hydroelectric power rates are raised, that it will be 
reflected in the rates you will have to pay private suppliers / 

Mr. Gipson. Sir, historically or traditionally perhaps that thing 
just naturally seems to follow. It is true, as Mr. Gates said, it is 
historically true that rates have a tendency to seek the level of the 
Southwestern Power Administration rates in the area, since the South- 
western Power Administration came into being. 

Mr. Crristopner. Could you tell this committee approximately 
what percent of the current used by the different members of your 
association—that is the entire association—approximately what per- 
centage of that you buy directly from the hydroelectric dams and 
what you buy from private suppliers ? 

Mr. Gieson. I figured this morning approximately two-thirds al- 
together comes from the Southwestern Power Administration. 

We have five cooperatives in the States which buy all of their power 
through SPA. We have another which buys most of its power 
through SPA. And then we have 11 in 1 group which, on an inter- 
change, are directly involved to the total, vou might say, the total 
amount of their electric load—consumer load. 

Mr. Curistopner. I wonder if you have any figures on the per- 
centage of the current that is generated at the dams in the South- 
western Power area that goes to private suppliers, and what per- 
centage of the current eenerated at the different dams collectively in 
that area goes directly to REA’s and municipalities? 

Mr. Gipson. I had a table somewhere showing that. T don’t believe 
T have that with me. Mr. Wright has furnished that information 
to us at various times, have you not? I believe more or less re- 
cently. I don’t recall the percentage. It seems as though the co- 
operatives get about 40 percent. I hesitate to put that in the record, 
because I wouldn’t want to guess. 
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Mr. Curisropuer. I assume that if this rate raise goes into etlect 
that it will affect the current that is delivered to the private supphers 
the same as it will affect the cooperatives and municipalities. That 
it will be raised straight across the board to everybody who buys 
the bus bar / 

Mr. Gisson. That is right. 

Mr. CuristorHer. Iam assumingthat. If that is the case wouldn't 
the private suppliers have a very good point in saying we must 
raise our rates because they cost more, because so many million kilo 
vatt-hours come from the dams and we are required to pay 2 mills 
a kilowatt-hour more for the current that we buy at the dams, so we 
are going to have to charge our customers more because our costs 
are more. That will be easily proved and a documented proposition. 

Mr. Gipson. I hesitate tosay whether all of this power is involved in 
the rate increase. Some may be under long-term contract which is 
not affected. 

Mr. CurisropHer. That is one thing that I want to learn while I 
am here today, 1s whether if this 2 mill rate goes into effect, when 
and if it does, if it is going to affect all users of current generated at 
these dams, or whether it is manipulated so that it affects some and 
doesn’t affect others. I have been assuming that it would affect every 
hody who bought hydroelectric current from Southwestern Power. 

If that isn’t true, I would like to know why. 

Thank you, Mr. Chairman. 

Mr. Buper. Mr. Chairman, could I ask another question ¢ 

Senator Kerr (presiding). Yes. 

Mr. Buper. Mr. Gibson, you had seemed to imply that you feel 
that the power coming from ‘these hydroelectric facilities built by the 
Federal Siem nt is cheap power. Is that your feeling, the feel- 
ing of your association ¢ 

Mr. Greson. Yes, sir. 

Mr. Buper. I note that Mr. Wright, again the Administrator of the 

Southwestern Power Administration, at page 365 of the house hearings 
to which I have previously referred, et this: 
First, insofar as the Southwest is concerned, I want to explode once and for all 
the myth that hydroelectric power is necessarily cheap power. The kind of 
hydroelectric power which is produced in the Southwest is peaking power, 
which by its very nature is the most expensive type of power there is. 

Do you have any comment as to whether the power is cheap pow 
er in view of Mr. Wright’s statement there ? 

Mr. Grason. That is Mr. Wright’s opinion, of course. We feel that 
the construction of the hydroelectric facilities in the dams has given 
the power situation a lift in the Southwest. Prior to the time that the 
Southwestern Power Administration came into being the going rate 
for power in the area was something like 11 mills. This information 
I am giving you now comes from memory and from a document, a 
water policy for the people that came out in about three volumes a few 
years ago, 

Following the construction of the facilities of SPA, the power cost 
to the cooperatives was cut in half and because of the use of this peak- 
ing power in an efficient w ay in the area 

Mr. Buper. I think Mr. Wright’s st: stement is probably correct, that 
simply because the power comes from the Government hydroelectric 
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project that it is not necessarily cheap power, as we call it cheap 
power. 

Senator Kerr. There is not any question about that, Congressman. 
The record will show that the great value of that hydroelectric power 
has been taken advantage of for the benefit of the REA’s by delivering 
it generally to the utilities for their use at their peaking times and to 
meet their peaking requirements, and in return for which this coordi- 
nated grid of the REA’s, G. and T.’s, Southwestern Power and Utili- 
ties, has been put together, whereby, because this greatly valued peak- 
ing power has been turned over to the utilities in return for steady 
power over the 24 hours of the day and in that way this very valuable 
asset of the Government has been used so as to bring this cheap steady 
power to the REA’s in their operation. 

That is what the record will show. And that instead of the state- 
ment of the Administrator of the Southwestern Power Administra- 
tion being a basis to increase the power rates to the REA’s, actually 
the truth of the statement, which is not contested, is the basis for the 
‘ates which they now enjoy of a little over 5 mills—51% or 5.6 mills, 
I believe it is; isn’t it, Mr. Gibson ? 

Mr. Gisson. That is correct. 

Senator Kerr. That very fact is what has made that possible and 
is one of the foundation stones upon which we will make our case as 
to justifying a continuation of that rate. 

Mr. Buper. Of course I appreciate, Senator, the value of the peak- 
ing power in this area. I am not entirely unfamiliar with it. I sat 
through Appropriations Committee hearings when this subject was 
gone into in great detail. I simply didn’t want the witness to think 
that this was necessarily cheap power because the record will show 
that it isn’t. 

And as to the Chair’s statement of what the record in these hearings 
may show, I assume that we will let the record speak for itself after it 
has been accomplished. 

Senator Symineron. Mr. Chairman, I would like to associate myself 
without any reservation with the remarks that you have just made. I 
asked the witness several questions while you were outside, along the 
line that this is just another further crack at the farmers of Missouri, 
who already had plenty to deal with in the last 3 years in the way of 
drought and in the way of falling prices. 

As a matter of fact, in the southwest part of Missouri a retired 
executive of the largest corporation in the world told me in the last 
few months—my administrative assistant—that he had gone down 
there to live because it was beautiful country; he knew the farmers 
and the people down there were in trouble, because they didn’t have 
enough industry. He had done his best to get industry down there 
but he had just about given up because of the prohibitive cost of 


the power in that part of our State, which I believe it is fair to say 
is the closest to yours. 


Senator Kerr. It is very close. 

Senator Symineron. I know you are very close to them and they are 
very close to you. 

Senator Kerr. We are not only very close to each other physically, 
we are very close to each other philosophically and we have a common 
interest in that matter. 
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Senator Symineton. The Chair knows, I am fully aware, of how 
close the people of mv State are to you. iid 8 

Mr. Suortr. Mr. Chairman, since I represent that beautiful and best 
part of Missouri—— 

Senator Kerr. Congressman Short, we were going to call on you 
just after we called on Congressman Carnahan. He wanted to put his 
statement in the record. We will be glad if for any reason, in view of 
your proximity, you wish to speak now. 


STATEMENT OF HON. DEWEY SHORT, A UNITED STATES CONGRESS- 
MAN FROM THE SEVENTH CONGRESSIONAL DISTRICT OF THE 
STATE OF MISSOURI 


Mr. Suort. I want to thank you and all members of the joint com- 
mittee for being so kind as to invite me to attend your hearing this 
morning. My only regret it that I was unable to get here promptly 
at. 10 o’clock because I had to attend a full meeting of our full com- 
mittee on Armed Services on the House side, and I have been sitting in 
the Rules Committee with Mr. Kilday of Texas to get a couple of 
rules on important bills. I have just arrived here. 

I can see some difficulty if the legislative branch of the Government 
encroaches on the jurisdiction of the executive branch in trying to set 
rates. 

As I understand it we are not trying to set rates but to decide on 
the allocation of power. Whenever the Congress authorizes and votes 
appropriations for the construction of multiple-purpose dams we usu- 
ally charge off a certain percentage for power, a certain percentage 
for flood control, a certain percentage in some cases for navigation. 
That is proper and right in my opinion. But when these local co-ops 
in the SPA area have gone out and made contracts with REA’s for 
loans and then to have any Government agency, I don’t care what it is, 
change the allocation of power that would unfairly and unjustly 
raise electric rates, to me that is not only illegal, certainly by impli- 
eation illegal, I think it is morally wrong. 

Certainly having been born and lived all my life in the Ozarks, only 
across the street now from where I was born, and knowing my people, 
and after serving in this Congress for almost a quarter of a century, 
I know something I think of their interest and of their needs. 

I certainly would hate at this time, after 4 long devastating un- 
paralleled years of drought, to see any additional burden saddled 
upon my people. 

I don’t know just how this committee is going to report or what 
action you propose to take, but I want you to know that you will find 
me not only willing but eager to cooperate in every way possible in 
order to prevent further hardships upon my people. 

Senator Kerr. Thank you very much, Congressman Short. 

I want to say that you went right to the nut of the issue here, and 
that is whether or not a program that has been set up and is now in 
operation on the basis of rates heretofore determined by the govern- 
mental agencies themselves, under policies which are either fixed by 
the Congress or impliedly approved by the Congress and accepted by 
the administrative agencies, shall now be scrapped and in lieu thereof 


a different policy fixed which would add greatly to the burden of 
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those who, as you have so aptly pointed out, are already staggering 
under the burdens they now bear. 

Mr. Suorr. We shouldn’t change the rules in the middle of the 
game, and alter the yardstick. 

Senator Kerr. And if we find there have been increased costs we 
certainly shouldn’t make the farmer the goat of that increased cost. 

Mr. Suorr. And where contracts have been definitely entered into 
with mutual understanding. 

Senator Kerr. Senator Case ? 

Senator Casr. I was going to observe, before Congressman Short 
came in, as the Chair will recall I said that one of the issues here would 
be to determine whether or not loans had been made to REA cooper- 
atives where the feasibility had been approved on the basis of a power 
rate previously determined; that the Rural Electrification Adminis- 
tration had apparently entered into loan accounts with these local 
co-ops on the basis of a rate held out to them at the time that the 
loan was made. 

I think that that is what the Congressman has in mind, the pos- 
sibility of impairing the feasibility of those loan contracts. 

Mr. Suorr. I think the Senator from South Dakota has stated the 
views with which most of us would concur. 

Mr. Chairman, if you would be kind enough to excuse me I am 
supposed to be on the floor right now to handle our side of a bill that 
is going to be called up immediately. 

Senator Kerr. All right, Congressman, we will. We will take com- 
fort in the knowledge that you are with us in effort. 

Mr. Suort. Thank you. 

Senator Kerr. Congressman Carnahan ? 

Do you have a statement to make? 

Voice. Mr. Chairman, the Congressman had to leave for another 
engagement and handed me his statement and asked me to submit 
it to you. 

Senator Kerr. Very well. Let it be put in the record. 


STATEMENT OF HON. A. S. J . CARNAHAN, A UNITED STATES CON- 


GRESSMAN FROM THE EIGHTH CONGRESSIONAL DISTRICT OF 
THE STATE OF MISSOURI 


I appreciate this opportunity to say a few words with respect to this 
very important matter that 1s before you. I was stunned when I 
learned that rates for power sold by SPA was to be raised approxi- 
mately 40 percent over the present rates. Many of us have been work- 
ing for years to get the projects built at Norfolk, Bull Shoals, and 
Table Rock. We want to get other projects built in this area also. We 
have been told by competent authorities that by adding power to these 
projects we would have an abundance of cheap power. 

When the Flood Control Act of 1944 was passed and SPA was 
created as a part of Interior to market this power, we were pleased. 
Power rates established by SPA known, as rate A, resulted in a cost 
of about 5.6 mills per kilowatt-hour to the cooperative and municipal 
systems. We thought this was a fair rate. Our people organized their 


cooperatives, borrowed money from REA and built their facilities on 
the basis of these SPA rates. 
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Mr. Chairman, my district as you know lies in the Ozark hill coun 
try. My people are largely farmers and small-town professional and 
businessmen. Wearea hard- working but poor people. We have been 
hard hit during the last 3 years. We have had droughts almost con 
tinuously during this period which has had a se rious Impact on our 
region. We hie al lost popul: ition. Because of the drought many of 
our people have been forced to go elsewhere to find work and 
sustenance. 

Moreover, Mr. Chairman, the serious drop in farm prices, particu 
larly those for hogs, cattle, and dairy products, have crippled my 
district. Our small farmers are losing their farms. Some business 
failures are occurring because of the decline in incomes in my district. 

Mr. Chairman, nothing has helped my people more than electricity. 
The rural electrification program has been a greater benefit to my 
people than anything that has ever happened to us. It has revolution 
ized our way of life and increased the standard of living in our area. 
Now, Mr. Chairman, if on top of all our other troubles, the Govern- 
ment raises our power rates by 40 percent you can see W hat an added 

burden that will be. My people tell me that such an increase in power 
rates charged by SPA would cripple every cooperative and many of 
the municipally owned systems in my district. They say some of our 
cooperatives probably could not meet their payments to REA if this 
rate increase is approved. 

Now, Mr. Chairman, it is felt that if the SPA rate goes up 40 per- 
cent that in all probability all the rates of the private companies will 
vo up soon thereafter about the same amount. So this actually means 
a rate increase for everybody whether they buy directly from SPA 
or not. 

Mr. Chairman, I believe this committee should leave no stone un- 
turned in getting to the bottom of this rate increase. They tell us 
that much of it may be due to new methods of cost allocation developed 
by Secretary McKay at Interior, and the Bureau of the Budget. This 
should get a thorough airing and corrective legislation passed if 
necessary. 

I think all of the existing sales contracts and power marketing poli- 
cies of SPA should be investigated thoroughly to make sure the Gov- 
ernment is getting a fair price for this power. I still believe, Mr. 
Chairman, that if the costs are properly allocated to power and if the 
power is properly marketed we can have cheap power from these 
projects without any subsidy. 

Thank you. 


(There follows statement by Congressman T. A. Thompson, of 
Louisiana.) 


STATEMENT OF REPRESENTATIVE T. A. THOMPSON (DEMOCRAT, LOUISIANA) 


I have a very real interest and concern in the proposed increase in the rate 
base of the Southwestern Power Administration of the Department of the 
Interior. This plan is alarming, and could have disastrous effects on another 
lnportant national institution. I refer to the REA, the Rural Electrification 
Administration. Let me demonstrate what this danger is. 

The REA is the program which has brought the possibility of modern living 
to the farmers of America. In only 20 years we have seen this agency change 
the outlook so much that instead of only the rare, exceptional farm having 

electricity, virtually all farms do. This would not have been possible without 

» hold and vigorous program, which the REA has supplied. In my own State 
of Louisiana, it has advanced over $45 million to borrowing cooperatives, has 
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taken care of the needs of 100,000 customers, and has built 25,000 miles of line. 
Outside our cities, the REA has transformed the State of Louisiana. This elec- 
tricity has been purchased from private utilities, and the money borrowed by 
the cooperatives to build facilities is paid back to the Treasury on a regular re- 
tirement basis. Our cooperatives pay about 5.1 mills per kilowatt-hour to the 
supplying private utilities. ‘This is fairly close to the existing rate charged by 
the SPA in adjacent areas. Although the SPA as a public enterprise generates 
only moderate amounts of power, it performs a valuable function as a yardstick 
for comparison with the rates of the private utilities on which our cooperatives 
depend for the bulk of their power. 

The significance of moderate rates for our cooperatives is not to be minimized. 
A change in these rates can make the difference in the determinations of the 
RBA in judging requests for new facilities from the cooperatives. If the rate 
base for power sold to the cooperatives goes up, many projects which would 
be feasible under existing rates would become impossible. No one can pretend 
that the SPA represents an attempt of public power to close out private utilities. 
But it does have an important policing effect. Inevitably, if the SPA rate is 
raised 40 percent, as now has been proposed, we will see the private utilities 
edging up their rates in successive applications to regulatory bodies. Now they 
are held back by the presence of the SPA yardstick. However it is glossed over, 
the private companies will put the squeeze on the cooperatives, which are caught 
in an economic vise by the inability of rural consumers to pay more for their 
electricity. The cooperatives will have to retreat before the strangulation 
policies of the private companies. The cooperatives were created for a purpose— 
to bring electricity to people that private utilities either could not or would not 
serve at reasonable costs. We cannot afford to see the cooperatives destroyed 
by these maneuvers. We are familiar enough with the price squeeze facing 
farmers not to allow such an added burden placed on the agricultural sector of 
the economy. 

Now why should the Administration want the SPA to raise its rate base? The 
claim is that the final total costs of the dams were greater than estimated at 
the time the rate base was fixed. This cannot be denied, but does not of itself 
constitute a justification for raising power rates. This is because inherently the 
allocation of costs among power, flood control, and irrigation is a policy decision, 
not a simple matter of accounting. 

Public utility economists will assure you that in true cases of joint costs, 
there is no one way to alocate the costs of individual services provided by the 
multipurpose facility. Cost allocation is partly a matter of policy, partly a matter 
of what the market will bear. The Southwestern Power Administration which 
markets power was created not for the purpose of competing with private 
industry, but rather because we had other requirements to build dams on certain 
rivers for fidod control or irrigation purposes. And it would have been criminal 
waste not to generate some electricity as a byproduct at the same time. That it is 
a byproduct is evidenced by the relatively small amount generated, and the fact 
that plentiful natural gas in the Southwest has made power generally available 
anyway. 

Because an arbitrary allocation of costs among the several uses of these projects 
has been made anyway, it seems academic to argue that a change in the rates 
for electricity is required to reflect the true cost. It is academic when the prac- 
tical purpose seems more likely to embarrass the public users in the area, to 
make the rates look high in comparison with thermally generated power, and to 
squeeze out the cooperatives. 

We are not asking that the cooperatives be subsidized or that they be supplied 
with public power. But if we believe that rural electrification has been important 
to the progress of our people, then we must avoid steps which will limit that 
progress. Offering an excuse to private utilities to raise their rates to the 
cooperative raises that very threat. 

I urge, therefore, that the rate base of the SPA not be increased above present 
levels in the arbitrary fashion which has been proposed. 


Senator Kerr. We had intended to hear a number of other repre- 
sentatives of the REA at this time. I know how anxious the com- 
mittee is to have Secretary Aandahl give us his statement. In view 
of the fact that there is some doubt of his being able to be here tomor- 
row we will interrupt the regular scheduled program and ask if he 
would now give us his statement and views. 
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STATEMENT OF HON. FRED G. AANDAHL, ASSISTANT SECRETARY 
FOR WATER AND POWER DEVELOPMENT, DEPARTMENT OF THE 
INTERIOR, ACCOMPANIED BY KNOLAND J. PLUCKNETT, ELEC- 
TRICAL ENGINEER; AND JAMES C. BRADLEY, ENGINEERING 
ASSISTANT 


Mr. Aanpaut. I would be very glad to give my statement at this 


Timo 
RC dbbitec 


Senator Kerr. Fine. I understand that he had expected supporting 
data which has not yet reached here, and it will be fine if the Secretary 
wants to make that a part of the record at a later date. 

Mr. Aanpanu. Mr. Chairman, the statement which Mr. Plucknett 
is giving you is my complete statement. That is just a carbon copy 
of the statement that I have. I have two other carbon copies here 
that are not quite complete but I think it would be well if the mem- 
bers of the committee could use them during the course of the dis- 
cussion. We will have reproduced copies available probably in an 
hour’s time. 

(There follows Mr. Aandahl’s prepared statement :) 


STATEMENT ON POWER RATES AT FEDERAL PROJECTS IN THE AREA OF THE SOUTH- 
WESTERN POWER ADMINISTRATION, DEPARTMENT OF THE INTERIOR BY FrepD G. 
AANDAHL 


There follows a review statement on power rates at Federal projects in the 
area of the Southwestern Power Administration. Our effort has been to present 
information factually from the record in order to provide a background of the 
various actions and positions taken by the concerned agencies during the past 
10-year developmental period of this power marketing program. 

The Administrator of the Southwestern Power Administration filed on April 1, 
1946, and amended May 3, 1946, a request with the Federal Power Commission 
for confirmation and approval pursuant to the Flood Control Act of 1944 (58 
Stat. 887) of two schedules of rates and charges for electric power and energy 
to be marketed by SPA from the several hydroelectric projects of the Corps of 
Engineers located in Texas, Oklahoma, Arkansas, and Missouri. 

A joint protest about the proposed rates was filed on April 13, 1946, by 12 elec- 
tric utility companies in the market areas. On July 15, 1946, SPA amended its 
application by requesting confirmation and approval of proposed rate schedule 
A and further that action on proposed rate schedule B be held in abeyance until 
a later date. The Federal Power Commission sent a copy of the above letter to 
each of the protestants and replies thereto were received on August 15 and 
August 19, 1946, renewing the protest as to proposed rate schedule A and re- 
questing hearings thereon. 

Proposed rate schedule A would be available for the purchase of firm power 
service contract amounts at wholesale in the SPA marketing area. The rate 
schedule provides for a demand charge of $1.35 per kilowatt of billing demand: 
which includes the use of 200 kilowatt-hours, and an energy charge of 
4 mills per kilowatt-hour for all additional kilowatt-hours used. This rate 
schedule results in an average rate of 5% mills per kilowatt-hours at 50 percent 
load factor use. Proposed rate schedule A was an interim schedule for use dur- 
ing SPA’s developmental period, and was intended to enable SPA to make con- 
traetual commitments during the time its initial transmission system was being 
developed and provide a market when such construction was completed. 

The Federal Power Commission, after considering the application, as amended, 
and the protests referred to above, made these findings : 

(1) “The proposed rate schedule A provides a temporary and interim 
basis for sale of electric energy by Southwestern Power Administration not 
inconsistent with the purposes of the Flood Control Act of 1944, and should 
be confirmed and approved. 

(2) “A hearing in this matter is not required by law and would not 
assist the Commission in discharge of its duties at the present time.” 

(3) The request by SPA that action on proposed rate schedule B be held 
in abeyance is not unreasonable, and should be granted.” 
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On February 13, 1947 (docket No. IT-5971), the Federal Power Commission 
ordered : 

(a) “Proposed rate schedule A filed by Southwestern Power Administra- 
tion be and the same hereby is confirmed and approved as an interim rate 
schedule to remain in effect only until such time as further study and expe- 
rience indicate the desirability for revision, but for not more than 6 years 
from the date of this order.” 

(b) “Action on proposed rate schedule B is hereby put in abeyance without 
prejudice to the desire of protestants, referred to in paragraph (b), above, 
to make representation thereon, at the time it is again presented to this 
Commission for confirmation and approval.” 

The Federal Power Commission has confirmed and approved amendments to 
rate schedule A as follows: 

(1) Order dated August 15, 1947 (docket No. IT-5971), and 

(2) Ordes dated January 10, 1951 (docket No. IT-5971). 

In addition, St’A has several active contracts with special conditions, rates, and 
charges that have been confirmed and approved by Federal Power Commission. 
These are as follows: 

(1) Teras Power & Light Co. contract.—Agreement for the sale and/or ex- 
change of electric power and energy between the United States and the Texas 
Power & Light Co., dated April 4, 1947 (contract No. Ispa 177). Rates and 
compensation contained in this agreement were originally confirmed and ap- 
proved by the Federal Power Commission on July 7, 1947 (docket No. IT-6056), 
for a period to extend concurrently with the approval of rate schedule A, but in 
no event beyond February 13, 1953. 

(2) Southewestern Gas & Electric Co. contract.—Agreement for the sale and 
exchange of electric power and energy between the United States and the South- 
western Gas & Electric Co. dated December 27, 1950 (contract No. Ispa 396). 
Rates and compensation contained in this agreement were originally confirmed 
and approved by the Federal Power Commission on February 14, 1951 (docket 
No. E-6340), for a period not extending beyond February 13, 1953. 

(3) Oklahoma Gas & Electric Co., and Public Service Company of Oklahoma 
contract.—Agreement for the sale and/or exchange of electric power and energy 
between the United States and the Oklahoma companies dated July 13, 1950 
(contract No. Ispa 356). Rates and compensation contained in this agreement 
were originally confirmed and approved by the Federal Power Comission on 
February 7, 1951 (docket No. E-6337), for a period not extending beyond 
February 13, 1953. 

(4) Arkansas Power & Light Co.-Reynolds Metals Co. contract—Agreement 
for the sale of electric power and energy between the United States and the 
Arkansas Power & Light Co. dated January 29, 1952 (contract No. Ispa 514). 
The company, in turn, has an agreement to deliver power and energy to the 
Reynolds Metals Co. for production of aluminum. Rates for sale of power and 
energy contained in this agreement were originally confirmed and approved by 
the Federal Power Commission on April 23, 1952 (docket No. E-6407), and 
amended on April 28, 1952. The approval of rates and charges was made for the 
30-year period of the contract with a 5-year review of the rate level within the 
limits specified in a supplemental agreement to the contract. 

(5) Arkansas Power & Light Co.-Blakely Mountain Project electric erchange 
agreement.—Agreement for the exchange of electric power and energy between 
the United States and Arkansas Power & Light Co. dated August 20, 1954 
(contract No. 14—02-001-698). The company takes delivery of all power and 
energy at Blakely Mountain Project and makes the contract amount of power 
and energy available on the Government's interconnected transmission system. 
This agreement does not contain rates and compensation as such but it was 
submitted to the Federal Power Commission for its consideration because of 
the relations to rate schedule A and other contracts. Rates and charges for 
the disposition of sales and exchange of power of the Blakely Mountain Project 
were originally confirmed and approved by the Federal Power Commission on 
August 8, 1955 (docket No. E-6600), for an unspecified period. 

(6) Brazos Electric Power Cooperative contract——Agreement for the sale 
of electric power and energy between the United States and the Brazos Electric 
Power Cooperative dated November 17, 1953, contract No. 14~-02—001-660). The 
eooperative takes the output of the Whitney Dam project and integrates the 
power with its generation and with Texas Power & Light Co. generation through 
a third-party arrangement. Rates and compensation contained in this agree- 
ment were originally confirmed and approved by the Federal Power Commission 





anos 


Shahi heats CA 


POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 47 


December 23, 1954 (docket No. E-6582), for a period of 5 years beginning 
with date of this order. 

Subsequent to these actions, the Federal Power Commission has made the 

llowing extensions of rates and charges 


Rate schedule A (docket No. IT-7971) 

rexas Power & Light Co. contract (docket No. 1T-6056) 
Southwestern Gas & Electric Co. contract (docket No. b—-0340) 
Oklahoma companies contract (docket No, E—-6837) 

1) Order of February 13, 1953, 60-day extension 

4) Order of April 10, 1958, extension to June 30, 1953 

c) Order of July 6, 1988, extension to December 31. 1953 

1) Order of December 30, 1953, extension to June 30, 1954 

e) Order of June 30, 1954, extension to September 30, 1954 

fy) Order of September 30, 1954, extension to December 31, 14 
g) Order of January 5, 1955, extension until new rate schedules are approved 

by Federal Power Commission 


At the time of the filing of rate schedule A in 1946, cost allocation reports for 
Norfolk and Denison projects only were made available to Southwestern 
Power Administration by the Corps of Engineers. At that time, there was no 
agreement as to responsibility for making cost allocation reports Accordingly, 
except for these two projects, the Corps of Engineers and Southwestern Power 
Administration exchanged information and thereafter each prepared independ 
ent cost allocations for the several projects 

The Comptroller General in his audit reports to the Congress of the United 


States about Southwestern Power Administration has made comments about 
the differences in the allocation of construction and operating costs. For 
example, in the report for fiscal vear ended June 30, 1953, on page 8, following 


a quotation of section 5 of the Flood Control Act of 1944, he said: 
“The above act does not specify the agency responsible for allocating the con 
struction and operating costs to the various purposes on multiple-purpose proj 


cts constructed and operated by the Corps of Engineers. Poth interested ager 
es base their claim for responsibility for making the allocat - on the prov 
sions in the basic legislation. The jurisdiction dispute betwee! ie Department 


of the Interior and the Corps of Engineers on the allocation of costs was discussed 
un detail in our audit report of Southwestern Power Administration for fiscal 
year 1952. At June 30, 1953, this dispute had not been resolved,” 

The report on page 9 sets forth a summary of the then current allocations 


showing the amount allocated to power and the annual power charges as deter 
lined by the two interested agencies, Southwestern Power Administration and 
Corps of Engineers. Annual charges were $5.4 million (SPA estimate) and $7.3 


million (CE estimate), exclusive of Table Rock. 

In the order of February 7, 1951 (docket No. E—-6337). by the Federal Power 
Commission confirming and approving proposed rates and charges contained 
n the contract dated July 13, 1950, between Oklahoma Gas & Electric Co. and tl 
Public Service Company of Oklahoma and SPA, the Commission included 1 
following comments: 

“It appears from the available data that the rate schedules as drawn might not 
ever a reasonable period of years’ recover the costs of producing and transmit 
ling electric energy, including the amortization of capital investment allocated to 
power. However, the rates and charges as hereinafter approved are applicable 
enly during an interim period ending February 13, 1953, which period will enable 
those rates and charges to be tested in actual operations and furnish more com 
plete data upon which the propriety of the rates to be charged thereafter may be 
determined. The contract arrangement will give SPA during the interim period, 
it market for its power, enable it to render service to those customers preferred 
under the act, located within the companies’ service areas. to the material benefit 
of such preferred customers, as well as the companies, 

“In addition, we note that the studies filed by SPA in justification of the rates 
and charges here under consideration indicate that the project costs are largely 
based on incomplete data, and the methods of allocation of project investment to 
power may be questionable. We find it necessary, therefore, to condition our 
confirmation and approval in the manner hereinafter provided.” 


ie 
he 


_1 SPA proposed to amortize the investment in power over a period of 100-years: The 
Commission has consistently tested the reasonableness of the rates charged for energy 
<enerated at Federal projects on the basis of a 50-year amortization period 
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The Commission order for this (docket No. E-6337) reads as follows: 

“The rates and charges for the sale of power and energy to Oklahoma Gas & 
Electric Co. and Public Service Company of Oklahoma contained in the contract 
between SPA and the companies filed on January 9, 1951, are confirmed and ap- 
proved for a period not extending beyond February 13, 1953: Provided, however, 
That such confirmation and approval shall not in any way be considered an 
acceptance or endorsement by this Commission of the allocation methods or the 
amortization of the power investment over a period of 100 years, used by SPA.” 

The attached tables A and B summarize data on the estimated construction 
costs, the estimated allocation of construction costs to power, and perinent data 
about installed capacity and primary and average annual energy. For the 7 
integrated projects, the total cost at time of authorization was $199.8 million, 
with $109.2 million allocated to power according to the SPA estimate. At the time 
of filing rate schedule A in 1946, the total cost had risen to $234.8 million, with 
$111.2 million allocated to power according to the SPA estimate. In 1953, when 
the Corps of Engineers and Southwestern Power Administration each made allo- 
eation studies, the corps used a total cost of $342.4 million, with $216.4 million 
allocated to power, and Southwestern Power Administration used a total cost of 
$337.9 million, with $160.3 million allocated to power. 

In 1954, following an agreement among the Federal Power Commission and 
the Departments of the Army and Interior on cost allocation methods, the Corps 
of Engineers used a total cost of $357.6 million, with $200.2 million allocated to 
power. This estimate shows approximately the same percentage currently allo- 
cated to power —56 percent—as at the time of authorization—54.7 percent— 
and only slightly higher percentage than at the time of filing rate schedule 
4—47.4 percent. From the time of the authorization until the 1954 estimates 
by the corps, the construction cost had risen 79 percent and the allocation to 
power had been increased 83.3 percent over the original SPA estimate. 

For Narrows and Whitney projects, which are isolated projects, the construc- 
tion cost has risen sharply since the time of authorization from $16.7 million to 
$57.8 million. The corps, in its 1954 studies, has allocated $13.6 million or 23.8 
percent of the total cost to power. 

Because of the rising construction cost for the projects, the revision of cost 
allocations, the reductions in estimates of primary energy resulting from re- 
eent drought conditions, increased annual operation and maintenance cost, 
and the operation of lease-operated-with-option-to-purchase contracts with sev- 
eral G. and T. cooperatives in the Oklahoma and Missouri areas, it was recog- 
nized several years ago that rate schedule A was inadequate to return a suffi- 
cient amount of revenue to repay the power costs on a 50-year repayment basis 
using 2% percent interest. 

The review of rates and repayment has been underway by SPA and other 
Interior staff for several years. On December 29, 1954, a request was forwarded 
to FPC to confirm and approve several proposed rates following a complete re- 
view of the available power and energy and the probable contract relations 
and marketing conditions. This request included a revised rate schedule A, 
and a peaking service rate for firm power, and several special rates for nonfirm 
power. When Congress in fiscal year 1956 provided funds to reactivate the 
then inoperative G. and T. lease-operate contracts, it became apparent that the 
rates proposed in December 1954 would not produce a sufficient amount of reve- 
nue to repay the costs. Therefore, SPA and other Interior staff proceeded again 
to review the contract relations and marketing conditions and in January 1956 
were prepared to propose a revision of the rates and charges for approval and 
confirmation by the Federal Power Commission. 

The currently proposed rates and charges and repayment conditions are sum- 
marized in a repayment and average rate determination study dated January 
1956, a copy of which will be furnished the committee. 

The proposed rate schedule A-revised has a demand charge of $1 per kilowatt, 
an energy charge of 3.5 mills per kilowatt-hour for the first 150 hours use of 
demand, and 6 mills per kilowatt-hour for all additional energy. This-results 
in an average rate of 7.71 mills per kilowatt-hour at 50 nercent load factor use. 
The proposed rate also will be applicable with the following discount conditions: 


(1) Service at customers’ load centers where service is made at 66,000 
volts or hither and the customer owns the substation: 5 nercent (discount). 

(2) Service at customers’ load centers from main grid or high voltage 
side of hydroelectric plant substations through non-Government facilities: 
1 mill per kilowatt-hour less transmission delivery costs to Government (dis- 
count). 
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(3) Service at 66,000 volts at main grid: 2 mills per kilowatt-bour (dis 
count). : 

(4) Service at 132,000 or 154,000 volts at main grid » percent plus 2 
mills per kilowatt-hour (discount). 


The proposed rate schedule A-revised will be applicable to wholesale power 
customers for wholesale firm and peaking power service delivered under appro 
priate contracts. The following tabulation summarizes existing rate schedule A 
and proposed rate schedule A-revised. 


[Mills per kilowatt-hour 


) percent load factor 7.4 percent load factor 
365 hours use per nD t ¥) hours use per mont! 
Condition 
A Ar A A 

No discount : 5 7 6.75 » 12 
(1) 5 percent discount ie 7. 32 Sf 
(2) 1 mill discount ed 6.71 8. 12 
(3) 2 mills discount 7.12 
(4) 5 percent plus 2 mills discount : s ( 32 6. 66 


1 Not applicable 


Statistics in REA reports for 1954 indicate that SPA supplied the following 
percentages of the total power requirements for REA financed cooperatives in 
each of the following States: 

Percent 


Ns a hE ere s : 3 
ae ae ae ee Oe ae eres oe a 
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In these same four States, the average farm and nonfarm (not including com 
mercial and industrial) use of REA co-op consumers in 1954 was about 150 kilo 
watt-hours per month. 

The average retail price to these consumers was approximately 40 mills per 
kilowatt-hour. The rate increase involved in the revised SPA rate schedule 
applies only to the wholesale cost of power. As far as the ultimate consumer 
is concerned, the increase is approximately 2.5 mills related to the 40 mills retail 
price. It should be noted that the distributing cooperatives in these States are 
presently operating with accumulated reserves, and this proposed rate increase 
might either be absorbed by a reduction in the annual increases to the reserve 
or by an increase of about 2.5 mills to the current retail price of about 40 mills. 
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TABLE A-1.—Integrated projects 
[Dollars in milllons) 


ESTIMATED CONSTRUCTION COSTS 


Attime of At timeof 1953 cE 























authori- baw | esti- me Ses ie E 
zation "| 1946 mated! | mated! | mated? 
(1) (2 (3 (4) (5) 
1. Denison (2 units) ----- bbs echoes ind $4.0 $57.0 $61.6 $60.0 $62. 2 
EE ee ee eta 27.5 26.3 28.5 28.1 30.2 
3. Bull Shoals. * ats ‘. z i cadlisahidaieeeiael 242.0 * 60.0 $76.3 § 75.3 691.7 
4. Fort Gibson (4 units) _- ongmaseee 13.7 22.0 43.9 43.2 44.8 
5. Tenkiller Ferry (2 units) -......-..--- 14.5 15.7 23. 1 22.6 23.8 
6. Blakely Mountain (2 units)-_..............---- 11.1 17.0 32.7 32.4 33.0 
7. Table Rock (2 units) bins an dipeiuaiedeetees p 37.0 36.8 76.3 776.3 71.9 
NE aa hes eek chs ntaah ae acaaiedeieeil 199.8 234.8 342.4 337.9 357.6 
ESTIMATED INSTALLED CAPACITY AND ENERGY 

Installed capacity i _._kilowatts 426,000 4483,200 5511,000 5511,000 | ® 674,000 
Primary energy \ ....-million kilowatts. _|--- : 1, 362 1, 367 1, 367 1, 876 
Average energy < ...-.--million kilowatts 1, 403 1, 807 1,799 1,799 1, 970 





1 From audit report of Southwestern Power Administration for fiscal year 1953 by Comptreller General. 
3 From CE cost allocation reports. 

3 Early studies assumed 4 small units at Bull Shoals. 

43 units at Bull shoals. 

54 units at Bull Shoals. 

67 units at Bull Shoals. 

7 From audit report cf Southwestern Power Administration for fiscal year 1952 by Comptroller General. 


Note.—Column 1 is based on House documents for each project at time of authorization. Interest during 
construction is included under column 5 only. 


TABLE B-1.—/ntegrated projects—Estimated allocation of construction costs to 
power 





At time of At time of | 
authori- | filing —_, sine Gb | un 
| zation | rateA | ee E 1953 SPA 1954 ¢ E 
SPA 196 SPA| .otca1 | mated! | mama? 
‘estimated |estimated| ™#« mated mat 











| 
(1) (2) (3) (4) (5) 
so ke een millions_. $19.7 $19.7 $19.9 $19.8 $19.8 
2; Moctork (3 aalts).............. apes aul do__.- 11.9 11.9 12.9 13.0 | 14.1 
PR, SS do__.- 29.0 31.0 50. 2 38.9 57.4 
rr ee nn . ecemamanl do____| 8.0 8.0 23.4 15.5 16.7 
5. Tenkiller Ferry (2 units). _................- Rew 6.5 6.5 | 14.1 11.8 12.3 
6. Blakely Mountain (2 units). _._.____....._- ess. 9.6 9.6 | 26.2 | 22. 4 | 24.8 
Te, IMS SRE COIN ooo nnn cdéicncctinocmed Peon 424.5 24.5 69.7 5 38.9 55.1 
Total ida bbinadnakinnkinndeweabi 6.5.5 109. 2 111.2 216.4 160.3 200. 2 
Estimated construction cost_..............--.- ae 199.8 | 234.8 | 342. 4 337.9 357.6 
Allocated to power__............-.....-....percent__} 54.7 47.4 63.2 47.4 56.0 
Incresse in construction cost a percent__|_.- cor 17.5 71.4 69. 1 79.0 
Increase in allocation_.........- a a) 1.8 98. 2 46.8 83.3 
ORS. nk ci ncicne cea eee dollars per kilowatt __| $256 $230 $423 $314 $297 





' From audit report of Southwestern Power Administration (SPA) for fiscal year 1953 by Comptroller 
General. 


2 From Corps of Engineers (CE) cost allocation reports. 


. See notes on tabulation of estimated construction costs (table A-1) for data on generator units at Bull 
Shoals. 


4 Estimated to be same as of time of filing rate A. 


5 From audit report of Southwestern Power Administration (SPA) for fiscal year 1952 by Comptroller 
General. 


Note.—Interest during construction is included in columns 3, 4, and 5, 
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TABLE A-2.—Isolated projects 
{Dollars in millions} 


ESTIMATED CONSTRUCTION COSTS 


At time of At time of i963 OF 1953 SPA! 1954 CE 
authori- Lew ‘ esti esti esti 
zation 1946 mate mate inal 
l (2 j ‘ 
Narrows (2 units ‘ sicily ite titers er $6. 5 $6.6 $12 9 $12.7 $13.8 
Whitney (2 units). natal siete 10.2 42.0 4l.¢ 44.0 
Total___. hdd cakciheies ; 5 16.7 ‘49 43 57.8 


ESTIMATED INSTALLED CAPACITY AND ENERGY 


Installed capacity..........-. aid kilowatts 5, 000 51, 800 47, 000 47, 000 47, 000 
Primary energy - _.-million kilowatt-hours 50 SD 52 52 52 
Average energy. ...........million kilowatt-hours 110 110 113 113 113 


1 Not included in rate schedule A filing 


TABLE B-2.—Isolated projects—Estimated allocation of construction costs to 
power 


j;Attime of At time of 


authori- filing 1953 CE 1953 SPA’ 1944 CE 
zation rate A esti- esti- esti 
| SPA 1946 SPA mate mate mate 
| estimated estimated 
(1) (2 (3 ‘ 
eet TR ER eet le ee millions. $4.1 $4.1 $5.8 $3.0 $5. 6 
WORE CE we dade ncdudsJatlocns- Fae () (2) 12.2 6.7 8.0 
a a Be ca it ee x 18.0 9.7 13. 6 
Estimated construction cost...........__-- ae. 36.5 36.6 54.9 54.3 57.2 
Allocated to power._.......-.-. de cbiebie eed percent__. 363.1 3 62.1 32.8 17.9 23. 8 
URES DUNG. s nBbc cans nhaondansaon dollars per kilowatt_. 3 $273 3 $273 $383 $206 $289 


! Not available. 
2 Not included in rate schedule A filing. 
’ Narrows only. 





COST ALLOCATION 


At the time the original power rate schedule was submitted to the Federal 
Power Commission, in 1946, for projects in the area of the Southwestern Power 
Administration, there was no agreement among the Department of the Interior, 
the Army Corps of Engineers, and the Federal Power Commission as to the allo- 
cation of the costs of a multiple-purpose project to the several functions served 
by the project. It is understood that only informal allocation data were ex- 
changed between the Corps of Engineers (the construction agency) and Interior 
(the power marketing agency) except in the case of the Denison and Norfork 
projects, for which allocations were furnished by the corps to Interior. As to 
these two projects, it was agreed by the Corps of Engineers, the Federal Power 
Commission and Interior in 1952, that their legislative history included specific 
representations to the Congress at the time of their authorization which war- 
ranted the assignment to power of the incremental costs only, that is, the dif- 
ference in the cost of the project with and without provision for power. 

_ The allocation of the remaining Southwestern Power Administration projects 
in our current studies is based on the separable costs-remaining-benefits method. 

The principles to be followed in the allocation of the cost of multiple-purpose 
projects are not prescribed by law and consequently administrative determina- 
tions as to appropriate allocation are made by the concerned agencies. The 
allocation of cost of multiple-purpose projects is now based on the interagency 
working agreement of March 12, 1954, concurred in by Interior, the Army Corps 
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of Engineers, and the Federal Power Commission. The method adopted for 
general use under this agreement, the separable costs-remaining-benefits method, 
is consistent with the provisions of Bureau of the Budget Circular No. A-47 
dated December 31, 1952. 

This allocation method was first recommended for application to Federal proj- 
ects by a Federal interagency group in 1950, based on studies originating in 1946. 
The method is substantially the same as that employed by the Tennessee Valley 
Authority on its projects. The TVA allocation study of 1945 was the subject of 
a review and approval by the Federal Power Commission at the request of the 
Senate Committee on Public Works in 1949. The separable costs-remaining-bene- 
fits method was also favored by the House Subcommittee To Study Civil Works 
in 1952, which recommended that each purpose of a project share equitably in the 
savings resulting from multiple-purpose development and also that the allocation 
be initiated by the construction agency. It is the method also which has been 
endorsed by the Presidential Advisory Committee on Water Resources Policy 
in its report transmitted by the President to the Congress on January 17. 1956. 

Under this method of cost allocation, there are first assigned to each purpose 
or function of a multiple-purpose project, such as flood control or power, those 
separable costs which are known to have been incurred exclusively for each func- 
tion and could have been eliminated from the total project cost had that function 
been excluded from the development; and second, there are apportioned the 
remaining costs of the jointly used dam and reservoir among the several functions 
of the project in proportion to the lesser of two factors. These factors are the 
alternative cost of a single-purpose project for each function and the value of 
the benefits of each function. In this way, each function served by a multiple- 
purpose project shares equitably in the savings resulting from multiple-purpose 
construction. The method assures that no function is allocated more cost than 
either the value of the benefits it produces or the alternative cost of developing 
the site for that purpose alone. 

In the foregoing discussion, the term “separable cost” refers to those costs 
which are traceable to the inclusion of a given function in a multiple-purpose 
project. It is the same as the difference in the cost of the development with 
and without the function. For example, in the case of power, the separable cost 
comprises the cost of the power features, such as the powerplant and switch 
yard, and the cost of any added height of dam or area of reservoir which has 
been included specifically and exclusively for the power function of the project. 
The reasoning here is simply that if power were not inclued in the project, these 
costs would not have been included. This is a matter of engineering design and 
cost estimating, quite independent of cost allocation theory. This cost is ob- 
tained by comparing an estimate of cost of a project without power with the 
cost of the project including power. Exactly the same procedure applies to each 
function. For flood control, an example of a separable cost would be the inclu- 
sion of additional outlet capacity required over and above normal operational 
flows for greater releases at time of flood flows to permit rapid drawdown of the 
reservoir. 

The principal question in cost allocation, as regards reimbursability, is whether 
the allocation to the nonreimbursable functions, flood control and navigation, 
should be maximized or should be treated the same as the reimbursable func- 
tions. A maximum nonreimbursable allocation results from assuming either 
that flood control and navigation should bear costs up to the full limit of their 
capitalized benefits or that these nonreimbursable functions should bear all proj- 
ect costs except the incremental costs of adding a reimbursable function, such 
as power. However, we have considered it to be no more equitable to charge the 
entire cost of a multiple-purpose dam to flood control than it would be to charge 
it to power. Rather, all functions are treated uniformly and equitably under 
the adopted method. 

Analysis of the results of the application of this method to the Southwestern 
Power Administration projects now under study for rate revision shows that: 

The total investment of $414.8 million is allocated $196.4 million to flood 
control, $213.8 million to power, and $4.6 million to miscellaneous purposes. 

The separable cost of power ($195 million) accounts for 92 percent of the 
total allocated to power ($213.8 million). 

The cost of joint-use features ($138.8 million) is allocated mostly to flood 
control ($117 million), with only $18.8 million charged to power and $1.6 
million to miscellaneous purposes. 

Thus, it is seen that on these particular projects, unlike others where the 
power potential warrants a higher valuation, power carries only a minor share 
of the dam and reservoir costs. 
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54. POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


Senator Kerr. Thank you. We appreciate your being here. 

Mr. Aanpanv. I will read the statement as I have it prepared. 

There follows a review statement on power rates at Federal projects 
in the area of the Southwestern Power Administration. Our effort 
has been to present information factually from the record in order to 
provide a background of the various actions and positions taken by 
the concerned agencies during the past 10-year developmental period 
of this power marketing program. 

The Administrator of the Southwestern Power Administration filed 
on April 1, 1946, and amended May 3, 1946, a request with the Federal! 
Power Commission for confirmation and approval pursuant to the 
Flood Control Act of 1944, volume 58, United States Statutes at 
Large, page 887, of two schedules of rates and charges for electric 
power and energy to be marketed by SPA from the several hydro- 
electric projects of the Corps of Engineers located in Texas, Okla- 
homa, Arkansas, and Missouri. 

A joint protest about the proposed rates was filed on April 13, 1946, 
by 12 electric utility companies in the market areas. On July 15, 
1946, SPA amended its application by requesting confirmation and 
approval of proposed rate schedule A and further that action on 
proposed rate schedule B be held in abeyance until a later date. 

Senator Kerr. Would you at that point enlighten us as to what 
proposed rate schedule A generally is, and as to what proposed rate 
schedule B generally is? 

Mr. Aanpaut. I will ask Mr. Plucknett or Mr. Bradley of my staff 
to give you that information. It is explained on the next page 
actually. That will take care of it. 

Senator Symineron. Mr. Chairman, would the two gentlemen 
identify themselves who are with the Secretary / 

Mr. Bravery. I am James Bradley. I am an engineer and I am 
in Secretary Aandahl’s office. 

Senator Symincron. How long have you been with the Department 
of the Interior ? 

Mr. Brapiry. Six years, Senator. 

Senator Krrr. And what is your title / 

Mr. Brapii.y. I am an engineer, sir. My title is Engineering As- 
sistant to the Assistant Secretary. 

Mr. Piucknetr. I am Knowland J. Plucknett, and I am in Assist- 
ant Secretary Aandahl’s office, an electrical engineer. 

Senator Symineton. How long have you been with the Department 
of the Interior? 

Mr. Piucknerr. I have been with the Office of the Secretary since 
1951 and with the Department prior to that in the Bureau of Reclama- 
tion since 1946. 

Senator Symineton. Thank you, Mr. Chairman. 

Mr. Aanpann. The Federal Power Commission sent a copy of the 
above letter to each of the protestants and replies thereto were re- 
ceived on August 15 and August 19, 1946, renewing the protest as to 
proposed rate schedule A and requesting hearings thereon. 

Proposed rate schedule A would be available for the purchase of 
firm power service at specific contract amounts at wholesale in the 
SPA marketing area. The rate schedule provides for a demand charge 
of $1.35 per kilowatt of billing demaiud, which inclides the use of 200 
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kilowatt-hours, and an energy charge of 4 mills per kilowatt-hour for 
all traditional kilowatt-hours used. 


This rate schedule results in an average rate of 51, nulls per kilo 
watt-hour at 50 percent load factor use. Proposed rate schedule A 
wis an interim schedule for use during SPA’s developmental period, 


and was intended to enable SPA to make contractual commitments 


luring the time its initial transmission system was being developed 
and provide a market when such construction was completed. 

Senator Kerr. As I understand it, that is the rate now in effect ? 

Mr. Aanpanu. That is correct. 

Senator Kerr. And has been in effect since when / 

Mr. Aanpanu, February 13, 1947. 

Senator Kerr. And it was put into effect by SPA filing that rate 
schedule with the Federal Power Commission and being confirmed 
by the Federal Power Commission ? 

‘Mr. Aanpanu. That is correct. Being confirmed for a 6-year period, 

Senator Symincton. May I ask a question 4 

Senator Kerr. Yes. 

Senator SymrnctTon. I cannot stay through all of this. You say 
the proposed rate schedule, Mr. Secretary, was an interim schedule. 
Is the interim schedule the one that has now been in effect for 9 years ¢ 

Mr. Aanpanu. Yes. It is the schedule that has been in effect since 
1947. 

Senator Symincron. How can a schedule that has been in effect for 
9 years be an interim schedule? 

Mr. AanpAut. It was submitted as an interim schedule and it was 
approved an interim schedule. When the 6-year period expired, we 
asked the Federal Power Commission for a temporary extension of 
the approval. 

Senator Cast. What was the date of that, Mr. Secretary ? 

Mr. AanpbaHL. If you will just wait until I read a little more of the 
article 

Senator Case. I would like to get that date right here because I 
think that is important. The suggestion has been given that this is 
something that is being thrust upon the farmers at this particular time 
of hardship. I would like to know whether or not that proposed 
change in rate was made some time ago. 

_Mr. Aanpanv. The order of February 13, 1953, gave a 60-day exten- 
sion. 

Senator Casz. When was the application made for changing the 
rate? 

Mr. Aanpant. The application for change of rate that is being dis- 
cussed at the hearing this morning has not been submitted to the Fed- 
eral Power Commission. It has been submitted to the Secretary’s 
office by the Southwestern Power Administration and is currently 
on my desk to be submitted to the Federal Power Commission. — 

It is being delayed for the purpose of giving the Congress an oppor- 
tunity to have this hearing. 

Are there any further questions at that point ? 

Senator Kerr. I think not, sir. Will you continue. 

Mr, Aanpant. The Federal Power Commission, after considering 
the ry Fg as amended, and the protests referred to above, made 
these findings 
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Senator Kerr. As of what date? When did the Federal Power do 
what you are about to say they did? 

Mr. AANDAHL. 1947, just prior to the approval of the rate. 

The proposed rate schedule A provides a temporary and interim basis for 
sale of electric energy by Southwestern Power Administration not inconsistent 
with the purposes of the Flood Control Act of 1944, and should be confirmed 
and approved. 

A hearing in this matter is not required by law and would not assist the 
Commission in discharge of its duties at the present time. 

The request by SPA that action on proposed rate schedule B be held in 
abeyance is not unreasonable, and should be granted. 

On February 13, 1947 (docket No. IT-5971), the Federal Power 
Commission ordered: 

(a) Proposed rate schedule A filed by Southwestern Power Administration 
be and the same hereby is confirmed and approved as an interim rate schedule 
to remain in effect only until such time as further study and experience in- 


dicate the desirability for revision, but for not more than 6 years from the date 
of this order. 

(b) Action on proposed rate schedule B is hereby put in abeyance without 
prejudice to the desire of protestants, referred to in paragraph (b), above, to 
make representation thereon, at the time it is again presented to this Com- 
mission for confirmation and approval. 


Senator Symineton. Mr. Chairman, I will not be able to stay 
through this hearing. I have to go to another one before lunch. 
Could I ask a question there? 

Senator Kerr. Yes. 

Senator Symineron. Are you satisfied with schedule A or do you 
think it should be changed ? 

Mr. Aanpaut. I think it should be changed. 

Senator Symincron. Should it be lowered or raised ? 

Mr. AanpbauwL. It should be raised. 

Senator Symincron. Why should it be raised ? 

Mr. Aanpanu. Because a number of things have occurred since the 
rate schedule was worked out. 

Senator Symrneton. Like what? 

Mr. AanDAHL. The cost of construction is materially greater than 

yas estimated at the time the rate schedule was worked out. 

The transmission responsibilities of SPA have become sizable en- 
larged, and particularly so by the lease option to purchase contracts 
that it has with the G. and T.’s in the area. 

Senator Symineron. Would you agree that if these rates are raised, 
it will be an additional burden on the farmer ? 

Mr. Aanpanu. There will be some increased cost. 

Senator Symtneton. What is the difference between increased cost 
and additional burden? 

Mr. Aanpaut. There will be some increased cost, but it will not be 
as appreciable as the testimony earlier indicates. For example, while 
it is approximately a 40-percent increase in the wholesale price of 
power, the farmers who are buying this power from the distributing 
retailing cooperatives are paying about 40 mills for the power. So 
the increase of approximately 214 mills is an increase on the 40 mills 
that the farmers are actually paying. 

Senator Symrneron. Mr. Chairman, at this point I would like to 
read a short telegram in the record from the manager of the Chilli- 
cothe, Mo., Farmers Electric Cooperative. 
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The Department of Interior plan to increase SPA schedule A rates approxi- 
mately 2 mills per kilowatt-hour would impose an unreasonable economic 
burden on farmers, already in an economic squeeze. 

In 1955 this cooperative purchased 18,986,100 kilowatt-hours at wholesale, 
for resale to its 7,240 rural consumers. This was an increase of 13.4 percent 
over power purchased in 1954, and a 2-mill increase would have caused our 
farmers to pay $37,972.20 more for their wholesale power in 1955. Assuming 
comparable increased kilowatt-hour usage in future years at 13.4 percent per 
year, 2 mills would increase the cost of wholesale power by $251,267.60 for the 
5-year period 1956-60 and $527,456.20 for the 5-year period 1961-65. This would 
be a considerable financial burden to the farmers in this area. 

Mr. Secretary, you wouldn’t disapprove that statement, would you ¢ 

Mr. AAnpAHL. You might be interested in this comment, though, 
in connection with the values that are involved: the average domestic 
rural consumer in the area, of the several States involved, uses 150 
kilowatt-hours a month. An increase of 214 mills would be some- 
thing like 37 or 40 cents a month increase in cost to the individual 
consumers. 

Senator Symineton. So you think it is sort of inconsequential ? 

Mr. Aanpant. I do not mean to say it is inconsequential. Any 
increase in rate is undesirable. The only reason for promulgating 
an increase in rate is when it is absolutely necessary to meet the ex- 
penses that are properly chargeable to the Southwestern Power Ad- 
ministration for the functions and duties that it is performing. 

Senator Symineton. Let me be very frank. I just havea couple of 
more questions I would like to ask you. Have you knowledge of the 
operation of the private utilities in Missouri ? 

Mr. Aanpant. Only a very limited knowledge. 

Senator Symineron. I want to emphasize that I am for them 100 
percent. Do you know of any private utility in Missouri that is los- 
ing money today ? 

Mr. Aanpawu. I am not familiar with their financial status. I 
wouldn’t imagine that they are losing money. 

Senator Symineton. Do you know of any private utility in Mis- 
sourl that is not making more money today than it made, say, 2 or 3 
years ago ? 

Mr. AAnpAHL. I am not familiar with their financial statements or 
their income. I am of the opinion that they are making reasonable 
profits. What the private utilities are doing has no relationship to 
what is being proposed in these rates. We have one responsibility as 
Government officials. 

Senator Symrneron. I am sorry I cannot accept that. 

Mr. AaAnpAnL. We have one responsibility as Government. officials, 
and that responsibility is to establish a rate that is adequate to bear the 
expenses that the Government has in making this power available to 
its customers. 

Senator SyminGron. In other words, regardless of how efficient or 
ineflicient the operation of Government power is, it is your duty to 
see that regardless of the efficiency or inefficiency, and reg: ardless of 
What the relative rates therefrom are, that you cover your costs as a 
Government operation ? 

Mr, Aanpant. That is correct. And the Congress expects us to 
do that. 

Senator Symineron. And that is the law. Is that right? 

Mr. Aanpant, That is right. 





58 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


Senator SyMINGTON. So you are saying that if we continue these 
rates, the Congress is approving the violation of the law. Is that as 
you see it / 

Mr. Aanpanu. If Congress is going to do anything about these 

rates, it presumably would be done by an amendment of the law, and 
of course then there would be no violation of the law. 

Senator Symineron. But if it does not amend the law today, Con- 
gress is party to a violation of the law in your opinion / 

Mr. Aanpani. That is not correct. 

Senator SymincTon. That is not correct / 

Mr. Aanpanu, No. 

Senator Symineron. I thought you said that was correct ? 

Mr. Aanpanu. No. That is not correct. 

Senator Symrneron. Let me be sure I understand you. 

Mr. AAnpAHL. State your proposition again, please, Senator. 

Senator Symrneron. I will be glad to. As I understand it, you 
say that if these rates continue, they are in violation of the law. 

Mr. AanpanL. Do you mean the present schedule / 

Senator Symineton. That is right. 

Mr. Aanpauu. Yes. The present schedule is not adequate to make 
the payments that are required by law. 

Senator SyMINGTON. Therefore, if the Congress refuses to raise the 
rates, then the Congress is a party to the v iolation of the law? 

Mr. Aanpauv. Congress has no responsibility in raising the rates. 
That is an administrative jensiianiaales of the Department of the 
Interior. 

Senator Symrneton. Then why are we having these hearings? 

Mr. Aanpanu. I don’t know. 


I am very curious about that question, Senator. 
Senator Kerr. Seppe, Mr. Secretary, you put in the record the 


provision of the law which you tell us requires you to raise tliese rates. 

Mr. AanpaHt. That will be found in section 5 of the Flood Control 
Act. 

Senator Kerr. Put it in the record at this point. 

Senator Hruska. It was read into the record by Senator Case a little 
earlier. 

Senator Kerr. You see, Senator Hruska, there happens to be an 
opinion, at least of mine, of the chairman, that the provision of the law 
ead by Senator Case, and which I had read, does not amount to the 
interpretation which would be given if it is the section of the law to 
which the Secretary has referred, and that is the reason that I asked 
him to put the section to which he referred into the record at this 
point. 

Senator Casr. You mean the clause of section 5 ? 

Senator Kerr. I do not even know that the law he is talking about 
is section 5 of the Flood Control Act of 1944. 

Senator Hruska. He just got through saying so. 

Mr. Aanpant. If I may have a copy of ‘that law—I believe there is 
a copy on the table 

Senator Kerr. I have asked him to put into the record at this point 
the provision of the law which he says he refers to as one which re- 
quires him to raise these rates. 

Mr. Aanpant. In section 5 of the Flood Control Act—and I be- 
lieve it is the second sentence in the act—we find this direction: 
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Rate schedules shall be drawn up having regard to the recovery upon the 
basis of application of such rate schedules to the capacity of the electric facil- 
ities of the project, of the cost of producing and transmitting such electric energy, 
ncluding the amortization of the capital investment allocated to power over a 
reasonable period of years. 

And it is on the basis of implementing that provision of the law 
that we have prepared the rate schedule that is now ready to be sub- 
initted to the Federal Power Commission. 

Senator Case. Mr. Chairman, at that point: Who makes this allo- 
cation of power costs? You or the-—— 

Mr. Aanpanu. The allocation of costs in a project are basically the 
responsibility of the constructing agency. 

Senator Casr. In this case ? 

Mr. Aanpant, The power marketing agency, however, has the re- 
sponsibility to review those allocations with the constructing agency, 
and call any matters that do not seem to be reasonable to the atten- 
tion of the constructing agency. But the primary responsibility of 
cost allocation rests with the construction agency which has made the 
presentation to Congress, and on the basis of its presentation to Con- 
gress and the authorizing act, determines the allocation of cost to the 
various purposes of the project. 

Senator Case. Who was the constructing agency in this power we 
are talking about ? 

Mr. Aanpann. The Corps of Engineers. 

Senator Case. Did they supply the Department of the Interior or the 
Secretary of the Interior with a change in the cost of allocation for 
power ? 

Mr. Aanpauu. At the time that the rates were originally estab- 
lished. . 

Senator Kerr. In 1947? 

Mr. Aanpauu. In 1947, as far as I know there wasn’t any close 
meeting of the minds between the construction agency and the power 
marketing agency. The power marketing agency did receive some 
basic information from the construction agency. And with that in- 
formation worked out a cost allocation and established a rate. 

Senator Case. Which became the interim rate ? 

Mr. Aanpaunt. Which became the interim rate. In the revised study 
that we now have before us, the Southwestern Power Administra- 
tion has taken the cost allocation figures submitted by the Corps of 
Engineers. And incidentally, those cost allocation figures submitted 
by the Corps of Engineers were arrived at by application of a cost 
allocation formula that has been agreed upon by the Army, the De- 
partment of Interior, and the Federal Power Commission, in a joint 
statement that is signed at secretarial level in each of those depart- 
ments. 

Senator Casz. When was that? 

Senator Hruska. Dated when ? 

Mr. Aanpant, That was in 1954—March 12, 1954. 

Senator Casz. Who initiated that review of the cost allocation ? 

Mr. Aanpant. I initiated the review. 

Senator Symineton. Did you raise the rate of amortization ? 

Mr. Aanpanz. No. 

Senator Symineton. The rate of amortization is the same per year ? 
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Mr. Aanpant. No, the rate of amortization is whatever is needed to 
amortize the project in a 50-year period. ; 

Senator Symincron. And that rate is the same now as it was 10 
years ago? 

Mr. Aanpant, I am not sure that I understand what you mean by 
“rate.” 

Senator Symrneron. You have a certain standard amortization 
clause in business, buildings 2 or 3 percent, machinery 16 percent, 
sometimes 12. What is the rate of amortization that you used? 

Mr. Aanpanw. There has been no percentage rate of amortization 
worked out. The amortization study is made on the basis of what is 
required to amortize the investment with interest in a 50-year period. 

Senator Case. In a 50-year period? 

Senator Symineron. Has it been changed in the last 10 years? In 
other words, it is very simple to increase costs by changing the amor- 
tization rate, just like it is very simple to change any fixed overhead, 
just like it is very difficult to change variable overhead because it 
sticks out and you know what it is. 

I wonder if you changed your fixed overhead in its relation to cost, 
especially with respect to amortization when you decided that you 
were going to have these rates raised. 

Mr. Aanpani. We didn’t decide that we wanted to have the rates 
raised. We were obligated by the Federal Power Commission to sub- 
mit a revised rate schedule and we are obligated by the law 

Senator Symrnoron. Did they write you and ask you to do that, the 
Federal Power Comission ? 

Mr. Aanpant. We are obligated by the law to submit a rate schedule 
to be approved by the Federal Power Commission that is adequate to 
pay out the project. 

Senator Symineron. You say you didn’t decide that you wanted to 
do it. Did the Federal Power Commission write you and ask you to 
raise the rates? 

Mr. Aanpanw. I don’t think that we had a direct communication 
from the Federal Power Commission requesting us to do it. But we 
did have a rate that was approved for a specific period not to exceed 
6 years. 

When that period expired, we wrote to the Federal Power Commis- 
sion and asked for an extension until such time as we could make fur- 
ther studies. 

And it was not necessarily the obligation of the Federal Power 
Commission to notify us. It was our obligation to prepare a rate 
study and submit to the Federal Power Commission as required by law. 

Senator Symrneron. Based on your previous testimony my impres- 
sion was that you were the one who brought in the Federal Power Com- 
mission. 

Mr. Chairman, at this point I would like to put in the record figures 
with respect to bankruptcies in Missouri since 1950. 

Senator Kerr. Very well. It may be done. 

Senator Symrneron. Then I would like to ask a question of the 
Secretary that I asked while you were out of the room, Mr. Chairman. 
(The information is as follows :) 
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Senator Symineron. Was this request in this effort to obey the law 
by raising these rates; was that originated in SPA and sent to you 
by the SPA management, or did you originate it in the Department of 
the Interior, or was it originated in the Federal Power Commission ? 
What is the correspondence on it? Who started it? 

Mr. Aanpani. On the question of the cost allocation formula, that 
study originated at my direction in the Department of Interior. That 
is different than this rate study. It is the question of cost allocation 
for all of the power marketing agencies of the Department of Interior. 
When I came into office I found that our four power marketing 
agencies—they are the Bureau of Reclamation, Bonneville Power Ad- 
ministration, Southwestern Power Administration, and the South- 
eastern Power Administration—all used somewhat different formulas 
for determining cost allocation for the purpose of establishing rates. 

I asked our staff people to get together and try to work out a formula, 
an agreement that could be uniform for our power marketing agencies ; 
6 or ¢ months were spent in that process, and it was handled by tech- 
nical people who have been with the Department of the Interior for 
many, many years. 

There was no direction on my part as to what the answer should be, 
or how it should be arrived at. I asked these people, technical people 
who had been working with it for a long time, to try to come up with 
an answer that would give us a uniform policy in the Department of 
the Interior. And they came up with a separable costs-remaining 
benefits formula. 

Senator Symrneron. Asa result of that you want to raise the rates? 

Mr. Aanpnauu. After we adopted that in the Department of Interior 
then we went into a huddle with the Army and with the Federal Power 
Commission. We finally came out with a cost-allocation formula that 
was agreed to by those three executive agencies of the Government that 
have the primary responsibility in all Federal power in the United 
States except that from the Tennessee Valley Authority. 

Senator Case. Mr. Chairman, it seems to me that we ought to have 
that before us for reference, if we are going to have a detailed hearing 
on this, we ought to have before us what that separable-costs-allocation 
formula is, and something that will show the difference between that 
and the formula on which the rate was previously based. 

Mr. Aanpaunt, In the latter part of my statement I have some infor- 
mation on that which I think will be helpful. 

Senator Case. Is it specific? 

Mr. AanpauL. Yes; reasonably so. We will be glad to furnish any 
additional information that the committee wishes to have. 

Senator Case. I would like to ask a specific question. It has been 
suggested to me that the rate A, that is the interim rate—am I correct 
in describing the interim rate as the rate A ? 

Mr. Aanpaunu. That is correct. 

Senator Kerr. Rate A was the one which fixed the wholesale rate to 
the REA co-ops. I don’t know whether rate B, schedule B, was ever 
made effective or not. It applied, as I understand it, to peaking power 
rather than to the wholesale rate of the REA. The schedule A, as I 
understand it, was that part which fixed the wholesale rate to the 
REA co-ops ? 

Mr. Aanpaunw. That is correct. 
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Senator Case. It is my impression that rate A was based upon what 
was called an incremental method. Is that correct? As opposed to 
the separable costs allocation formula? 

Mr. Aanpant. I think that is generally correct; that is, the incre- 
mental method was used specifically in the case of Denison and Nor- 
fork. I think Southwestern Power Administration generalized on 
that and used it on the other projects in establishing rate schedule 
A. Is that correct, Mr. Wright? 

Mr. Wricut. To the extent that figures were available on the other 
projects at the time rate schedule A was formed, the incremental 
method was used. Where it was not used, the best information as 
regarding the amounts of power and the value of power produced at 
the projects was used. 

Senator Case. Another important factor in determining the rate is 
the period of amortization. Is it correct that rate A was based upon 
using a 100-year amortization ? 

Mr. Aanpanw. I think we had better let Mr. Wright answer that 
question. He is more familiar with it. 

Mr. Wricut. I am not positive about that myself, Senator. I 
know I made a terrific fight to get 100-years. But whether I got licked 
in the battle I don’t remember. I can’t find the scar this morning. 
I will be sure to furnish that for the record. 

(The following information is submitted in response to the fore- 
going questions as to whether rate schedule A was based on the incre- 
mental method of cost allocation and on an amortization period of 
100 years:) 

In its letter to the Federal Power Commission dated March 22, 1946, submitting 
rate A for approval, the Southwestern Power Administration stated that esti- 
mates of cost of production of energy at completed and authorized projects were 
not adequate for the purposes of allocating costs finally and that the costs of 
production of power from future projects were uncertain. Accordingly, SPA 
based the rates upon the value of power in the region as estimated by the field 
office of the Federal Power Commission, rather than upon the estimated costs 
of the Federal hydro projects. 

It was further stated that the cost of production of energy from the authorized 
Federal hydro projects had been determined to be less than the value of power 
in the region. This determination was based on an SPA Report on Comprehen- 
sive Plan of Power Distribution and Sales From Hydroelectric Projects” dated 
November 1945. The report set forth preliminary allocations of cost, using the 
incremental method for Denison and Norfork; the proportionate use of facilities 
method for Table Rock, Bull Shoals, Narrows, and Blakely Mountain; and the 
basis of alternative costs of development for flood control and power separately 
for Markham Ferry and Fort Gibson. The capital costs so determined were 
reduced to annual charges for amortization on the basis of 50-year payout at 
3-percent interest. 

There follow the letter of March 22, 1946; a related memorandum of March 26, 
1946, approved by Secretary Krug on March 28, 1946; a transmittal letter to the 


Federal Power Commission dated March 29, 1946; and an acknowledgment 
from FPC dated April 1, 1946. 
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[True copy] 


DEPARTMENT OF THE INTERIOR, 
SOUTHWESTERN POWER ADMINISTRATION, 
Tulsa, Okla., March 22, 1946. 
Re Southwestern Power Administration rate schedules, 


DEPARTMENT OF THE INTERIOR, 
Tulsa, Okla., March 22, 1946. 
FEDERAL POWER COMMISSION, 
Washington, D. C. 

GENTLEMEN: We attach for your confirmation and approval, in accordance 
with the provisions of the Flood Control Act of December 1944, two schedules 
of rates which apply to the disposal of power and energy from the proposed 
electric syetem of the Southwestern Power Administration. 

The Flood Control.Act of 1944 provides that excess power and energy gener- 
ated at reservoir projects, under the control of the War Department, shall be 
delivered to the Secretary of the Interior, who shall transmit and dispose of 
such power and energy at the lowest possible rates consistent with sound 
business principles. The Secretary has designated the Administrator of the 
Southwestern Power Administration as the marketing agent for the projects 
within the area set out in Interior order No. 2135. 

The rate schedules submitted herewith are the result of several conferences 
between representatives of the Federal Power Commission and this agency, 
and are submitted in lieu of the schedules previously recommended for your 
confirmation and approval in our letter of December 5, 1945. 

Rate schedule A submitted herewith is a wholesale rate for firm power 
service. It consists of a monthly demand charge of $1.35 per kilowatt of billing 
demand, which payment includes the use of 200 kilowatt-hours per kilowatt, 
and a monthly energy charge of 4 mills per kilowatt-hour for all additional 
kilowatt-hours over 200. It is primarily a peaking rate and is designated to 
encourage use of this type of power by privately owned utility companies and 
municipalities having their own generation, which would use it at low-load 
factors. 

Rate schedule B is an optional wholesale rate for the sale of firm power 
to customers purchasing 75 percent or more of their entire power requirements 
from the Southwestern Power Administration. It consists of a monthly demand 
charge of $1.75 per kilowatt of billing demand, which payment includes the use 
of 300 kilowatt-hours per kilowatt, and an energy charge of 1.75 mills per kilo- 
watt-hour for all additional kilowatt-hours over 300, with a 15-percent discount 
to be allowed where service is taken and metered directly from existing trans- 
mission lines of 110 kilovolts or higher. It is designed to encourage maximum 
power utilization by Rural Electric Administration cooperatives and munici- 
palities which are expected to purchase at least 75 percent of their power 
requirements from this agency and will encourage the location of new industries 
in the area. 

It is expected that these 2 rates will result in an average revenue slightly 
above 5 mills per kilowatt-hour for all the energy from the Government-owned 
and operated power facilities. 

Pursuant to instructions from the Secretary, the Administrator of the South- 
western Power Administration has prepared a Report on Comprehensive Plan 
of Power Distribution and Sales From Hydroelectric Projects, as Authorized 
by Flood Control Act, December 1944 (H. R. 4485) in the Southwestern Region, 
dated November 1945. Copies of this report have been previously submitted 
to your office. This report contains a copy of departmental order No, 2135 
referred to above. The report describes the multiple-purpose projects within 
the area which have been constructed, those which are presently authorized, 
and those which are proposed for future construction by the War Department. 
It points out the necessity of firming the hydropower and energy with steam- 
generated power and energy if the maximum benefits are to be obtained. The 
report also outlines and describes the transmission system which is necessary 
to collect the power from the various projects and deliver it to the consumers 
prescribed by the Flood Control Act. The report makes it clear that only such 
facilities as are necessary for the carrying out of the intent of the Flood Control 
Act will be constructed and that existing facilities will be used wherever they 
are adequate and whenever arrangments can be made with their owners. Such 
arrangements will not increase the cost of operating the system. 
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The report referred to above shows that the attached rate schedules will pay 
all costs of operation and maintenance of the transmission system and steam 
plants, and amortization of and interest on the investment therein, plus the 
costs of operation and maintenance of the hydroplants and amortization and 
interest on the portion of the investment allocated to power, and will in addition 
provide a comfortable surplus which can be applied to more rapid amortization 
of the investment or will make possible rate reductions in the future. 

In determining a suitable average rate to be charged, recognition was given 
to the fact that only 2 of the 30 projects considered in the area have been con- 
structed and 10 additional projects authorized. On most of the completed and 
authorized projects, it is possible at this time to arrive at an estimate of the 
cost of production of energy, but these estimates are not adequate for the pur- 
pose of allocating costs finally, largely because the projects are still subject to 
revision. Moreover, the available information on the proposed projects is not 
adequate to support even a fair estimate of power costs. The Fort Worth Re- 
gional Office of the Federal Power Commission has determined the value of 
the output of the authorized and proposed projects. (Power Market Survey, 
Multiple-Purpose Projects in Southwestern Region—Arkansas, Missouri, Okla- 
homa, Kansas, Northeastern Texas—Federal Power Commission, Fort Worth 
Regional Office, December 1944.) Obviously the most that can be charged for 
the power is its value in competition with the best other means of production. 
Obviously the least that can be charged is the actual cost of production. It is 
also true that the system will not be feasible if the cost of production exceeds the 
value of the output. In view of the uncertainty as to the costs of production of 
power from the future projects, the Southwestern Power Administration has 
based these rate schedules upon the value of the power until such time as accu- 
rate production costs can be determined. In the meantime, it has been deter- 
mined that the cost of production of energy from the authorized projects is 
substantially less than the value. The rates, therefore, are adequate for all 
projects now authorized. When power costs have been determined for the 
future projects then these rate schedules will be adjusted in accordance with 
the new information. 

It is respectfully recommended that the rate schedules submitted herewith be 
approved in their present form until such time as future study and experience 
indicates the desirability of changes. 

It is requested that action be taken on the rate schedules as soon as possible 
as the Southwestern Power Administration is receiving numerous inquiries from 
industries, municipalities, and others as to the rates to be charged by this 
Administration for power. 

Very truly yours, 
(Signed) Doveras G. Wrianr, 
Administrator. 


[True copy] 


DEPARTMENT OF THE INTERIOR, 
SOUTHWESTERN POWER ADMINISTRATION, 
OFFICE OF THE SECRETARY, 
Washington, March 26, 1946. 
Memorandum for the Secretary 


On December 21 the Secretary approved the report of this Administration on 
a comprehensive plan for distributing and marketing power produced by the 
multiple-purpose reservoir projects of the War Department in the southwestern 
region and authorized submission to the Federal Power Commission of the rate 
schedules proposed in that report. The rate schedules submitted to the Federal 
Power Commission as a result of this authorization were designed to result in 
an average rate of 5 mills per kilowatt-hour from power sales. 

The proposed schedules were submitted to the Federal Power Commission in 
accordance with the Secretary’s approval. Subsequently conferences were held 
between representatives of the Federal Power Commission, the Division of Power, 
and this Administration. As a result of these discussions a number of sug- 
xestions and comments were submitted by representatives of the Federal Power 
Commission, and revised schedules of rates were worked out by mutual agree- 
ment. It is believed these schedules will more adequately meet the peculiar 
conditions in this area brought about by the nature of the power developed at 
the reservoir projects and by the nature of existing power facilities. 
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There is attached a proposed letter to the Federal Power Commission re 
questing its confirmation and approval of these revised rate schedules which 
satisfy more completely our needs. 

The proposed revised rate schedules do not change the previously recom- 
mended average rate of 5 mills per kilowatt-hour. The level of the proposed 
rates is substantially the same as that in the schedules previously submitted. 
The basic difference in the schedules is that a definite distinction is made be 
tween “peaking” power service and regular firm power sales. This is a dis- 
tinction that is necessary in the rate schedules if the power developments are 
to be fully utilized to secure the greatest advantage for the area. 

It is recommended that we be authorized to submit the attached letter to 
the Federal Power Commission requesting its approval of the recommended rate 
schedules for the disposition of power and energy. 








, Administrator. 
I concur (March 27, 1946) : 
(Signed) ArTHuR GOLDSCHMIDT, 
Director, Division of Power. 
Approved (March 28, 1946) : 
(Signed) J. A. Krua, 
Secretary of the Interior, 





[True copy] 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 29, 1946. 
FEpERAL PowER COMMISSION, 
Washington, D. C. 


GENTLEMEN : Enclosed is a letter in duplicate dated March 22 from the Admin- 
istrator of the Southwestern Power Administration to you submitting revised 
rates, your docket No. IT 5971. The submission of these rates has been 
approved by the Secretary of the Interior. They are to replace the two rate 
schedules which were submitted to you in December in the comprehensive report. 

Very truly yours, 
(Signed) ARTHUR GOLDSCHMIDT, Director. 





{True copy of post card*] 


FEDERAL POWER COMMISSION, 
Washington, D. C., April 1, 1946. 
Subject: I'T-5971. 
Enclosure: Letter in duplicate dated March 22. 


Dear Str: Your communication of March 29, 1916, in reference to the above 
matter, together with the enclosure indicated, has been received. 
Very truly yours, 


(Signed) Leon M. Fuquay, Secretary. 

Senator Case. At least that was proposed. At least that is my 
impression. I have had that impression. 

enator Symineron. Would the Senator yield for one question 
and I am going to leave. 

Senator Casz. Let me follow this for just a minute. In this new 
separable allocation-cost formula, what period or term of years is 
used for the allocation ? 

Mr. Aanpanu. A 50-year period. 

Senator Casg. So that basically you have a contrast here between 
an amortization based on 50 years and on 100 years? 

Mr. Aanpant. I am not certain that that is correct. Mr. Wright 
is uncertain also. 

Mr. Wricur. I think, Mr. Secretary, if I may add, the Comptroller 
General in his report to Congress on our methods of amortization, 





1To: Arthur Goldschmidt, Director, Division of Power, U. 8. Department of the Interior, 
Office of the Secretary, Washington, D. C. 
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pointed out to the Congress that Southwestern Power favored 100 
years amortization, while the Corps of Engineers favored a 50-year 
amortization. 

Senator Symineton. Mr. Secretary, I would like to ask one more 
question. Are you marketing all the power from these dams in a form 
most useful to cooperatives and municipalities ¢ 

Mr. AanpAHL. We are to the best of our ability. You realize that 
these projects, in sizable degree, are peaking power projects. They 
must be integrated with fuel-burning powerplants in the area in 
order to get a maximum benefit from them. Some of the power from 
the projects is involved in those integration contracts. 

All of those integration contracts are contracts that have been 
completed quite a number of years ago and have been in operation for 
quite a while. 

Senator Neupercer. Mr. Secretary, I would like to ask you a ques- 
tion. When did this study originate to reallocate the costs of these 
projects ¢ 

Mr. AANDAHL. We started a review of the cost-allocation procedures 
that were used by the Department of the Interior along in the mid- 
summer or fall of 1953. 

Senator Neupercer. You did make a statement, didn’t you, in 
1953, that Federal power rates were going to go up due to realloca- 
tion? 

Mr. Aanpnant. I believe I made a statement in the Missouri Basin 
that carried some implication of an increase in rates. I am not sure 
whether or not it was associated with cost allocation or construction 
costs. If anything, I am inclined to think that it involved both of 
those factors. 

Senator Neusercer. But even before the study was completed you 
did say that the rates were going to go up at least partly due to re- 
allocation ? 

Mr. AanDAHL. I gave some indication that I expected that that 
would be the case. 

Senator Hruska. Is one of the factors in that the fact that the actual 
construction of these projects was 46 percent higher than the au- 
thorized cost of those projects, Mr. Secretary ¢ 

Mr. AanpauL. The construction cost is the predominant factor in 
the prospective rate increase. 

Senator Hruska. And knowing that that actual construction cost 
was 86 percent higher for the 12 projects than the authorized cost, 
it was sort of a foregone proposition, wasn’t it, if the law as present- 
ly written and applicable would be followed, that there woul be in 
all likelihood an increase in rates? Isn’t that true? 

Mr. AanpaHu. That is correct. And I was very much aware of 
the fact that the three executive departments that have the respon- 
sibility of allocating costs, and setting rates for power, were in dis- 
agrement on this question of cost allocation. And it was apparent 
that the power-marketing agencies which were using the approach 
that held the allocation of cost of power at the minimum figure, in 
the shuffle would come up a little bit, and probably the others would 
come down a little bit. 

_ Senator Neusercer. You mentioned the Bonneville Power Admin- 
istration a few minutes ago. Is it your proposal that after this ques- 
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tion is settled to change the allocation there with a view to raising the 
rates / 

Mr. Aanpant. In the most part in the Bonneville area the cost al- 
locations are quite firmly fixed. Those projects that are constructed 
by the Corps of Engineers, except in 1 or 2 where there are special 
circumstances, are being worked into the Bonneville system on the 
separable cost-remain benefits method of allocation. 

Senator Neupercer. Isn't it a fact, Mr. Secretary, that certain 
statements have been made by those in your Department that the 
Bonneville rates may have to go up despite the fact that various 
studies which have been made by independent groups show that they 
do not have to go up? 

Mr. Aanpan.. I think the first statements that I have in mind are 
statements that were made by Paul Raver, the Administrator of the 
Bonneville Power Administration, before we came into office. He had 
been forewarning the people in the area for several years that the new 
projects that were coming into production, being constructed at the 
inflationary costs as a result of the war period, were going to result 
in power rates in the area that would be higher priced than the rates 
that were charged for power that came from Grand Coulee and Bonne- 
ville that were constructed in the very-low-priced period. 

Senator Hruska. Do you mean to tell us that it was not you who 
first started talking about this potential increase in rates? 

Mr. Aanpaut. That forewarning was a heritage that we received 
from the previous administration. 

Senator Casr. If I might, I would like to ask a direct question. 
When you came into office and you went over this situation, you felt 
that under your oath of office it was your responsibility under the law, 
as it was interpreted to you, that you should institute this review of 
rates and particularly here with regard to the Southwestern Power 
Administration because the interim rate period of time had expired? 

Mr. Aanpanw. Yes, and that is generally true in our other contracts, 
too. In those contracts there are provisions for rate review at about 
5-year intervals. It is expected that there is going to be variations 
in costs from time to time. And rates will be adjusted in order that 
they may be compensatory for the service that the Government is 
performing. 

Senator Neuspercer. Aren’t these allocations a very arbitrary thing ? 
For example, if I am not mistaken when Bonneville was built—I don’t 
have the exact figures here—wasn’t only 50 percent of the cost of 
Bonneville allocated to power? Approximately ? 

Mr. Aannant. Just under 50 percent. That was a very arbitrary 
determination. | 

Senator Neupercer. That is right. I am not saying one or the 
other. Aren’t they all arbitrary? 

McNary Dam has come on the line. Isn’t the cost of power at 
McNary about 97 percent, if I am not mistaken ? 

Mr. Aannant. I think that is a joint cost ; yes. 

3 Senator Neusercer. To power, about 97 percent. Yet actually Me- 
Nary has bigger navigation locks and more extensive, larger naviga- 
tion locks and navigation facilities. 

Isn’t that true? 
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Mr. AanpaHL. Mr. Chairman, my assistant here has a statement in 
connection with that question that he would like to make at this time. 

Senator Kerr. In answer to the question of Senator Neuberger ¢ 

Mr. AANDABL. Yes, sir. 

Mr. Brap.ey. The allocations that have been made have been a 
reflection of the value of the power in the project. That is to say this: 
Regardless of what project 1t may be, there is no necessary relation 
between a certain project having one-third of the total cost allocated 
to power, and another project having 97 percent. 

I think to reconcile what appears to be a paradox there, it is neces- 
sary to say just this: In every case on these projects the allocation 
to power, in common with the allocation to all other purposes, is 
related to two things that are local, right at that site. One is the 
alternative cost of developing a project to serve that particular func- 
tion, be it power, for instance, of approximately the same characteris- 
tics that you would get out of your hydro. That is alternative cost. 

The other, sir, that we have been using is value. It doesn’t have any- 
thing to do with project cost. It represents the best estimates that 
can be made as to the estimated value of the service being performed. 
In this separable cost-remaining benefit method, which is certainly 
not revealed in the title, we start first with those known costs such as 
for a powerplant, and a switchyard, that are clearly power features. 
To that, sir, we add—and here is where we get the curious term separa- 
ble cost—to that we add that part of the dam and reservoir and the 
approach roads and the other jointly used facilities which on the basis 
of the engineer’s design are known and determinable as having been 
added to the project for that purpose only. 

In other words, if you are 20 feet higher on your dam, by the 
engmeer’s design, and you know that you wouldn’t have that 20 feet 
on there if you did not have power in the project, that 20 feet of the 
joint structure of the dam goes into the first charge against power 
The same procedure is applied in the case of flood control. The re- 
maining costs are allocated in proportion to the remaining benefits or 
alternative cost for each purpose of the project. 

The net result, sir—I know that you are in a hurry—the net ‘result 
of applying the separable costs-remaining benefits method to the 
projects here under discussion this morning, is that of the two-hun- 
dred-million-odd dollars that will be allocated to power, only $20 
million represent joint costs that were not incurred knowingly and 
identifiably and with engineering certitude for the power function 
alone. 

In other words, there are only $20 million out of $200 million that 
are a cost allocation problem, or that turn on cost allocation theory. 
$180 million are known to have been incurred specifically for the 
power functions. 

Senator NevBercer. Have you people made, in the Southwestern 
Power Administration, the same kind of an engineering study that 
Ford, Bacon & Davis made at Bonneville for you, to find out about 
what the rate should be to pay out? 

Mr. Aanpanu. Such a study has not been made. What studies we 
have at Southwestern have been made in the office of the Southwestern 
Power Administration at Tulsa. 

Senator Nevpercer. You have had no separate independent study 
such as was made at Bonneville by Ford, Bacon & Davis? 
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Mr. Aanpanu. That is correct. And of course our problems in the 
Southwestern Power Administration are not nearly as complex or 
involved as they are in the Bonneville area. 

Senator Neusercer. The reason I ask that question: Isn’t this is 
a fact: Despite the fact that Ford, Bacon & Davis flatly said Bonne- 
ville needed no rate increase, the administration has continued to talk 
about allegedly necessary rate increases at Bonneville? 

Mr. AanpAut. I think the implication of the report is only an in- 
terim circumstance and doesn’t necessarily apply to what might be 
the conditions 5 years from now. 

Senator Neupercer. I just want to read one sentence. The Ford, 
Bacon & Davis study that was made reported, I think on November 
i of last year, 1955: 

Bonneville Power Administration should not increase the overall level of its 
present rate structure since it already has a comfortable surplus and the esti- 
mated revenues for each of the fiscal years 1956-63 exceeded the caSh pay-out 
requirements as determined by Bonneville Power Administration. 

And yet the administration—not the Bonneville Administration, 
but this administration in Washington—and your Department, have 
continued to talk about allegedly necessary rate increases despite the 
Ford, Bacon & Davis recommendation. 

Mr. AanpDAHL. The discussion of those rate increases originated in 
the Bonneville Power Administration. It has been our purpose to 
hold those rates just as low as they possibly can be held. Even though 
the rate study submitted by the Bonneville Power Administration in- 
dicated that perhaps before the 5-year period expired, for which the 
revised rate study was presented to the Federal Power Commission, 
we asked that there be no increase for a 2-year period in order that 
we could take another look at those rates. 

Although the rate study that came in would indicate that before 
the period was over some increase would be justified, it has been the 
purpose of the Department not to increase power rates unless it was 
absolutely necessary to meet the repayment requirements and the ex- 
penses that the marketing agency had in connection with the selling 
of the power. 

Senator Neusercer. Of course I am asking these questions because 
it 1s certainly collateral with the Southwestern Administration. We 
have been concerned because the Ford, Bacon & Davis report was 
flatly against any increases, yet the Bonneville Power Administration, 
under the present Administrator, an appointee of Secretary McKay, 
has continued to talk in all his reports about increasing the rates 
despite the Ford, Bacon & Davis study. 

Mr. Aanpant. I doubt if you will find any statements made by 
the Administrator since the Ford, Bacon & Davis study came out, that 
are in conflict with that study. 

Senator Cass. Mr. Chairman. 

Senator Kerr. Senator Case. 

Senator Casz. Mr. Secretary, you referred to the Bureau of Recla- 
mation, Bonneville, SPA, and SEPA. Is the same law applicable 
for all four of those power agencies? Selling agencies? 

Mr. AANDAHL. No; the Bureau of Reclamation, generally, has its 
directives in reclamation law. 

Senator Case. The questions by Senator Neuberger raised in my 
mind the question of what is suaiieabie to the Missouri River Basin 
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which was authorized, that is, the projects for it were authorized, in 
the Flood Control Act of 1944. Will the new cost allocation formula 
be applied there as well as to the other areas# = ; 

Mr. Aanpant. The cost-allocation formula is being applied wher- 
ever it becomes a responsibility of the executive offices to make the 
determination. 

Senator Case. In order that I may understand whether that is in the 
aflirmative or negative, would that apply to the Missouri River project ¢ 

Mr. AANDAHL. Yes; it does. 

Senator Case. Then do we face a prospective revision of rates in the 
Missouri River Basin also ? 

Mr. AanpAHL. The study that was completed just a few months ago 
is a study in which the separable costs-remaining benefits allocation 
was used. 

Senator Case. What does that indicate with respect to the Missouri 
River Basin ? 

Mr. Aanpauu. That indicates that the rates are adequate for the 
‘onstruction projects that we have currently under consideration. I 
am not sure what the result will be when it is applied to the long-term 
development that is involved. But as far as the projects that are 
currently under consideration are concerned, it is adequate. 

Senator Case. Who has the responsibility for the final determination 
of the formula used? The Secretary of the Interior? 

Mr. Aanpaut. I think the responsibility is shared by the executive 
departments that have responsibility. 

Senator Case. Does an interagency committee operate on this? 

Mr. AanpaHL. The interagency committee has no official authority. 
The interagency committee is a clearinghouse for ideas and a source 
of recommendations. But the responsibility rests with the separate 
executive departments. 

Senator Case. How do you come together? If you have one depart- 
ment, the Secretary can issue a statement and that is presumably it. 
If you have several agencies to coordinate 

Mr. Aanpanu. On this question of cost allocation we had lengthy 
conferences and for the purpose of having executive harmony in what 
we were doing, we arrived at a cost-allocation formula that met the 
approval of the three departments that were involved. 

Senator Case. Did the heads of the three departments write a letter 
of concurrence ¢ 

Mr. AanpaHL. That is correct. We have a statement over the sig- 
natures at secretarial level from the three departments. 

Senator Case. What three departments? 

Mr. Aanpauu. The Department of the Army, the Department of 
Interior, and the Federal Power Commission. 

Senator Kerr. Is that binding on the future department heads? 

Mr. Aanpau. Executive directions of that kind, of course, are 
subject to change. 

Senator Kerr. By the same authority that made it ? 

Mr. AANDAHL. By the same authority ; that is correct. 

Senator Case. What was the date of that order? 

Mr. Brapiry. Could we supply that for the record? It was approxi- 
mately March 23, 1954. 

Senator Case. Was it published in the Federal Register ? 
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Mr. Brapiey. No,sir. It took this form, Senator: Each of the con- 
cerned agencies, simply as a matter of convenience, sent a copy of the 
agreement to the Director of the Budget, stating that in connection 
with his present study of water resources and problems, here was an 
agreed-upon cost allocation working agreement. We then exchanged 
copies among the three departments. 

Senator Case. Mr. Chairman, it seems to me that a copy of that 
agreemont should be inserted in the record. 

Senator Kerr. Would you provide that ¢ 

Mr. AANDAHL. We will be glad to provide it. 

(The above-requested information follows :) 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., March 23, 1594. 
Hon. JosePH M. Dopcr, 
Dircetor, Bureau of the Budget, 
Washington 25, D. C. 


My Dear Mr. Dopce: A review of cost allocation methods has recently been 
completed by representatives of the Corps of Engineers, the Federal Power 
Commission, and this Department. The enclosed statement dated March 12, 
1954, titled “Cost Allocation,” describes acceptable methods and related factors 
on which agreement has been reached among the agencies. 

The statement is furnished for your information and consideration in connec- 
tion with your current review of the provisions of Budget Circular No. A-47. 

Sincerely yours, 
(Signed) Frep G. AANDAHL, 
Assistant Secretary of the Interior. 


Marcu 12, 1954. 
COST ALLOCATION 


Costs of a multiple-purpose project shall be allocated among the purposes 
served in such a manner that each purpose will share equitably in the savings 
resulting from combining the purposes in a multiple-purpose development. 
Acceptable methods (see attachment for brief descriptions) 

(1) Separable costs-remaining benefits method.—This method is considered 
preferable for general application, 

(2) Alternative justifiable expenditure method.—This method differs from (1) 
only in employing specific costs of the various functions rather than their 
separable costs. It is acceptable where the necessary basic data to determine 
separable costs are not available and the time and expense required to obtain the 
data are not warranted, 

(3) Use of facilities method.—This method is acceptable where the use of 
facilities is clearly determinable on a comparable basis and where use of this 
method would be consistent with the basis of project formulation and authoriza- 
tion. 


Minimum allocation 


Each purpose shall be allocated, in every case, at least its separable cost (the 
cost traceable to its inclusion in a multiple-purpose project). Limitations of 
basic data may occasionally require the use of specific cost the (cost of features 
identified solely with a single purpose) and other available data as constituting 
the best available basis for approximating separble costs. 

Legislative history 

The legislative history of authorized projects shall be considered in the 

allocation of cost. She authorizing act, committee reports, project justification 


documents, and similar sources disclose the nature of the proposal submitted to 
the Congress and of congressional action thereupon. 


Consideration of economic costs 
In applying any one of the above allocation methods, taxes in an amount equal 
to those which would be foregone as a result of Federal development of the 


power rather than the most likely alternative development shall be included 
as an economic cost when distributing costs among the project purposes for 
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analysis of economic justification, but shall be subtracted from the costs thus 
distributed to power in order to obtain the allocation of project costs to power. 
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Value of power 
The value of power produced means the estimated market value which would 


be obtainable if it were to be sold on an open competitive basis, without restric- 


tion as to use or resale. The value of power shall be determined as the lower 


of two figures: 


(1) The estimated actual cost of equivalent power from the most likely 
alternative source that would be expected to develop in the absence of the 
project, to meet the same power needs, with appropriate adjustment for 
transmission costs and losses and other technical factors. 

(2) Estimated value of power to users (applicable where costs of alter- 
native power would be prohibited either for part or all of the power 
produced ). 

The value of power, determined as indicated above, shall be used for com- 
putations of economic benefits in project justification and for the allocation of 
project costs. It will not be used to establish the level of power revenues, which 
are based on the amortization of project costs (Federal power investment) over a 
reasonable period of years. 

Project feasibility 

Criteria of project feasibility shall be such that, insofar as can be determined 
in advance: 

(1) Projects will be considered economically feasible when the value of 
power (as defined above) will at least equal the project costs allocated to 
power, plus the amount of taxes which would be foregone as a result of 
Federal development of the power rather than the most likely alternative 
development. 

(2) Projects will be financially feasible, ie., they will have potential net 
revenues from power sales sufficient to reimburse the Federal Government 
for the Federal investment in power. 








COST 





OF METHODS OF ALLOCATION 





DESCRIPTION 





BRIEF 





The separable costs-remaining benefits method has the following steps: 

(1) The benefits of each purpose are estimated. 

(2) The alternate costs of single-purpose projects to obtain the same 
benefits are estimated. 

(3) The separable cost of each purpose is estimated. 

(4) The separable cost of each purpose in the multiple-purpose project is 
deducted from the lesser of each purpose’s benefits or alternate cost. The 
lesser figure is used since alternate cost is used in this method only if it 
represents a justifiable expenditure, that is, if it does not exceed the 
benefits. 

(5) From total cost of project deduct all separable costs to determine 
residual costs. 

(6) Residual costs, designated as joint costs in this method, are distributed 
in direct proportion to the remainders found in step 4. 

(7) To determine the cost allocated to each purpose, add the separable 
and distributed costs for each purpose and, in the case of power, subtract 
from that sum the amount of taxes foregone which was used in computing 
power costs under steps 2 and 3 above. 

The alternative justifiable expenditure method has the following steps: 

(1) The benefits of each purpose are estimated. 

(2) The alternate costs of single-purpose projects to obtain the same 
benefits are estimated. 

(3) The specific cost of each purpose is determined. 

(4) The specific cost of each purpose in the multiple-purpose project is 
deducted from the lesser of that purpose’s benefits or alternate cost. The 
lesser figure is used since alternate cost is used in this method only if it 
represents a justifiable expenditure, that is, if it does not exceed the 
benefits. 

(5) From total cost of project deduct all specific costs to determine joint 
costs. 

(6) Joint costs of the multiple-purpose project are distributed among 
purposes in direct proportion to the remainders found in step 4. 

(7) Allocation of project cost is determined in the same manner as under 
the separable costs-remaining benefits method. 
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The use of facilities method has the following steps: 
(1) The use which is made by each purpose of joint project facilities is 
estimated on some basis which is comparable for the purposes concerned, 
using such measures of use as those of flow, reservoir capacity, energy con- 
sumption, and others as may be applicable. 

(2) The separable cost of each purpose is estimated (in cases of minor 
importance specific rather than separable costs may be used). 

(3) From total cost of project deduct all separable costs to determine 
joint (residual) costs. 

(4) Joint costs of the multiple-purpose project are distributed among 
purposes in proportion to the comparable measures or use of the joint 
facilities estimated in (1). 

(5) To determine the cost allocated to each purpose, add the separable 
and distributed costs for each purpose and, in the case of power, subtract 
from that sum the amount of taxes foregone which was used in computing 

power cost under (2) above. 


DEPARTMENT OF THE ARMY, 
Washington 25, D. C., March 24, 1954. 
Hon. JoserH PB. DopGe, 
Director, Bureau of the Budget. 


Dear Mr. DopeEe: During the past several weeks representatives of the Depart- 
ment of the Army, Department of the Interior, and the Federal Power Commis- 
‘sion have held a series of conferences to work out mutually satisfactory proce- 
dures for evaluation of hydroelectric power benefits and allocation of costs of 
Federal multiple-purpose projects involving power. We have now reached agree- 
ment on these procedures, as indicated in attached statement, and have adopted 
them for use in our respective agencies. I recommend that consideration be given 
to these procedures during the current review of the provisions of Bureau of the 
Budget Circular No. A-47. 

Sincerely yours, 


(Signed) Grorce H. RopericxK, 
Assistant Secretary of the Army (FM). 


Marcu 12, 1954. 
COST ALLOCATION 


Costs of a multiple-purpose project shall be allocated among the purposes 
served in such a manner that each purpose will share equitably in the savings 
resulting from combining the purposes in a multiple-purpose development, 
Acceptable methods (see attachment for brief descriptions) 

(1) Separable costs-remaining benefits method.—This method is considered 
preferable for general application. 

(2) Alternative justifiable expenditure method.—This method differs from (1) 
only in employing specific costs of the various functions rather than their separ- 
able costs. It is acceptable where the necessary basic data to determine separ- 
able costs are not available and the time and expense required to obtain the data 
are not warranted. 

(3) Use of facilities method.—This method is acceptable where the use of fa- 
cilities is clearly determinable on a comparable basis and where use of this 


method would be consistent with the basis of project formulation and authoriza- 
tion. 


Minimum allocation 


Each purposes shall be allocated, in every case, at least its separable cost 
(the cost traceable to its inclusion in a multiplie-purpose project). Limitations 
of basic data may occasionally require the use of specific cost (the cost of fea- 
tures identified solely with a single purpose) and other available data as con- 
stituting the best available basis for approximating separable costs. 


Legislative history 
The legislative history of authorized projects shall be considered in the alloca- 
tion of cost. The authorizing act, committee reports, project justification docu- 


ments, and similar sources disclose the nature of the proposal submitted to the 
Congress and of congressional action thereupon. 
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Consideration of economic costs 


In applying any one of the above allocation methods, taxes in an amount equal 
to those which would be foregone as a result of Federal development of the 
power rather than the most likely alternative development shall be included as an 
economie cost when distributing costs among the project purposes for analysis 
of economic justification, but shall be subtracted from the costs thus distributed 
to power in order to obtain the allocation of project costs to power. 


Value of power 

The value of power produced means the estimated market value which would 
be obtainable if it were to be sold on an open competitive basis, without restric- 
tion as to use or resale. The value of power shall be determined as the lower of 
two figures : 

(1) The estimated actual cost of equivalent power from the most likely 
alternative source that would be expected to develop in the absence of the 
project, to meet the same power needs, with appropriate adjustment for 
transmission costs and losses and other technical factors. 

(2) Estimated value of power to users (applicable where costs of alterna- 
tive power would be prohibitive either for part or all of the power producer). 

The value of power, determined as indicated above, shall be used for computa- 
tions of economic benefits in project justification and for the allocation of project 
costs. It will not be used to establish the level of power revenues, which are 
based on the amortization of project costs (Federal power investment) over a 
reasonable period of years. 

Project feasibility 

Criteria of project feasibility shall be such that, insofar as can be determined 
in advance: 

(1) Projects will be considered economically feasible when the value of 
power (as defined above) will at least equal the project costs allocated to 
power, plus the amount of taxes which would be foregone as a result of 
Federal development of the power rather than the most likely alternative 
development. 

(2) Projects will be financially feasible, i. e., they will have potential net 
revenues from power sales sufficient to reimburse the Federal Government 
for the Federal investment in power. 


BRIEF DESCRIPTION OF METHODS OF COST ALLOCATION 


The separable costs-remaining benefits methods has the following steps: 
(1) The benefits of each purpose are estimated. 
(2) The alternate costs of single-purpose projects to obtain the same 

benefits are estimated. 

(3) The separable cost of each purpose is estimated. 

(4) The separable cost of each purpose in the multiple-purpose project 
is deducted from the lesser of each purpose’s benefits or alternate cost. The 
lesser figure is used since alternate cost is used in this method only if it 
represents a justifiable expenditure, that is, if it does not exceed the benefits. 

(5) From total cost of project deduct all separable costs to determine 
residual costs. 

(6) Residual costs, designated as joint costs in this method, are distrib- 
uted in direct proportion to the remainders found in step 4. 

(7) To determine the cost allocated to each purpose, add the separable 
and distributed costs for each purpose and, in the case of power, subtract 
from that sum the amount of taxes foregone which was used in computing 
power costs under steps 2 and 3 above. 

The alternative justifiable expenditure method has the following steps: 

(1) The benefits of each purpose are estimated. 

(2) The alternate costs of single-purpose projects to obtain the same 
benefits are estimated. 

(3) The specific cost of each purpose is determined. 

(4) The specific cost of each purpose in the multiple-purpose project is 
deducted from the lesser of that purpose’s benefits or alternate cost. The 
lesser figure is used since alternate cost is used in this method only if it rep- 
resents a justifiable expenditure, that is, if it does not exceed the benefits. 

(5) From total cost of project deduct all specific costs to determine joint 
costs. 
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(6) Joint costs of the multiple-purpose project are distributed among 
purposes in direct proportion to the remainders found in step 4. 

(7) Allocation of project cost is determined in the same manner as under 
the separable costs-remaining benefits method. 

The use of facilities method has the following steps: 

(1) The use which is made by each purpose of joint project facilities is 
estimated on some basis which is comparable for the purposes concerned, 
using such measures of use as those of flow, reservoir capacity, energy con- 
sumption, and others as may be applicable. 

(2) The separable cost of each purpose is estimated. (In cases of 
minor importance specific rather than separable costs may be used.) 

(3) From total cost of project deduct all separable costs to determine 
joint (residual) costs. 

(4) Joint costs of the multiple-purpose project are distributed among 
purposes in proportion to the comparable measures or use of the joint 
facilities estimated in (1). 

(5) To determine the cost allocated to each purpose, add the separable 
and distributed costs for each purpose and, in the case of power, subtract 
from that sum the amount of taxes foregone which was used in computing 
power cost under (2) above. 


FEDERAL POWER COMMISSION, 
Washington, March 24, 1954. 
Hon. JOSEPH M. DopGeE, 
Director, Bureau of the Budget, 
Washington, D.C. 


Dear Mr. Dopee: During recent weeks, representatives of the Commission 
have met with representatives of the Departments of the Army and the Interior 
in a series of discussions of cost allocations, power evaluation, and related sub- 
iects. The matters discussed and agreed upon are embodied in the attached 
statement which has been approved by the Commission and is transmitted for 
your information and consideration in connection with the review of budget 
circular A—47. 

This statement will serve to supplement the Commission’s comments on circu- 
lar A-47 which were set forth in my letter to you dated December 29, 1953. 

Sincerely yours, 
(Signed) JrroMe K, KUYKENDALL, 
Chairman. 


MarcH 12, 1954. 
Cost ALLOCATION 


Costs of a multiple-purpose project shall be allocated among the purposes 
served in such a manner that each purpose will share equitably in the savings 
resuiting from combining the purposes in a multiple-purpose development. 


teceptable ‘methods (see attachment for brief descriptions) 

(i) Separable costs-remaining benefits method—This method is considered 
preferable for general application. 

(2) Alternative justifiable expenditure method—This method differs from 
(1) only in employing specific costs of the various functions rather than their 
separable costs. It is acceptable where the necessary basic data to determine 
separable costs are not available and the time and expense required to obtain 
the data are not warranted. 

(3) Use of facilities method.—This method is acceptable where the use of 
facilities is clearly determinable on a comparable basis and where use of this 


method would be consistent with the basis of project formulation and authoriza- 
tion. 


Minimum allocation 


Each purpose shall be allocated, in every case, at least its separable cost (the 
cost traceable to its inclusion in a multiple-purpose project). Limitations of 
basic data may occasionally require the use of specific cost (the cost of features 
identified solely with a single purpose) and other available data as constituting 
the best available basis for approximating separable costs. 
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eyislative history 


Che legislative history of authorized projects shall be considered in the allo- 
eation of cost. The authorizing act, committee reports, project-justification 
documents, and similar sources disclose the nature of the proposal submitted to 
the Congress and of congressional action thereupon. 


Consideration of economic costs 


In applying any one of the above allocation methods, taxes in an amount equal 
to those which would be foregone as a result of Federal development of the 
power rather than the most likely alternative development shall be included 
as an economic cost when distributing costs among the project purposes for 
analysis of economic justification, but shall be subtracted from the costs thus 
distributed to power in order to obtain the allocation of project costs to power. 


Value of power 


The value of power produced means the estimated market value which would 
be obtainable if it were to be sold on an open competitive basis, without restric- 
tion as to use or resale. The value of power shall be determined as the lower 
of two figures: 

(1) The estimated actual cost of equivalent power from the most likely 
alternative source that would be expected to develop in the absence of the 
project, to meet the same power needs, with appropriate adjustment for 
transmission costs and losses and other technical factors. 

(2) Estimated value of power to users. (Applicable where costs of al- 
ternative power would be prohibitive either for part or all of the power 
produced. ) 

The value of power, determined as indicated above, shall be used for compu- 
tations of economic benefits in project justification and for the allocation of 
project costs. It will not be used to establish the level of power revenues, which 
are based on the amortization of project costs (Federal power investment) over 
a reasonable period of years. 

Project feasibility 

Criteria of project feasibility shall be such that, insofar as can be determined 
in advance: 

(1) Projects will be considered economically feasible when the value of 
power (as defined above) will at least equal the project costs allocated to 
power, plus the amount of taxes which would be foregone as a result of Fed- 
eral development of the power rather than the most likely alternative 
development. 

(2) Projects will be financially feasible, i. e., they will have potential net 
revenues from power sales sufficient to reimburse the Federal Government 
for the Federal investment in power. 


BRIEF DESCRIPTION OF METHODS OF COST ALLOCATION 


The separable cost-remaining benefits method has the following steps: 

(1) The benefits of each purpose are estimated. 

(2) The alternate costs of single-purpose projects to obtain the same 
benefits are estimated. 

(3) The separable cost of each purpose is estimated. 

(4) The separable cost of each purpose in the multiple-purpose project 
is deducted from the lesser of each purpose’s benefits or alternate cost. 
The lesser figure is used since alternate cost is used in this method only if 
it represents a justifiable expenditure, that is, if it does not exceed the 
benefits. 

(5) From total cost of project deduct all separable costs to determine 
residual costs. 

(6) Residual costs, designated as joint costs in this method, are dis- 
tributed in direct proportion to the remainders found in step 4. 

(7) To determine the cost allocated to each purpose, add the separable 
and distributed costs for each purpose and, in the case of power, subtract 
from that sum the amount of taxes foregone which was used in computing 
power costs under steps 2 and 3 above. 

rhe alternative justifiable expenditure method has the following steps: 

(1) The benefits of each purpose are estimated. 

(2) The alternate costs of single-purpose projects to obtain the same 
benefits are estimated. 
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(3) The specific cost of each purpose is determined. 
(4) The specific cost of each purpose in the multiple-purpose project is 
deducted from the lesser of that purpose’s benefits or alternate cost. The 
lesser figure is used since alternate cost is used in this method only if it 
represents a justifiable expenditure, that is, if it does not exceed the benefits. 
(5) From total cost of project deduct all specific costs to determine joint 
costs. 

(6) Joint costs of the multiple-purpose project are distributed among 
purposes in direct proportion to the remainders found in step 4. 

(7) Allocation of project cost is determined in the same manner as under 
the separable costs-remaining benefits method. 

The use of facilities method has the following steps: 

(1) The use which is made by each purpose of joint-project facilities is 
estimated on some basis which is comparable for the purposes concerned, 
using such measures of use as those of flow, reservoir capacity, energy 
consumption, and others as may be applicable. 

(2) The separable cost of each purpose is estimated. (In cases of minor 
importance specific rather than separable costs may be used.) 

(3) From total cost of project deduct all separable costs to determine 
joint (residual) costs. 

(4) Joint costs of the multiple-purpose project are distributed among 
purposes in proportion to the comparable measures or use of the joint 

facilities estimated in (1). 

(5) To determine the cost allocated to each purpose, add the separable 
and distributed costs for each purpose and, in the case of power, subtract 
from that sum the amount of taxes foregone which was used in computing 
power cost under (2) above. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 23, 1954. 
Hon. JeroME K, KUYKENDALL, 
Chairman, Federal Power Commission, 
Washington, D. O. 

Dear Mr. KUYKENDALL: There is enclosed for your information a copy of our 
letter to the Director of the Bureau of the Budget on the allocation of cost for 
multiple-purpose water projects, together with a copy of a statement titled “Cost 
Allocations.” 

Sincerely yours, 
FreD G. AANDAHL, 
Assistant Secretary of the Interior. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 28, 1954. 
Hon. Rosert T. STEVENS, 
Secretary of the Army, 
Washington, D. C. 

My Dear Mr. Secretary: There is enclosed for your information a copy of our 
letter to the Director of the Bureau of the Budget on the allocation of cost for 
multiple-purpose water projects, together with a copy of a statement titled “Cost 
Allocaions.” 


Sincerely yours, 
Frep G. AANDAHL, 
Assistant Secretary of the Interior. 

Mr. Aanpant. There is one particular piece of pertinent informa- 
tion that I would like to call to your attention at this particular point. 
If you will look at table B-1 in the paper that I have presented, you 
will find there the estimated allocation of construction costs to power. 
The first column deals with—— 
Senator Kerr. In order that we may go along with you, where is 
that ¢ 
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Mr. Brapiey. Senator, that follows page 14. After you find page 
i4, if you will please turn past table A—1, the next table is B-1. 

Mr. Aanpant. The cost allocation made by SPA at the time of 
authorization is shown there. And the percent allocated to power you 
will notice midway in the page is 54.7 percent. 

Senator Kerr. Is that table B-1! 

Mr. Aanpant. Yes, sir. 

Senator Kerr. I have it. 

Mr. AanpaHL, A little above the middle of the page you see percent 
allocated to power. There is 54.7 percent allocated to power by SPA. 
at the time the project was authorized. Then at the later studies that 
were made, when rate schedule A was filed with the Federal Power 
Commission, there was an allocation made by SPA of 47.4 percent to 
power. Then if you will look over in the last column you will see 
the 1954 allocation to power made by the Corps of Engineers, and that 
is 56 percent. 

I want to call your attention that the allocation to power between 
the original made by SPA and the final made by the Corps of En- 
gineers is up 1.3 percent. And it is up 3.4 percent over what the allo- 
cation was in 1946 when rate schedule A was filed with the Federal 
Power Commission. 

Senator Kerr. But the rate that is in effect was based on the 47.4 
percent ¢ 

Mr. AANDAHL. That is correct. 

Senator Kerr. And the rate that you propose, is that based on the 
56 percent ? 

Mr. Aanpanu. That is based on the 56 percent. That is an increase 
of 8.6 percent. The point that I am making—you can’t use these fig- 
ures just looking at them abstractly. They are kind of tricky when 
you get to using percentage figures and I don’t want to give them as 
an absolute conclusion, but 1 do want you to relate the 8.6 percent, 
which represents the increase of percentage of cost allocation to 
power, to the 40 percent increase in rates. That immediately points 
out that the lai portion of this increase in rates is due to increase 
in costs and due to additional transmission costs that Southwestern 
Power Administration has because of the extensive lines that it had 
built and because of the lease operation of the G. and T. transmission 
facilities in the area. 

We are entirely misdirecting our thinking when we try to associate 
this 40 percent increase in wholesale price of power with the question of 
cost allocation formula. 

Senator Kerr. Does your statement disclose what the other 44 per- 
cent of the cost of these projects is allocated to? 

Mr. Aanpan. If you will look at the table on the very last page, 
you will find a breakdown based upon the 1954 studies of the cost allo- 
cation. 

Senator Case. That varies apparently according to the structure? 

Mr. Aanbauwu. Yes, sir. 

Senator Casr. The flood-control values of one structure might be 
higher than another ? 

Mr. AANDAHL. Yes, sir. 

Senator Kerr. In order that I may understand it—— 
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Mr. Aanpantn. If you will look in the last 3 columns you will see 
allocation, and you will see flood control there with a total figure of 
$155.744,000 and you will see an allocation to power of $200,234,000. 

Senator Kerr. Yes. 

Mr. Aanpanu. Then to other purposes, $15,727,000. 

Senator Kerr. What is the other purpose ? 

Mr. Brapiry. I believe that is recreation. Is that right, Mr. 
Wright ? 

Mr. Wrieut. I don’t know. Income from Denison last year alone 
was $32 million for recreation. 

Mr. Kinney. (C. W. Kinney, Corps of Engineers, Department of 
the Army). Recreation and some water supply in there. 

Senator Kerr. That is going to assume considerable significance, 
Mr. Secretary, before this hearing is over. Therefore, we would like 
for you to furnish to this record the amount which the 1954 study 
allocated to recreation and other purposes, and what the record of 
operation shows with reference to income, and also—— 

Mr. AAnpauL. [ am not sure that I understand your question, Mr. 
Chairman. 

Senator Kerr. You say that there are $1,572,000 allocated to “Other 
than flood control and power costs.” 

Mr. Aanpaut. Mr. Chairman, these allocation figures, as we have 
indicated before, have basically come from the studies made by the 
Corps of Engineers. 

Senator Kerr. I thought you said it was announced in a commu- 
nication from three departments ? 

Mr. Aanpant. The communication from the three departments sets 
up the formula which shall be used in determining cost allocations. 

Senator Kerr. Wasn’t that based on these figures ? 

Mr. Aanpant. No. That is a formula that is generally applicable 
to projects throughout the country. 

Senator Kerr. That is what I am asking you. 

Mr. AAnDAnHL. We will give you that formula. 

Senator Kerr. You said 56 percent of the total cost of these proj- 
ects were allocated to power. 

Mr. Aanpant. That is based upon these figures. 

Senator Kerr. Is that an announcement that was made by these 
three authorities ? 

Mr. Aanpaut. No. There were no percentages set up in that. 
That formula merely shows the basis on which computations should 
be made. 

Senator Kerr. Were they made on that basis? 

Mr. Aanpant. Yes. 

Senator Kerr. Then it is indicative, isn’t it? 

Mr. AAnpAHL. And the Corps or Engineers applied that for- 
mula 

Senator Kerr. I am not asking who applied the formula. I am 
asking what percent of the total cost of these projects was allocated 
to power under the directive or decision upon which these increases 
in rates are predicated. 


Mr. Aanpauu. There is no percentage in the formula. The for- 
mula—— 
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Senator Kerr. You don’t just guess at it, do you, Mr. Secretary ¢ 
Mr. Aanpani. No. Just a moment. The formula outlines the 
basis upon which the study will be made. And when that study is 
made—— 

Secretary Kerr. Has it been made? 

Mr. AAnpDABL, It has been made. 

Senator Kerr. And a decision reached ¢ 

Mr. Aanpanu. The study was made by the Corps of Engineers on 
these particular projects. On a project that is constructed by the 
Bureau of Reclamation, the Bureau of Reclamation makes the study. 

Senator Kerr. We are talking about these right now ¢ 

Mr. AANDAHL. Yes, sir. 

Senator Kerr. You filed, or got ready to file, or there is being 
prepared forf filing but in a finished stage, a proposal for new rates / 

Mr. AanDAHL. That is correct. 

Senator Kerr. You tell us that it is based wpon a certain percent- 
age of the cost of these projects as being allocated to power, is that 
right? 

Mr. Aanpanu. The percentage is the result of the study. 

Senator Kerr. I don’t care what it is the result of. I am asking if 
your application for rate increase is based upon a finding that a cer- 
tain percentage is allocated to power costs ¢ 

Mr. Aanpant. There is a finding in dollars— 

Senator Kerr. Mr. Secretary, I don’t want to argue with you. I 
just want the record to show the facts. Can’t you answer “Yes” 
or “No”? 

Mr. Aanpant. And Iam trying to give you the facts. 

Senator Kerr. Can you answer my question “Yes” or “No?” 

Mr. AANDAHL. No. Your question is one that cannot be accurately 
and completely answered with a yes or no response. 

Senator Kerr. Then tell me—— 

Mr. Aanpanui. This formula, if you will give me just a moment, I 
will attempt to explain it. 

Senator Kerr. All right. 

Mr. Aanpaunt. This formula—— 

Senator Kerr. Which formula? 

Mr, Aanpauu. The cost allocation formula, the so-called separable 
costs-remaining benefits formula, is applied to each of the porjects 
separately. In one project the percentage that will be allocated to 
power will be different than the percentage that is allocated to power 
in another project. Depending on what the circumstances attendant 
to that particular project happen to be. Now when we go to this 
table B-1 that I have referred you to a moment ago, we have the sum 
total of seven projects there. We have the total percentages of the 
total costs of those projects that are allocated to power. 

Senator Kerr. That is on page 

Mr. AANDAHL. That is on table B-1. 

Senator Kerr. The only reason I was on this last page is that you 
said that is where I would get the answer to the question. 

Mr. Aanpant. The result of the total of those seven projects, when 
Southwestern Power Administration made the study prior to 19 

Senator Kerr. Would you address yourself to the study and the 
order and the proposal that we are talking about, that is the one that 
you have filed or are about to file, asking for an increase in the rates? 
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Mr. AanDABL. Yes. 

Senator Kerr. Is that disclosed on B-1? 

Mr. AanpanL, Yes. In the last column on B-1 you will find the 
cost allocation to the seven projects which totals $200,200,000, which is 
56 percent of the total cost of those projects. 

Senator Kerr. Then is the answer to my question “Yes” or “No,” 
that that is the foundation for your application for an increase in 
rates ¢ 

Mr. Aanpauu. That is correct. 

Senator Kerr. The 56 percent? 

Mr. Aanpanu. That is correct. 

Senator Kerr. What I am asking you now to tell me is to what 
is the remaining portion of the cost of these projects allocated ? 

Mr. Aanpanu. The major portion 

Senator Kerr. I am asking you about the 54 percent. You are able 
to give us the exact amount that is chargeable to power. Now we 
would like to have you give us the exact amount chargeable to other 
benefits. 

Mr. AAnpAHL. We do not have that worked out in percentages. But 
if you will again look at the last page of the paper that I have given 
you, you will find $155,754,000 of cost allocated to flood control, and 
$1,572,000 allocated to other purposes. Those 2 put together are the 
remaining 44 percent. 

Senator Kerr. Do you have an engineer who can tell us what that 
$1,572,000 amounts to in terms of percentage ? ; 

Mr. AanpAut. The gentleman from the corps remarked it is recrea- 
tion and some municipal water. 

Senator Kerr. I am talking about percentage. 

Senator Case. Mr. Chairman, at this point it may be a little divert- 
ing, but I would like to know what Mr. Wright said a moment ago. 
In talking about Denison he said there was an income of $32 million. 
In the table it shows an allocation of about $1 million of costs for 
recreation at Denison. What did you mean when you spoke of $32 
million as income? 

Mr. Wricut. I meant that a release from the Tulsa District Office 
of the Corps of Engineers last week, published in the newspaper, said 
that Lake Texoma last year had an income from recreation created 
by the dam of $32 million; that taxes in the 4 counties in Oklahoma 
adjacent to the dam had increased from $100,000 paid to the State to 
$499,000 paid to the State, as a result of Denison oe being there. 

Senator Hruska. Was that income to the Government or income to 
all private—— 

Mr. Wricut. That was income around the entire lake. 

Senator Kerr. Flood-control benefits are not income to the Govern- 
ment. 

Senator Hruska. The implication that arose in my mind was that 
that $32 million was collected by the Government and not private 
sources. 

Senator Cass. That is the impression that I got, too, and I wondered 
how the Government got $32 million and allocated only $1 million 
in the table. 

Senator Kerr. Income to the Government is not the basis, I believe, 
upon which benefits are estimated, is it, Mr. Secretary ? 

Mr. AAnDAHL. Not necessarily. 
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Senator Hruska. I don’t pretend that it was. But the implication 
got from the statement was apparently the same as yours. But 
is cleared up now. 

Senator Kerr. The whole purpose of my questioning of the Secre- 
tary was summed up in my question a while ago, if he would obtain 
and put in the record what the record discloses as having been the 
benefits from these projects under these allocations referred to as 
“other” since the projects were built. 

Mr. AANDAHL. On an approximate basis it is 56 percent power, 43 
percent flood control, and f percent to other. 

Senator Kerr. That was the estimate ? 

Mr. Aanpaut. Yes. 

Senator Kerr. And that estimate was current as of April 1954? 
That estimate was current as of April 1954¢ Wasn’t that the date you 
said that that report was issued ? 

Mr. AANDAHL. No. The report did not show the studies on this 
project. 

Senator Kerr. What is the date, the effective date of this estimate 
of 56, 42 and 1 plus? 

Mr. Aanpauu. Those estimates are the result of studies that the 
corps made during the year 1954. I don’t know what the dates of the 
exact studies were. 

Senator Kerr. Mr. Secretary, you are taking responsibility for them 
here. Couldn’t you tell us if that is the estimate as of 1954 or 1955? 

Mr. Aanpauu. Yes, I just told you. It is as of 1954. But I don’t 
want to associate it with the cost allocation formula that the Depart- 
ments approved in 1954. It is the result of applying that formula and 
was not embodied in the formula at the time it was approved. 

Senator Kerr. If the formula was based on it 

Mr. AanpauL. The formula is not based on it. This is based on the 
formula. 

Senator Kerr. That isn’t the way you have been telling us, Mr. 
Secretary. 

Mr. Aanpant. Oh, yes, it is. 

Senator Hruska. That has been my understanding of it, Mr. 
Chairman. 

Mr. AANpDAHBL. I told you that we worked out a formula and after 
the formula was worked out then it became the function of the con- 
struction agency to apply the formula. 

Senator Kerr. After we worked it out? Who is “we”? 

Mr. Aanpaut. The Department of the Interior, the Army, and the 
Federal Power Commission. 

Senator Casz. And the Army applied the formula and produced 
this table? 

Mr, Aanpaut. On these projects. That is correct. 

Senator Hruska. They did that in 1954, following April 1954, when 
the formula was created 

Mr. AAnpauL. That is correct. The Corps of Engineers has been 
working with tls formula for a long time. It has been, as I under- 
stand it, their conception of the proper basis of the cost allocations on 
most projects. 

Senator Kerr. So that these rates then that you are talking about 
are the result of a formula that you directed to be worked out to sup- 
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port the rates, rather than for the rates to be supported by the actual 
facts in the case? 

Mr. Aanpaut. No. The formula is one that documents the facts. 
And the rate is based upon those documented facts. 

Senator Kerr. Now let’s document and substantiate the rate by the 
submission of these facts. But first I take it that the formula is cur- 
rent and these percentages are current as of today ? 

Mr. Aanpant, That is correct. 

Senator Kerr. Then I am asking you to supply for the record at 
this place what the experience of the operation of these projects dis- 
closes as being the actual benefits which have accrued under the cate- 
gory of “others” here, which include recreation and water supply, and 
any others that there may be. 

Mr. Aanpanu. We will get that information from the corps and 
we will supply it at this point in the record. 

Mr. EpmMonpson. Will you amend that to ask that they also supply, 
if it can be supplied, the actual benefits in terms of flood control as 
well as the other, so that we will have them for flood control as well? 

Senator Kerr. Yes. 

Mr. AanpanL. Those are definitely a part of the study. 

(Norre.—The requested information was discussed before the com- 
mittee in subsequent testimony by the Corps of Engineers. ) 

Senator Kerr. Does the Southwestern Power Administration have 
a contract with Arkansas Light & Power and/or the Aluminum Co. 
for the sale of power? 

Mr. AAnpDAHL. Yes, they have it with the Arkansas Power & Light. 

Senator Kerr. For how long? 

Mr. AAnpanL. That is a 30-year contract. 

Senator Kerr. I would like to refresh your memory by asking you 
if it isn’t for a 40-year contract? 

Mr. Wricur. I told you it was 40 years, and that is my impression. 

Mr. Aanpant. Our staff people, who checked it, as they prepared 
this statement, list it as a 30-year contract. I think that is correct. 

Senator Kerr. At what rate is that power delivered to the alumi- 
num company 4 

Mr. Aanpanu. We do not have the rate schedule here. 

Senator Kerr. Do you mean to tell me that you don’t know what 
it is? 

Mr. Aanpanu. I know approximately what it is. 

Senator Kerr. Ido,too. Suppose you put it in the record. 

Mr. Aanpaut. I think the rate at the present time is about 5.2 mills. 

Senator Kerr. Delivered at the aluminum company / 

Mr. AaNDAHL. No; that is delivered at the project. 

Senator Kerr. Isn’t it a fact that that is the total amount that you 
get? Isn’t that what the Southwestern Power Administration gets / 

Mr. Aanpaunt. That is the price that the Southwestern Power Ad- 
ministration gets. 

Senator Kerr. Don’t you pay Arkansas Power & Light 1 mill to 
wheel that power ? 

Mr. Piucknetrr. Senator, as I understand it there is no wheeling 
involved under that contract. Delivery is taken by the Arkansas 
Power & Light Co. at the Bull Shoals project or from the main grid 
transmission system up to 150,000 kilowatts that is committed under 
the contract. 
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Senator Kerr. Isn’t it a fact that the aluminum company gets that 
power at 5.2 mills at their receiving point ¢ 
~ Mr. Piucknetr. I am not sure he that rate it. That is the second 
part of that contract, an agreement between the Arkansas Power & 
Light and Reynolds Metals Co. for delivery at Arkadelphia for a 
certain amount of power that has been firmed up after it was taken 
from the Government’s system. 

Senator Kerr. Southwestern Power Administration then gets 5.2 
mills where it delivers the power ? 

Mr. Pirucknett. That is correct. 

Senator Kerr. Where does it deliver the power ¢ 

Mr. Piucknert. Either at the Bull Shoals project or at other points 
of interconnection with the Arkansas Power & Light Co. system from 
the Government’s transmission system. 

Mr. Piucknetr. Mr. Chairman, while we are discussing the con- 
tract, I think the date of the contract should be inserted here so that 
we will know which contract it is. 

Senator Kerr. That is very good. What isthe date of it ? 

Mr. AANDAHL. The contract is dated January 29, 1952. 

Senator Kerr. 1952, fora period of 30 years. 

Senator Hruska. Is that contract Arkansas Power & Light or the 
aluminum company’? There seems to be confusion here. 

Mr. AanDAnL. It is a three-way contract. The Reynolds Metals 
Co. ultimately gets the power. We deliver it to the Arkansas Power & 
Light. 

Senator Hruska. Who are the contracting parties ? 

Mr. AanpauL. The Southwestern Power Administration, and the 
Arkansas Power & Light. 

Senator Casr. Mr. Secretary 

Mr. Aanpant. And there is a third-party agreemeit under which 
the power gets to the aluminum company. 

Senator Hruska. That is between the power company and the 
aluminum company. 

Mr. Aanpau. Yes. 

Senator Hruska. Southwestern Power has nothing to do with it? 

Mr. Aanpan.. It is conditioned in the original contract. The pur- 
pose of the contract was to make the power available to the aluminum 
company. 

Senator Hruska. And it is that contract which was entered into in 
January 1952? 

Mr. Aannanit. That is correct. 

Senator Kerr. Your purpose now is to fix it so that the REA’s 
down there will be compelled to pay about 40 percent more for power 
than it is now being sold and delivered to the Aluminum Company of 
America ¢ 

Mr. Aanpaut. The way this rate schedule has been worked out has 
been to determine the rate that would be needed if it were applied to all 
customers, including the aluminum company. 

Senator Kerr. Is the aluminum company going to pay that in- 
creased rate ? 

Mr. Aanpant. No; the aluminum company is not going to pay 
that rate. 

Senator Kerr. Then what you are telling us amounts to this: Not 
only are the REA’s going to be compelled to pay the additional in- 
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crement with reference to the power they receive, but also the addi- 
tional increment with reference to the power that the aluminum com- 
pany receives? 

Mr. AanpanL. No; that is not correct. 

Senator Kerr. Thatis what I understood you to say. 

Mr. Aanpaut. No; that is not correct. The rate schedule is worked 
out on the basis of a rate that is needed if it could be applied to all 
power that is sold. And if the Reynolds Metals Co. doesn’t pay its 
portion, it means that the Government will hold an uncollected bill to 
that amount. 

Senator Kerr. What do you mean by an uncollected bill? Will the 
aluminum company have to pay that bill? 

Mr. AANDAHL. i don’t know what will happen after the 30-year 

eriod. 
; Senator Kerr. You have been telling us about the law here. Is 
there any law that says they will have to pay that unpaid bill that 
you referred to? 

Mr. CurtsrorHeRr. Is there an escalator clause in the contract with 
Arkansas Power & Light? 

Mr. Aanpanu. There is an escalator clause within limitations and 
of course that escaltor clause will be used as rapidly as it is possible 
to use it under the terms of the contract. 

Senator Hruska. So that the limitations of your so-called unpaid 
bill will be found in the terms of the contract itself which was entered 
into in January 1952? 

Mr. Aanpauu. That is correct. 

Senator Case. Mr. Secretary, were you able togive the aluminum 
yeople a firm contract in the face of the interim rate approval by the 

ederal Power Commission? Were you able to give them a firm 30- 
year contract in the face of an interim rate? 

Mr. Aanpaut. The aluminum contract was approved by the Federal 
Power Commission on April 23, 1952. 

Senator Kerr. A 30-year contract? 

Mr. Aanpaut. That is correct. 

Senator Casg. In spite of the fact that they had previously approved 
only an interim rate 

Mr. Aanpauu. The approval of rates and charges was made for 
a 30-year period of the contract with a 5-year review of the rate level 
within limits specified in a supplement agreement of April 25, 1952, 
to the contract. That supplement agreement was, I believe, submitted 
to the Federal Power Commission on April 28, 1952. There is a 
ratchet provision in the contract and at 5-year intervals there can 
be some increase in the rates that we receive from the Arkansas Power 
& Light Co. in connection with the aluminum contract. 

Senator Case. Mr. Chairman, I think it is a little difficult for mem- 
bers of a committee sitting around the table to explore a contract 
which isn’t before them, or to go to the terms of it. It seems to me 
that it is here that we ought to have the benefit of a little staff study 
of a comparison of the contract which apparently was given to the 
aluminum people in 1952, in the light of the statements made that 
an interim rate only was to be available for 6 years following 1946, 
and that study should determine what conflicts, if any, may have 
existed in this contract given to the aluminum corporation in early 
1952, as compared with the interim assurances given the REA’s and 
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not merely the REA’s but through them to the Rural Electrification 
Administration as such. I would like to have the staff make some 
study of that. 

Senator Kerr. I join you in that request, and also I understood 
you to ask that the copy of that contract with the Arkansas Power 
& Light and the aluminum company be made a part of the record, 

Senator Case. It ought to be. 

(There follows a summary of Arkansas Power & Light Co. contract ; 
contracts and amendments are also included.) 


\GREEMENT FOR THE SALE oF ELectric Power AND ENERGY BETWEEN THE UNITED 
STATES OF AMERICA AND ARKANSAS POWER AND LIGHT COMPANY AND REYNOLDS 
MeraLs Company (Contract No. Ispa-514) Datrep JANUARY 29, 1952 


The following generally summarizes Article I which is between the Govern- 
ment and the Power Company. 

Article I is for electric service by the Government to the Power Company. 
The Government shall sell and deliver to the Power Company, 150,000 kilowatts 
and 30,000,000 kilowatt-hours per month, which, in conjunction with the fuel 
generated electric power and energy to be sold and delivered by Power Company 
to Reynolds. 

Base rates (firm power) sec. 1.05(A) 
Mille per 
kilowatt-hour 
(1) First 10 years: 1st 22,000,000 kilowatt-hours at 6 mills per kilowatt- 

hour; remaining 8,000,000 kilowatt-hours at 3 mills per kilowatt-hour 

(average) - 

(2) Second 10 years: 1st 22,000,000 kilowatt-hours at 6.30 mills per kilo 
watt-hour ; remaining 8,000,000 kilowatt-hours at 3.15 mills per kilowatt- 

hour (average) sihsieiabadite 
(3) Last 10 years: Ist 22,000,000 kilowatt-hours at 

watt-hour; remaining 8,000,000 kilowatt-hours at 3.3075 mills per kilo- 

watt hours (average) 


Rates (secondary energy) sec. 1.06 
Mille per 
kilowatt-hour 
ist 5 years . 25 
Next 10 years . 50 
Next 5 years 75 
Last 10 years 


The contract contains the following article about Rate Adjustment: 

“In the event the Power Company sells and delivers during any month less 
than 30,000,000 kilowatt-hours to Reynolds, and thus has available for its own 
uses the difference between 30,000,000 kilowatt-hours and the amount of energy 
actually delivered to Reynolds, the Power Company shall pay to the Government 
an additional one (1) mill per kilowatt-hour for each such kilowatt-hour made 
available to it for its own uses up to a maximum amount of $15,000 per month. 
However, if the Power Company during any calendar year delivers 360,000,000 
kilowatt-hours or more to Reynolds * * *.” If this quantity of energy is deliv- 
ered, the adjustment shall not apply. 


Modification 
Amendment: of rates 
Cee TTT nee cure ipiaedite iain No. 
Oe ie trae niea a each potenenis ; No. 
3 (4/15/52) No. 


4 (4/17/52) Yes. 


Section 1.05 (a) of said contract was amended as follows: 

For the second 5-year period not to exceed 10714 percent of initial base rate 
at any time during the 6th through the 10th year, or 115 percent of initial base 
rate at any time during the 11th through the 20th year, or exceed 122% percent 
of initial base rate at any time during the 21st through the 30th year. 
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Mazimum average rate for 30 million kilowatt-hours per month 


Mil r 
Period: ajematliner 
allie ill nina iianiahiniian 5.2 
I aie da lhl eens et clinee nae dt ipoeatastdenhiaieone aaanin eatiegennineon 5. 59 
en Oe bio inch iieeiteecne cinta ipsiiire iiehDenthcnliteabietinnde . 9S 


This amendment further states: 

“Provided fui tier, that in consideration of increases or decreases hereunder, 
there shall be allocated to power for purposes of the Flood Control Act of 1944, 
the incremental cost directly resulting from installation of power facilities at the 
multi-purpose dams constructed pursuant to said Act.” 

Amendment No. 5 (4/23/52): No Modification of Rates. 

Amendment No. 6 (4/25/52): Modification of Rates as follows: 

Section 1.05 (a) of said contract was amended as follows: 

The base rate shall be reviewed and redetermined by the Secretary of the 
Interior commencing on the second and each succeeding 5-year period: provided, 
that no such redetermination shall increase the base rate in effect hereunder 
to an amount in excess of 110 percent of the initial base rate at any time during 
the 6th through the 10th year of service, or in excess of 115 percent of the initia! 
base rate at any time during the 11th through the 15th year of service, or in 
excess of 11744 percent of the initial base rate at any time during the 16th 
through the 20th year of service hereunder, or in excess of 120 percent of the 
initial base rate at any time during the 21st through the 25th year of service, or 
in excess of 12214 percent of the initial base rate at any time during the 26th 
through the 30th year of service. 


Mazimum average rate for 30 million kilowatt-hours per month 


Mills per 
Period: kilowatt-hour 


I a 5.2 
a ee §. 72 
adn a aes css ald esa Tidceitievnitom dens Rataad eaieipestnianamabieenaa again .98 
Tan i ck dai hater ch Sa acinesscachol talented icine adda eae ni tenaked -11 
I a eins . 24 
eal ila aah abt oF 


The amendment further states: 

“Provided futher, that no rate so redetermined shall be higher than would 
be required to meet the standards of Section 5 of the Flood Control Act of 1944 
if equally applied to all customers of Southwestern Power Administration that 
are similarly situated.” 

“Except as above specifically amended as to Section 1.05 (a), the aforesaid 
Agreement of January 29, 1952, and all Supplements thereto shall remain in full 
force and effect.” 

Modification of Rates: 


Amendment 7 (8/20/52) : No Modification of Rates. 
Amendment 8 (8/27/52) : Mo Modification of Rates. 
Amendent 9 (8/25/54): No Modification of Rates. 
Amendment 10 (9/13/54) : No Modification of Rates. 
Amendment 11 (11/1/54): No Modification of Rates. 
Amendment 12 (12/29/54): No Modification of Rates. 
Amendment 13 (3/17/55): No Modification of Rates. 
Amendment 14 (4/11/55) : No Modification of Rates. 
Amendment 15 (5/18/55) : No Modification of Rates. 
Two Letter Agreements (3/28/55 and 5/4/55). 
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Summary of base marimum rates and compensation for sale and delivery of 
power and energy by the Government (as amended by amendment No. 6) 


{Mills per kilowatt-hour) 


1955 1960 1965 1970 1975 
through through through through thr 
1959 1964 Luau 1974 


1GN0 
yvugh through 
1979 1uM4 


Fiscal year 


4. Primary energy per month: 
Ist 22,000,000 kilowatt-hours 


Next 8,000,000 kilowatt-hours. . ie ba kee 


Average 
B. Seconary energy 


Article II is for electric service by the Power Company to Reynolds. 


6 
3 
5 ¢ 


2 
1. 25 


The 


Power Company shall make available to Reynolds hereunder 110,000 kilowatts 


of firm electric power and energy. 
are not summarized here. 


The attached tabulation summarizes operations under Contract No 


from January 1, 1954, through June 30, 1955. 


Summary of total sales under Arkar 


isas Power 


Hydro energy to company (in kilowatt-hours): 
Primary 
Secondary 


Revenue: 
Pgimary 
Secondary 


Last 6 
months fiscal 
year 1954 


180, 000, 000 
3, 061, 300 


188, 061, 300 


$936, 000. 00 
3, 826. 63 


939, 826. 63 


é Light Co. 


Fiscal year 
1955 ! 


, 346, § 
22, 932, 


165, 278, § 


$740, 203. 88 
28, 665. 00 


The rates are set forth in the contract 


Ist 6 months 
fiscal year 
1956 


180, 000, 000 
6, 695, 000 


186, 695, 000 
$936, 000. 00 
8, 368. 75 


944, 368.75 


and 


. Ispa 514 


aluminum contract 


Total 


502, 346, 900 
32, 688, 300 


535, 035, 200 
$2, 612, 203 
40), 800. : 


2. 653, 064. 26 


_ 768, RGR. RS 


Average rate, mills per kilowatt-hour: 
Primary . 5. 20 5. 20 
Secondary 1. 2: 1. 25 


: 25 1. 25 
Company to Reynolds Metals Co. (in kilowatt- | 


hours) 


390, 917, 000 953, 100, 000 481, 716, 000 


1 217,653,100 kilowatt-hours deferred as to ieital and delivery. 


Senator Case. You said that the Army engineers were applying 
this formula and that this table which appears at the conclusion of 
your statement was a table prepared by the Army engineers applying 
the formula. Is that correct ? 

Mr. Aanpauu. That is correct. 

Senator Case. Then I should like to ask: Will the Army engineers 
use this same formula in determining the benefit-cost ratio for the 
submission for congressional approval ‘of projects in the future ? 

Mr. AAnpDAHL. I assume they will. 

Senator Case. I think apparently our difficulty arises partly be- 
cause one formula was used for envisioning these projects and getting 
an authorization by the Congress, and apparently we are having an- 
other formula applied when it comes to the distribution of the costs 
after they have once been authorized. 

Mr. Aanpaut. I think that if the representatives of the corps be- 
come witnesses here before this hearing is over, they will be able to 

give you detailed information about the authorizing legislation and the 
justifie ation under it in using the formula as it has here been used. 
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Senator Casr. We ought to cut the cloth to the same pattern in both 
instances. 

Senator Kerr. To make the record straight: As I understood it, 
they are using this formula because they were directed to use it. 

Mr. Aanpanu. They were not directed to use the formula. 

Senator Kerr. Mr. Secretary, if I understood you a while ago, I 
didn’t think they were. I thought that there was a study made to 
determine what the rates would be on the basis of the actual cost, and 
then I thought you said that in April 1954 this formula was promul- 
gated and that they made their study of the amount of costs under the 
formula as given them. 

Mr. Aanpant. The formula outlines the basis upon which these cost 
allocation studies should be made, but it also has a provision in it 
authorizing recognition of any other factors that come within the leg- 
islative history, and if the acts of Congress or the presentation of the 
project to Congress for authorization would justify something other 
than the separable costs-remaining benefits method, then that other 
arrangement is used in the cost of the particular project that is under 
consideration. 

Senator Kerr. Mr. Secretary, you certainly are aware of the fact 
that awhile ago you told us that their study was on the basis of the 
directive and that the directive contained the formula ? 

Mr. Aanpauu. Yes. If you will look at the seven projects again 
listed on table B-1, you will find Denison 

Senator Kerr. Denison and one other. 

Mr. Aanpant. And Norfork, where the cost allocation is deter- 
mined by the incremental method, because of the legislative history in 
connection with those two projects. 

Senator Kerr. I am very glad you mentioned that because I find that 
under them the power cost Ze ene was far different than 56 
percent. Isthat not correct? Isn’t it a fact that on that basis the cost 
allocated to power at Denison was 19 million out of 62 million ? 

Mr. Aanpanu. It would be generally correct where you use the in- 
cremental method the cost allocation to power is less. 

Senator Kerr. Far less. 

Mr. Aanpant. Not necessarily far less. 

Senator Kerr. Isn’t it less than 35 percent on both of them? 

Mr. Aanpant. Let’s take them project by project, which we find on 
the last page. 

In the case of Denison there is an investment of $62 million and 
$19,800,000 allocated to power. That is approximately 32 percent. 

We have some slide rules working here. And i in the case of Norfork 
there is $30 million, and $14 million allocated to power, or 47 percent. 

In the case of Bull Shoals, there is 80 million, and $46 million allo- 
cated to power. That is about 58 percent. 

Senator Kerr. Your figure there on Norfork, is that $14 million 

based on the separable—— 

Mr. Aanpant. No. Norfork and Denison are incremental. 

Senator Kerr. $46 million on Bull Shoals is on the separable ? 

Mr. Aanpant. That is correct. 

Senator Kerr. What would it have been on the other ? 

Mr. Aanpaut. We will have it in a moment. 


Senator Kerr. Let’s take the two, Norfork and Denison. The total 
there is $92,538,000. 
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Mr. Aanpan. Yes. 

Senator Kerr. Is that the total cost of Norfork? The engineers 
are here. 

Mr. Kinney. Yes, sir. 

Senator Kerr. The total allocation to power under the separable 
formula is 33.9, is it not? What percentage of the total cost of the 
two projects are therefore— 

Mr. AaAnDAHL. We will have it in a moment. 

(The tables referred to are as included in Secretary Aandahl’s state- 
ment. ) 

Senator Kerr (continuing). Applicable or allotted to power ¢ 

Mr, AanpanL. About 37 percent. That is a very quick check on the 
figure, as you realize. That is a very quick computation but I think 
it is substantially correct. 

Senator Kerr. Under the formula that you now seek to apply to the 
others, it would be enough above 56 percent so as to bring the average 
of all of them to 56 percent, would it not ¢ 

Mr. Aanpanx. On Bull Shoals—— 

Senator Kerr. I am talking about Bull Shoals, Tenkiller, Blakely, 
and Table Rock in view of the fact that you have told us that the per- 
centage on all 7 under the new formula is 56 percent. Is that correct? 

Mr. AANDAHL. We had better take—— 

Senator Kerr. Let’s take it the way I want to take it. 

Aanpaun. Take the remaining five projects. 

Senator Kerr. Go with me. As | understand it, your record shows 
that the percentage allocable to power on all 7 is 56 percent of the total 
of all 7. Is that correct ? 

Mr. Aanpanu. That is correct. 

Senator Kerr. And that the percentage of Denison and Norfork 
applicable under the separable cost formula would be 37 percent 
approximately ? 

Mr. Aanpani. That is correct. 

Senator Kerr. Then the separable costs formula applied to the other 
5 would have to allocate a percentage of the total enough above 56 
percent to bring the average percent of the 7 to 56 percent, wouldn’t it ? 

Mr. AanpaHt. That is correct. 

Senator Kerr. Congressman Edmondson ? 

Mr. EpMonpson. I was very much interested in the question raised 
by the Senator from South Dakota concerning the use of this formula 
on projects from here on out that are appropr iated for and authoriz dd, 
I assume, in the future. If I recall correctly the testimony which 
Secretary Aandahl gave before the House Interior Committee last 
year respecting this revised schedule A-47, in response to a question 
as to whether the names could be supplied of any reclamation projects 
that could have been justified, reclamation projects already constructed 
that could have been justified under this schedule, the committee re- 
ceived the name of ake one small California project that could have 
been justified under this separable costs-remaining benefits theory. 

Senator Kerr. Formula. 

Mr. Epmonpson. Formula. If our conclusion was correct at the 
time of the testimony, at the time at least there had been no application 
of this formula to already completed projects to see what its effect 
would have been upon the justification of them at the time that they 
were built. We could only conclude that had we had that separable 

76239—56——7 
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costs-remaining benefits formula in effect, through the life of the recla 
mation program in the far West, there would have been only one 
project constructed. 

Senator Kerr. Had that been the controlling formula with reference 
to the authorization and construction. 

Mr. Epmonpson. That was the testimony at that time. The Sec- 
retary may wish to implement or elaborate upon it. That was my 
impression. Mr. Christopher is present. I think he shared 
impression. 

Mr. Aanpant. That, as I recall, was strictly an application of cir 
cular A-47, Budget directive, and not cost allocation. It happens that 
the separable costs-remaining benefits of cost allocation is in harmony 
with one feature of A-47. But A-47 goes much beyond that. It in- 
volves many other factors. The hearing that you are referring to 
applies to the overall effect of A—47. 

Mr. Epmonpson. Yes. 

Senator Kerr. One of the reasons why A—47 if it had been applicable 
would have prevented the building of ‘all but one project, one of the 
reasons why it would have prevented the authorization of all except 
one project was the inclusion of the element of the separable features. 

Mr. Aanpany. We have sent up 10 projects on the basis of separable 
cost-remaining benefits that showed good feasibility since it was 
adopted. 

Senator Kerr. Getting back to this other, one of the reasons that 
A-47 would have prevented them, was that that formula was a part 
of A-47. 

Mr. Aanpaut. One of numerous reasons. 

Senator Kerr. Senator Case. 

Senator Casr. I was just going to observe, I have been skimming 
through the portion of the Secretary’s statement which hasn’t been 
read as yet, which I assume will be placed in the record, at least. | 
note that in the Texas Power & Light Co. contract with Southwestern 
Gas & Electric Co., Oklahoma Gas & Electric, the phrase appears that 
the Federal Power Commission had originally approved and con- 
firmed certain rates for a period not extending beyond February 15 
1953. 

In the light of that fact, I can readily appreciate what the Secretar) 
has said when he said that he felt obligated to make a review of these 
rates because the Power Commission had made its confirmation and 
approval subject to a fixed date. And certainly the Secretary is to be 
commended for observing the law and his responsibilities thereunder. 
I do find, however, that when this 30- year contract came up for Reyn 
olds Metals that there is some difference. I note with considerable in- 
terest that reference is made on page 8 of the Secretary’s statement to 
a quotation from the Comptroller General’s report in his audit report 


to Congress for the report for fiscal year ended June 30, 1953, that the 
Comptroller uses this language : 


Iiy 


The jurisdictional dispute between the Department of the Interior and the Corps 
of Engineers on the allocation of costs was discussed in detail in our audit report 
of Southwestern Power Administration for fiscal year 1952. At June 30, 1953, 


this dispute had not been resolved. 

Apparently since that time they have had this interchange of letters. 
It occurs to me that Congress itself is somewhat deficient here if we 
have permitted a jurisdictional dispute to go on between the Corps of 
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Engineers, the Bureau of Reclamation, and the Secretary of the In- 
terior as to who is to make the allocation of costs. It will certainly be 
worth something if this hearing produces some legislation or clarifi- 
cation of the responsibility for allocating costs and appraising benefits. 
It ought to be something that will follow through from the time that 
a project is authorized until you actu: illy assess the costs against the 
beneficiaries who are going to repay it. 

Mr. AANDAHL. The j jur isdictional differences have been settled. 

Senator Case. By agreement among you ¢ 

Mr. Aanpaut. That is true. 

Senator Case. But as a matter of congressional policy they may 
not have been. I happen to remember in 1938 or 1939 when I was in 
the House of Representatives that we had a bill which amended the 
findings on which a feasibility report would be made for authorizing 
an irrigation project. Congress at that time felt the responsibility for 
de lineating 5 or possibly 6 or 7 different benefits on which a project 
might be regarded as feasible, so that the Secretary of the Interior had 
a guide, a fairly definite guide, as to evaluating a prospective project. 
It seems to me that we ought to have something similar by congres- 
sional action, if we do not have it, which would clearly establish the 
benefits that Congress wants as a national policy to be recognized in 
the allocation of costs. It ought not to be purely a bureau finding. 

Senator Kerr. All right, Mr. Secretary. 

Senator Hruska. Mr. Chairman, may I inquire what the program 
of the committee will be? We seem to be about an hour and 40 
iimutes past noon now. Some of us have made other commitments. 
| assumed we would adjourn about noon. May I inquire what the 
plans of the chairman are? 

Senator Kerr. | am going to suggest that we recess now until 9:30 
in the morning, at which time the Secretary will come back and be 
permitted to finish reading his statement. He tells me that he can 
remain here no longer than 11 o’clock in the morning. 

Is that all right, Mr. Secretary / 

Mr. AanpAHL. That is right. 

Mr. CurisrorurerR. May I be permitted to ask one question of the 
Secretary in view of the fact that I may not be able to attend any 
more of the hearings 4 

Senator Kerr. Yes. 

Mr. Curistopuer. I will try to make my question very definite. Is 
it or is it not a fact that the feasibility reports of the REA co-ops 
to justify their loans since 1947 have been based on the A schedule 
of electric power? The cost of it 4 

Mr. Aanpanu. I am not familiar with those feasibility studies. 
The REA program is in the Department of Agriculture. I can only 
give you a very rough estimate of that. I would say that insofar as 
cooperatives pur chase power from SPA, they would use in their study 
at that particular time—— 

Mr. Cumnetioain The rates that have been in effect since 1947? 

Mr. AAnpAnL. You might be interested to know that in the State 
of Arkansas the cooperatives get 3 percent of their power from SPA. 
In the State of Missouri they get 17 percent. In the State of Okla- 
homa they get 22 percent. In the State of Texas they get 11 percent. 
That is for the year 1954. Just how big a factor that might have 
been in their feasibility studies and how ‘firmly they are tied to this 
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particular rate of 5.6 I don’t know. I would think that their feasi- 
bility studies were sufficiently flexible so that a mill or two change 
in price would nicely be within the scope of the feasibility study as | 
indicated, the REA rural and domestic consumers use an average of 
about 150 kilowatt-hours a month. A 214-mill increase is 37 or 40 
cents a month. I don’t want to second-rate the payment of that 
amount of money, but I do want you to appreciate the amount of 
money that is involved. 

Senator Case. Mr. Secretary, recently the President sent to the 
Congress a report of some committee and his own recommendations 
of this committee for a national water policy. I personally haven't 
had an opportunity to study that. I don’t know what it proposes. 
But it occurs to me, in the light of this discussion, that it would be 
appropriate for the Public Works Committees of the two bodies of 
the Congress, and of the Interior Committee, to give some study to 
making a congressional determination of the evaluations that should 
be placed upon projects both in their authorization and in their appli- 
‘ration of cost. 

It would be a little unfortunate, it seems to me, if there is a prospect 
that Congress is going to do something on that for a step to be taken by 
the bureaus which would be inconsistent perhaps, or possibly incon- 
sistent—one can’t tell in ieauheannils be inconsistent with the 
guideposts that Congress might set up. 

I should like to ask you if you think it would not be helpful to the 
bureaus and to the three agencies if we had a congressional determi- 
nation of policy in evaluating benefits in relation to costs and in rela- 
tion to repayment, and whether or not any action here might be de- 
ferred until Congress has an opportunity to give consideration the 
President’s recommendations. 

Mr. Aanpant. I would say that overall policy legislation that would 
apply nationwide would be helpful. Just what is done in the case 
of this particular rate schedule and study, would depend somewhat 
on the probability of the enactment of such legislation. 

As you know, these rate studies are long overdue. We are willing 
to defer them a reasonable time in order that this matter may be care- 
fully reviewed by the congressional committees. 

Senator Casr. It does seem to me that we ought to have one rule in 
policy, or in the standards that are established, that would be appli- 
cable to the entire country, because it puts the Bureau in a very difficult 

sition to be dealing with a situation in one area of the country and 
in another area of the country with different guideposts to follow. 

Mr. Aanpanu. We have done the best we can 

Senator Case. I think you have. 

Mr. Aanpan. To standardize the procedure that is used. 

Senator Casr. I think you are to be commended for standardizing 
these limitations, and in doing something about it. I think Congress 
may have been deficient in giving you the proper signposts or stand- 
ards of evaluation from the standpoint of a national policy. 

Mr. Aanpanw. Yes; and in our cost allocation policy, we have spe- 
cifically made provision to recognize each specific direction that has 
been made by the Congress. 

Senator Casr. Mr. Chairman, I would like to suggest that instead 
of having a hearing tomorrow, although I have no objection to having 
the hearing tomorrow, other than that I am not sure that I am going 
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to be able to attend—but that is not an objection—I should like to see 
the Secretary’s statement placed in the record. 

[| should like to see the staff make the studies that have been indi- 
cated, and I wonder if we couldn't, pending an opportunity for us 
to get into this a little bit, defer the hearing for a while. 

Senator Kerr. Senator, we have here before us, approximately 50 
witnesses who come from many parts of the country. I think your 
suggestion that the departments defer the effectiveness of these sched- 
ules until the Congress has had an opportunity to review this whole 
matter, including the President’s suggestions on water policies, is very 
apt. I would be most happy if the Secretary could tell us either now, 
tomorrow, or the next day, that they would be willing to do that. 

Senator Case. I would make it easier for them than that. I wouldn't 
want them to take this as a postponement. I would like to see this 
subcommittee recommend to the full committee either a resolution of 
the committee or a letter to go to the Department, in which they were 
assured that this committee proposed to undertake this study looking 
toward possible legislation. 

Senator Kerr. That is the purpose, and we have represented here 
the Interior Committee of the Senate. They are jointly interested 
in this with us, and the subcommittees of both committees of the 
House. 

Senator Case. I think if any letter or resolution were to go to 
the departments, that they should be given some assurance that this 
is not merely a delaying tactic, but it is for the opportunity of a con- 
structive study of the subject, and that we should give them some 
indication as to what time in which we might think that we could 
consider legislation, that is, that the committee could give further 
consideration to it, and that in the meantime we should invite their 
suggestions as well as the other agencies related for incorporation 
of those recommendations as standards. 

Senator Kerr. I would hope, in view of the fact that the four com- 
mittees have asked these witnesses to be here—— 

Senator Casr. Certainly these people come from a distance. They 
ought to have an opportunity to be heard while they are here. 

Senator Hruska. If that is true, however, wouldn’t it be well . 
get a completion of the testimony by the Secretary at this point, s 
that this aspect of the hearings at least will be complete in itself 

Senator Cass. I have no objection. 

Senator Hruska. I would be very reluctant to have the Secretary 
testify as to a portion of his story and then have the entire story told 
on the other side and not have it well balanced. 

Senator Casr. If my suggestion would be open to that interpre- 
tation, I certainly would want to withdraw that. 

Senator Hruska. I know you did not have that in mind. I do 
think the Secretary should be allowed to complete his statement. 

Senator Kerr. I suggest that he come back at 9:30 in the morning 
and be allowed to complete his statement without interruption at 
the end of which time we could ask him questions up to the time of 
his required departure. 

It is my thought now that we will probably go over into Wednes- 
day and Thursday to complete the testimony of the witnesses that are 
here. If that is agreeable to the members here, both of this commit- 
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tee and of the others represented, then we will recess until 9:30 in 
the morning, at which time the Secretary will be permitted to finish 
his statement, and then such questions as he can answer prior to the 
time of his necessary departure he will answer, and if there are 
others, Mr. Secretary, we will ask you to come back when you return. 

Mr. AanpauL. I appreciate that courtesy. 

Senator Kerr. We will recess until 9:30 tomorrow morning. 

(Thereupon, at 1:50 p. m., the hearing in the above-entitled mat- 
ter was adjourned, to reconvene at 9:30 a. m., Tuesday, February 
28, 1956.) 












POWER RATES—SOUTHWESTERN POWER 
ADMINISTRATION 


TUESDAY, FEBRUARY 28, 1956 
















Untrep StTates SENATE, 
ComM™MITTEE ON Pusiic Works, 
SUBCOMMITTEE ON FLoop Conrrot—Rivers AnD HArgors, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 9:30 a. m., in 
room 412, Senate Office Building, the Honorable Robert S. Kerr 
(chairman of the subcommittee), presiding. 

Present : Senators Kerr, Neuberger, Bush, and Hruska. 

Also present: Senator Fulbright, and Congressmen Albert, Budge, 
Edmondson, Hull, and Jones (of Alabama). Staff members: John 
LL. Mutz, T. W. Sneed, Eloise Porter, and Frances Clark. 

Senator Kerr. Will you continue, Mr. Secretary / 





STATEMENT OF HON. FRED G. AANDAHL, ASSISTANT SECRETARY 
FOR WATER AND POWER DEVELOPMENT, DEPARTMENT OF THE 
INTERIOR, ACCOMPANIED BY KNOLAND J. PLUCKNETT, ELEC- 
TRICAL ENGINEER, AND JAMES C. BRADLEY, ENGINEERING 

ASSISTANT—Continued 






















Mr. AanpAauu. Before I continue, I would like to comment on a 
statement made yesterday. It was called to my attention that you 
asked me if the cost allocation study that we had in the revised rate 
is a final determination of the cost allocation. 1 don’t believe I cor- 
rectly understood your question because it is reported that I answered 
“Yes,” that it was final. It may be subject to some further minor 
adjustments. I want to correct my answer to that effect. 

Senator Kerr. I believe I also asked you if the figures that you gave 
us, with reference to these percentages, were the current formula and 
current test, and the current standard, and you said “Yes.” 

i Mr. AanpaHL. I said that the percentages that we gave you were 

the result of the application of the formula to the particular circum- 

stances that prevailed in the southwestern area. 

In my answer there I was trying to avoid the statement which would 
have been incorrect, that the percentage was a standard percentage 
that would have general application. 

Senator Kerr. I take it that the formula is what you are trying to 
tell us will have general application, and that the percentage is the 
result of the formula ? 

Mr. AanpauL. That is correct. 

Senator Kerr. Rather than vice versa ? 

Mr. Aanpauu. That is correct. 


ae Se ss 
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Senator Kerr. I would be quite surprised and really grieved if I 
thought that the percentage was something sacred to you, and 
that—— 

Mr. Aanpaunt. It is not. 

Senator Kerr. That you had fixed a percentage in your mind and 
then developed a formula to justify it. That isn’t the situation, is it! 

Mr. AanpbAuL. No, not at all. I think my testimony in that respect 
was correct yesterday, but you asked if these particular figures that 
we had on allocations in the Southwest were a final allocation. If I 
answered “Yes,” I made a mistake in that answer. 

Senator Kerr. Then the record should show that those figures with 
reference to these projects are still under study and that there will be 
some modification of them ? 

Mr. Aanpant. Yes. Table Rock, you might say, is in the early 
stages of construction, and there are going to be some additional units 
put in at Bull Shoals. They will have modifying effects. And then 
there may be some operational changes later on that would have some 
effect. I didn’t want to leave the statement that there was finality to 
these cost allocation figures. 

Senator Kerr. I thank you, Mr. Secretary. 

Mr. AanpAaHL. Now, to go back to my prepared statement, I believe 
we were about one-third down on page 3. I will pick up at that point. 
Where I ended the reading vestenslay, my statement called attention to 
the fact that the Federal Power Commission had approved the rate 
schedule A as an interim rate schedule for a aoaue not to exceed 
6 years. 

The Federal Power Commission has contirmed and approved amend- 
ments to rate schedule A as follows: (1) Order dated August 15, 1947 
(docket No. IT-5971), and (2) Order dated January 10, 1951 (docket 
No. I'T-5971). 

I might say that those modifications are operational and are not 
important to the purpose of this hearing. 

Senator Kerr. As far as rates are concerned ¢ 

Mr. Aanpanu. Yes. It is not important to this hearing. 

In addition, SPA has several active contracts with special conditions, 
rates, and charges that have been confirmed and approved by Federal 
Power Commission. These are as follows: 

(1) Texas Power & Light Co. contract: Agreement for the sale 
and/or exchange of electric power and energy between the United 
States and the Texas Power & Light Co., dated April 4, 1947, contract 
No. Ispa 177. Rates and compensation contained in this agreement 
were originally confirmed and approved by the Federal Power Com- 
mission on July 7, 1947, Docket No. IT-6056, for a period to extend 
concurrently with the approval of rate schedule A, but in no event 
beyond February 13, 1953. 

(2) Southwestern Gas & Electric Co. contract: Agreement for the 
sale and exchange of electric power and energy between the United 
States and the Southwestern Gas & Electric Co. dated December 27, 
1950, contract No. Ispa 396. Rates and compensation contained in 
this agreement were originally confirmed and approved by the Federal 
Power Commission on February 14, 1951, docket No. E-6340, for a 
period not extending beyond February 13, 1953. 

I might say that the prime importance of listing these here is to 
indicate that all of our rate schedules were approved for a period not 
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extending beyond February 13, and we have been expected to file 
revised rate schedules for approval by the Federal Power Commission 
since that date but. have been asking for extensions to get later infor- 
mation, 

Senator Kerr. That is all of them except the one with the aluminum 
> company ? 

Mr. Aanpant. That is correct. 

(3) The Oklahoma Gas & Electric Co. and Public Service Com- 
seal of Oklahoma contract: Agreement for the sale and/or exchange 
of electric power and energy between the United States and the Okla- 
homa companies dated July 18, 1950, contract No. Ispa 356. Rates 
and compensation contained in this agreement were originally con- 
firmed and approved by the Federal Power Commission on February 
7, 1951, docket No. E-6337, for a period not extending beyond Febru- 
ary 13, 1953. 

(4) Arkansas Power & Light Co.-Reynolds Metals Co. contract: 
Agreement for the sale of electric power and energy between the 
United States and the Arkansas Power & Light Co. “dated Janu: ary 
29, 1952 (contract No. Ispa 514. The company, in turn, has an 
agreement to deliver power and energy to the Reynolds Metals Co. for 
production of aluminum. Rates for sale of power and energy con- 
tained in this agreement were originally confirmed and approved by 
the Federal Power Commission on April 23, 1952, Docket No. E-6407, 
and amended on April 28, 1952. The approval of rates and charges 
was made for the 30-year ‘period of the contract with a 5-year review 
of the rate level within the limits specified in a supplemental agreement 
dated April 25, 1952, to the contract. 

Senator Kerr. That supplemental agreement you are furnishing to 
the reporter for the record ¢ 

(The contracts and supplemental agreements follow :) 





AGREEMENT FOR THE SALE OF ELECTRIC POWER AND ENERGY BE- 
TWEEN THE UNITED STATES OF AMERICA AND ARKANSAS POWER 
& LIGHT CO. AND REYNOLDS METALS Co. 


























This Agreement, made and entered into as of the 29th day of January, 1952, 
by and between the UNITED STATES OF AMERICA, represented by the Secretary of 
the Interior (hereinafter referred to as “the Government”), ARKANSAS Power & 
Licht CoMPANY, an Arkansas Corporation (hereinafter referred to as “the Power 
Company”), and REYNOLDS METALS CoMPANY, a Delaware Corporation (herein- 
after referred to as “Reynolds”’), 

WITNESSETH, That 

Whereas Reynolds is now engaged in the production of metallic aluminum, 
aluminum products, and related materials essential to the defense effort and 
important to the peacetime economy of the United States : and 

Whereas the State of Arkansas has substantial quantities of undeveloped baux- 

a ite deposits needed in the production of aluminum ; and 

: Whereas Reynolds proposes to construct additional facilities in the State of 

Arkansas for the production of aluminum now urgently needed for the defense 

of the United States; and 

Whereas Reynolds is not engaged in the business of producing the large 
quantities of electric power and energy required by such additional facilities ; and 
Whereas the Power Company has fuel-powered electric-generating facilities 
available to generate the required electric energy during “off peak” hours; and 
Whereas by December 1952, the Government will have hydroelectric generating 
capacity available from reservoir projects under the control of the Department 
of the Army in the southwestern area sufficient to generate the additional 
electric power and energy required during “peak hours”; and 
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Whereas pursuant to the order of the Secretary of the Interior, the South 
western Power Administration, as marketing agent for the electric power and 
energy generated at such projects in the southwestern area, will be able to 
deliver such power and energy to the Power Company; and 

Whereas the rates to be charged for the power and energy proposed to be 
delivered by the Government hereunder from such hydroelectric sources make it 
economically feasible for the Power Company to render the electric service 
proposed hereunder to Reynolds and full allowance has been made for the 
availability of such hydroelectric power and energy from the Government in 
calculating the rates proposed to be charged Reynolds hereunder; and 

Whereas the Power Company has, or will have, adequate electrical facilities to 
receive such power and energy from the Government, which, combined with 
power and energy generated by the fuel-powered electric-generating facilities of 
the Power Company, will enable the Power Company to supply Reynolds’ needs 
for power and energy at such aluminum production plant; and 

Whereas the Government and the Power Company are desirous of pooling 
certain of their electric power producing resources as an aid to the national 
defense and to the economic development of the Southwest with particular 
reference to the production of critically needed aluminum; and 

Whereas the electric generating and transmission facilities of the Govern- 
ment, the electric generating and transmission facilities of the Power Company, 
and the electric facilities of Reynolds can, and should be, coordinated in order 
to further such aids to the defense effort and the economic development of the 
Southwest; and 

Whereas Reynolds is willing to receive and utilize such combination of elee- 
tric power and energy for the production of aluminum, aluminum products and 
related materials, and to pay therefor upon the terms and conditions hereinafter 
set forth; 

Now, therefore, in consideration of the premises and of the mutual covenants 


and agreements herein contained, the parties hereto contract and agree as 
follows: 


ARTICLE I. ELEcTrRIc SERVICE BY THE GOVERNMENT TO THE POWER COMPANY 


1.01——-SCOPE OF ARTICLE I 


All sections of this Article I shall apply only to the obligations and agree- 


ments between the Government and the Power Company, except where expressly 
stated to the contrary. 


1.02—SALE AND DELIVERY OF POWER AND ENERGY 


The Government shall sell and deliver to the Power Company, and the 
Power Company shall receive and pay for, on the terms and conditions and in 
the manner hereinafter set forth in this Article I, 150,000 kw. and 30,000,000 
kwh. per month, which, in conjunction with the fuel-generated electric power 
and energy to be sold and delivered by the Power Company to Reynolds, pursuant 
to Article IT hereof, will enable the Power Company to fulfill its obligations in 
making firm electric power and energy available to Reynolds at its new aluminum 
plant in the amounts, and in the manner, provided for in such Article IT. 


1.03. VARIATIONS IN DELIVERY OF ENERGY 


It is recognized by the parties hereto that the taking by the Power Com- 
pany of exactly 30,000,000 kwh, per month may, from time to time or at any 
time, be impractical or impose an undue hardship on the Power Company. 
For this reason it is agreed that the scheduled delivery and receipt of electric 
energy, pursuant to Section 1.02 hereof, may vary from a minimum of 22,500,000 
kwh. per month to a maximum of 37,500,000 kwh, per month, except as provided 
in Section 1.04 hereof and subject to the following conditions: 

(a) Such departures from 30,000,000 kwh. per month may be made by 
the Power Company’s scheduling a greater or lesser amount of hours per 
month of the use of 150,000 kilowatts of demand contracted for; and 

(b) Such departures from 30,000,000 kwh. per month shall be permitted 
only when, in the sole judgment of the Government, such departures will 
not unduly affect the operation of any of the reservoir projects from which 


the Government derives the electric power and energy delivered pursuant 
to this Article I; and 
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(c) The monthly departures from 30,000,000 kwh. shall be considered as 
energy credits and debits which shall be adjusted through subsequent 
scheduled deliveries and receipts of electric energy ; and 

(d) At no time during the effective term of this Agreement shal! the 
Power Company accumulate a net credit or net debit of electric energy in an 
amount in excess of 60,000,000 kwh. ; and 

(e) Whenever the quantities of energy credited to the Power Company 
under the provisions of this Section are determined by the Government to 
be such as to cause or risk the spillage or wastage of water from any of the 
reservoir projects from which the Government derives the electric power 
and energy delivered pursuant to this Article I, the Government shall notify 
the Power Company, 28 many days or hours in advance of such anticipated 
spillage or wastage as may be practicable. The kilowatt-hour equivalent 
of the water so spilt or wasted, plus the kilowatt-hours which the Power 
Company may then draw down, without regard to any maximum rate but 
without impairment of service to the customers of the Government, shall be 
charged against such quantities of energy then credited to the Power 
Company until such energy credit has been reduced to zero or until notified 
by the Government that the risk of spillage or wastage of water no longer 
exists, whichever occurs first. 

(f) On or before the 15th day of each month the Government shall render 
to the Power Company a monthly statement showing the net credit or net 
debit of kilowatt hours accumulated pursuant to this Section as of the end 
of the preceding calendar month ; and 

(g) Prior to the end of the term of this Agreement, or prior to the end 
of any shortened term thereof by reason of Cancellation, the Power Company 
shall adjust its schedules, within the maximum and minimum limits estab 
lished above in this section, so that the average delivery and receipt of such 
electric energy, during the effective term of this Agreement, shall have been 
30,000,000 kwh. per month ; and 

(h) The Power Company shall compensate the Government for 30,000,000 
kwh. per month, as provided in Section 1.05 hereof, regardless of the actual 
umount of such electric energy taken per month, pursuant to Section 1.02 
hereof, within the limits established above in this Section 


1.04 SALE AND DELIVERY OF SECONDARY ENERGY 


It is recognized by the Parties hereto that the Government, from time to time 
or at any time, except during periods of adverse water conditions, will have 
available secondary electric energy from those reservoir projects under the 
control of the Department of the Army which are integrated with each other 
through the “Denison-Norfork Transmission Line” of the Government. 

When the Government, in its sole judgment, and in good faith, determines that 
such secondary electric energy is, or will be, available, in excess of the sum of its 
present commitment to Texas Power & Light Company, under the agreement 
between the Government and the Texas Power & Light Company, dated April 
4, 1947, plus such amounts thereof as the Government may require, from time 
to time or at any time, to fulfill its contractual obligations to deliver firm electric 
power and energy (other than secondary electric energy), the Government shall, 
irrespective of any other commitment of the Government for secondary electric 
energy, advise the Power Company of the amount of such energy available up 
to a maximum of 25,000,000 kwh. per month. The Power Company shal! have 
the right to take and receive all or any part of such energy, for the purpose of 
performing its obligations under Article II hereof, up to such 25,000,000 kwh., 
subject to the following conditions : 

(a) At no time shall the Government be required. to deliver secondary 
energy pursuant to this Section at a rate greater than the capacity of the 
electric generation and transmission facilities which are availble for such 
deliveries, and in no event shall the Government be required to deliver 
energy under any provision or provisions of this Article I at a rate in excess 
of 150,000 kilowatts, except as provided in Section 1.03 (e) hereof; and 

(b) Whenever the Power Company is taking and receiving secondary 
energy pursuant to this Section, it shall. schedule or modify its schedule 
for delivery of power and energy, pursuant to Sections 1.02 and 1.03 hereof, 
so as to take and recieve such power and energy at a minimum rate of 
30,000,000 kwh. per month for the period during which secondary energy 
is being taken under this Section. 
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1.05—RATES AND COMPENSATION FOR SALE AND DELIVERY OF POWER AND 
ENERGY BY THE GOVERN MENT 
(A) Base Rates 


The Power Company shall compensate the Government for the sale and delivery 
of electric power and energy, pursuant to Section 1.02 hereof, at the following 
base rates: 

(1) First 10 years.—During the first ten (10) years of service hereunder, 
the base rates shall be 6 mills per kilowatt-hour for the first 22,000,000 kwh 
during each month and 3 mills per kilowatt-hour for the remaining 8,000,000 
kwh. during each month. 

(2) Second 10 years.—During the second ten (10) years of service here- 
under, the base rates shall be 6.30 mills per kilowatt-hour for the first 
22,000,000 kwh. during each month and 3.15 mills per kilowatt-hour for the 
remaining 8,000,000 kwh. during each month. 

(3) Last 10 years.—During the last ten (10) years of service hereunder, 
the base rates shall be 6.615 mills per kilowatt-hour for the first 22,000,000 
kwh. during each month and 3.3075 mills per kilowatt-hour for the remain- 
ing 8,000,000 kwh. during each month. 


(B) Rate Adjustment 


In the event the Power Company sells and delivers during any month less than 
30,000,000 kwh. to Reynolds, pursuant to Article II hereof, and thus has avail- 
able for its own uses the difference between 30,000,000 kwh. and the amount of 
energy actually delivered to Reynolds, the Power Company shall pay to the Govy- 
ernment an additional one (1) mill per kilowatt-hour for each such kilowatt- 
hour thus made available to it for its own uses up to a maximum amount of 
$15,000 per month. However, if the Power Company during any calendar year 
delivers 360,000,000 kwh. or more to Reynolds, the rate set forth in paragraph 
(A) of this Section shall be applied, as provided in Section 1.08 (B) hereof, 
regardless of any variations in the amount of power and energy sold and delivered 
to Reynolds, pursuant to Article II hereof, in the individual months of such year; 
Provided, however, That during the time intervals (a) between the commence- 
ment of service under this Agreement and midnight of the following 31st day of 
December and (b) between the first day of the calendar year in which this Agree- 
ment expires or is terminated and the date of such expiration or termination 


the rate adjustment in this paragraph (B) shall be based on the proration of 
said 360,000,000 kwh. 


1.06—RATES AND COMPENSATION FOR SALE AND DELIVERY OF SECONDARY 
ENERGY BY THE GOVERN MENT 


During the thirty (30) year term of this Agreement, the Power Company shall 
compensate the Government for the sale and delivery of secondary electric energy, 
pursuant to Section 1.04 hereof, at the following rates: 

Mills per 


kilowatt-hour 
First 5 years 1. 25 


Next 10 years . 50 
Next 5 years 15 
Last 10 years . 00 


1.07—SCHEDULING. OF DELIVERIES 


All electric energy delivered to the Power Company by the Government, pur- 
suant to Section 1.02 hereof, shall be delivered in accordance with monthly 
schedules provided by the Power Company, in writing, on or before the 20th 
day of each month for the succeeding calendar month, which schedules shall 
show by hours and days the amounts of such power and energy to be delivered 
by the Government. From time to time or at any time such schedules may be 
modified, verbally or in writing, when such modifications are urgently needed 
by the Power Company and when, in the sole judgment of the Government, such 
modifications will not place an undue burden on the system of the Government 
or interfere with service to its customers. Any verbal modification of such 
schedules shall be confirmed in writing as soon as practicable. 

When the Government anticipates that it will have available secondary 
electric energy, under the provisions of Section 1.04 hereof, it shall so inform 
the Power Company as many days in advance of such availability as may be 
practicable, and the Government shall also inform the Power Company as many 
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davs, or hours, in advance of the expected discontinuance of deliveries of such 
secondary energy as may be practicable. All such secondary energy which the 
Power Company desires to purchase from the Government shall be delivered 
hy the Government in accordance with the provisions of, and as limited by, 
Section 1.04 hereof. The scheduling of such deliveries shall be agreed upon 
by the Government and the Power Company at the time of each such avail- 
ability. All notices and schedules required by the provisions of this paragraph 
may be verbal or written, but if verbal shall be confirmed in writing as soon 
as may be practicable. 
1.08—BILLING 
(A) Rendering of Bills 


The Government shall prepare and mail to the Power Company on or before 
the last day of each month, a monthly statement of billing for the preceding 
calendar month which shall set forth, with the necessary detailed calculations: 
(1) The electric power and energy sold and/or delivered by the Government to 
the Power Company during such month pursuant to Section 1.02 and 1.04 hereof, 
and (2) the compensation due the Government from the Power Company. 


(B) Computation of Bills 


The Power Company shall prepare and mail to the Government, on or before 
the tenth (10th) day of each month, a statement showing the number of 
kilowatt-hours it sold and delivered to Reynolds, pursuant to Article Il hereof, 
during the preceding calendar month. In the event that (1) such statement 
shows that the Power Company during such preceding month delivered 30,000,000 
kwh. or more to Reynolds, the Government’s bill for such month shall be com- 
puted in accordance with the rates set forth in Section 1.05 (A) hereof, or 
(2) such statement shows that the Power Company during such preceding 
month delivered less than 30,000,000 kwh. to Reynolds, the Government’s bill 
for such month shall be computed in accordance with the rates set forth in 
Section 1.05 (B) hereof; Provided, however, That in the event the Power Com- 
pany delivers to Reynolds in any calendar year 360,000,000 kwh, or more, the 
rate schedules in Section 1.05 (A) hereof shall apply throughout that year, 
and the rate adjustment of one (1) mill per kilowatt-hour set forth in Section 
1.05 (B) hereof, which may have been used in the computation of bills for any 
month or months of such year, shall be credited to the Power Company by the 
Government on the bill for the first month in which the accumulated deliveries 
shall have totalled 360,000,000 kwh. or more for such calendar year. 

(C) Payment of Bills 

The Power Company shall, within thirty (30) days after the date of mailing 
each such monthly statement of billing, pay to the Government the amount of 
money set forth therein, provided that if the 30th day be a Sunday or a holiday, 


the following business day shall become the due date. Failure to receive a bill 
shall not release the Power Company from liability for payment. 


(D) Adjustment of Bills 


(1) In the event the Government is unable to deliver all or any part of the 
power and energy contracted for in section 1.02 hereof, for any reason, the com- 
pensation to the Government for the month or months so affected shall be 
adjusted on the basis of a fair and equitable proration. 

(2) In the event the Power Company is unable to take and receive the amounts 
of power and energy contracted for under Section 1.02 hereof, for the reasons set 
forth in Section 1.12 hereof, the compensation payable to the Government shall 
be computed as though such interruption or interruptions had not occurred. 

(3) In the event that initiation of service, termination, or suspension of service, 
shall occur other than on the first or last day of a calendar month, the bill for 
such month shall be prorated. 


1.09——-SUSPENSION OF SERVICE 


In the event the Power Company fails to pay, on or before thirty (30) days 
after the date of mailing, any bill that may be rendered hereunder, except any 
bill the amount of which is disputed in good faith by the Power Company, the 
Government shall be entitled to discontinue the delivery of electric power and 
energy thereafter, upon giving ninety (90) days’ prior written notice to the 
lower Company of its intention to do so, unless such payment is made before the 
discontinuance of such delivery. Discontinuance of service as herein provided 
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shall not release the Power Company from its liability for the agreed payment 
each month during the period of time service is discontinued, and such discontinu- 
ance of service shall not release the Power Company from providing the electric 
service to Reynolds as provided in Article II hereof. 


1.10 —EFFECTIVE DATE AND TERM 

(A) Effective Date 

This Agreement shall become effective upon the execution hereof by the Govern- 
inent, the Power Company, and Reynolds. Service and charges for electric power 
and energy under Articles I and II shall begin at the earliest date upon which 
the Government, the Power Company, and Reynolds are prepared to commence 
delivery and/or receipt of service hereunder. Reynolds, the Government, and the 
lower Company shall use due diligence to prepare for delivery and receipt of 
service hereunder within the shortest reasonable period of time. If any of such 
parties are unable to deliver and/or receive service hereunder by January 1, 1954, 
this Agreement, ipso facto, shall terminate and have no further force nor effect: 
Provided, That if such failure to be able to deliver and/or receive service is due 
to any cause or causes beyond the control of the Government, the Power Company 
or Reynolds, including, but not limited to, delays occasioned by: (1) construction 
schedules of the Department of the Army; (2) procurement of materials and 
equipment or priorities therefor; or (3) failure to receive required authorizations 
from Federal agencies, the date of commencement of service under this Agree- 
ment shall be extended by a period of time equivalent to such period of delay 
but in no event later than January 1, 1955, at which time, if service and charges 
have not commenced hereunder, this Agreement, ipso facto, shall terminate and 
have no further force nor effect. 
(B) Term 

This Agreement shall continue in force and effect for a period of thirty (30) 
years after the commencement of service as provided in subsection (A) above 
unless sooner terminated under the provisions of this Agreement: Provided, 
That the obligations of the Government and the Power Company under Article I 
are expressly contingent and conditioned upon the consummation of agreements 
by Reynolds with its financing sources and with the General Services Adminis- 
tration, pursuant to Sections 2.17 and 2.18, within twelve (12) months after 
the date of execution of this Agreement, and if Reynolds does not consummate 
both such agreements within such twelve (12) month period, this Agreement 
ipso facto shall terminate and shall have no further force nor effect. 


1.11—SERVICE TO POWER COMPANY AFTER TERMINATION 


In the event that this Agreement or either Article hereof is terminated by the 
Government, the Power Company, or Reynolds pursuant to, or by reason of 
default under, any of the provisions of Article II, the rights and obligations of 
the Government and the Power Company under Article I with respect to the 
sale, delivery, and receipt of 150,000 kilowatts and 30,000,000 kilowatt-hours per 
month as provided in Section 1.02 hereof shall continue in force and effect, with- 
out regard to the ultimate use of such power and energy, for the period of time 
required by the Power Company to procure or construct 40,000 kilowatts of addi- 
tional power capacity, except that such period shall not be less than two (2) 
years, nor more than five (5) years, after the effective date of such termination. 

The rate in effect under Section 1.05 hereof, at the time of any notification of 
termination of this Agreement, shall remain in effect for one (1) year after the 
date of such notification. At such time the then applicable rate of the South- 
western Power Administration for the type of service provided for in Section 
1.02 hereof, if it has been approved and/or confirmed as required by the laws 
of the United States, or, in the absence of such a rate, a rate agreed upon by the 
Power Company and the Government, if it has been so approved and/or con- 
firmed, shall then apply and remain in effect within the time limits set forth 
above in this Section. Nothing contained herein, however, shall extend the term 
of this Agreement beyond a total of thirty (30) years after the date when service 
commences hereunder. 

1.12—CONTINUITY OF SERVICE 


The electric power and energy to be sold and delivered by the Government 
to the Power Company, pursuant to Section 1.02 hereof, shall be made available 
continuously and taken as scheduled by the Power Company pursuant to Sec- 
tions 1.03 and 1.07 hereof, except for temporary interruptions or reductions 
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vhich, in the opinion of the party owning or operating the facilities in which 
such interruptions or reductions occur, may be required in conformity with 
ood operating practices for purposes of maintenance, repairs, replacements, 
nstallation of equipment, investigations, and inspections, other than those made 
necessary by interruptions, or reductions due to force majeure: Provided, That, 
except in case of emergency, such party causing such interruptions or reductions 
shall give the other party reasonable advance notice of such temporary interrup- 
ons or reductions, and will make such installations, investigations, and inspec- 
tions, and perform such maintenance, repairs, or replacements with diligence 
and in accordance with a schedule coordinated with the maintenance, repair, 
p ind replacement schedule of the other party, of which each party hereto shall 
have reasonable notice, so as to cause the least inconvenience to both parties 
hereto. Such interruptions or reductions in service shall not constitute a breach 
of this Agreement on the part of either party, and neither party shall be liable 

to the other for damages resulting therefrom. 
Both parties hereto shall exercise due diligence, reasonable care, and fore 
sight in order to maintain continuity of service in delivery and receipt of power 
and energy as provided for in this Agreement. 

















1.13—-FORCE MAJEURE 






Neither party hereto shall be considered to be in default in respect to any 
e obligation, including the obligation to receive service and pay therefor, here 
under if prevented from fulfilling such obligation by reason of Force Majeure. 
For the purpose of this Article I, the term “Force majeure” means any cause or 







i: causes beyond the control of the party affected, including, but not limited to, 
i Acts of God or the public enemy, failure of the affected party's facilities, stream 
A flows less than the lowest simultaneous flows of record into reservoirs from 
# which hydroelectric power and energy referred to herein is produced, flood, 





earthquake, storm, lightning, fire, epidemic, war, embargoes, riot, civil dis 
turbance, strikes, picketing, lockouts or other labor disputes or disturbances, 
sabotage, or restraint or prevention of performance of this Agreement in accord- 
ance with its terms by the lawful action of any court, reculatory body (having 
jurisdiction over the party affected), or defense agency, which by exercise of 
due diligence and foresight, the party affected could not reasonably have been 
expected to avoid. 
i Either party rendered unable to fulfill any obligation by reason of force 
majeure shall exercise due diligence to remove such inability with all reasonable 

dispatch. 

It is recognized that the Government is obligated to schedule the production 

5 of power and energy from its hydroelectric resources in order to meet its obliga- 
tions to its customers. It is further recognized that the obligation of the Govern- 
ment hereunder is based upon the theory that firm energy of its hydroelectric 
faciilties is the maximum number of kilowatt-hours that could have been 
produced in the reservoir projects under control of the Department of the Army 
which are integrated with each other through the Denison-Norfolk transmission 
line of the Government, during every month of the entire period of streamflow 
records of the affected streams, having due regard to: 

(1) the lowest recorded simultaneous streamflows of said streams, 

(2) the normal use of the storage capacity of said projects, and 

(3) the utilization of said projects for flood-control and other authorized 

purposes as directed by the Secretary of the Army. 

In the event Government is unable to meet its obligations to all its customers 
because of insufficient water supply due to rainfall and runoff conditions, the 
ri Government will allocate the available supply of power and energy to each of 
its customers in the proportion that its power demands bear to the total power 
demands of all customers of the Government. 































1.14—POINTS OF DELIVERY 





P The Points of Delivery shall be at, or near, the Norfork and Bull Shoals, 
Arkansas, generating stations of the Department of the Army, and/or such other 
point or points of delivery as may hereafter be agreed on by the parties hereto. 









1.15—-METERING 









The electric power and energy delivered by the Government to the Power 
Company shall be metered: (a) at the Points of Delivery of such elect rical power 
and energy, and (b) at the nominal voltage of 154,000 volts, or adjusted thereto. 
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1.16——-CH ARACTER OF SERVICE 


The electrical power and energy delivered hereunder shall be three-phase alter- 
nating current, at a frequency of approximately 60 cycles per second, and at the 
nominal delivery voltage of 154,000 volts with an allowable variation of five (5) 
percent above or below the nominal voltage. 


1.17—-POWER FACTOR 


The Power Company shall take power and energy at the points of delivery 
from the Government at such power factor as will best serve the Power Com- 
pany’s system at such points of delivery from time to time: Provided, That the 
Power Company shall not impose a power factor on the system of the Govern- 
ment which results in overloading or impairing such system, or unreasonably 
interferes with delivery of power and energy to the Power Company and/or other 
customers of the Government. 


1.18—-POWER FACTOR CORRECTION 


It is agreed that, if the Power Factor imposed on the system of the Govern- 
ment by the Power Company is such as to overload facilities connected to the 
Government system or impair service to any of its customers, the Government 
Inay open, or cause to be opened, such switches as may be necessary to eliminate 
such overloading of facilities or impairment of service. 


1.19—-FACILITIES TO BE FURNISHED BY THE GOVERN MENT 


The Government shall furnish, install, operate, and maintain, or cause to be 
furnished, installed, operated, and maintained, such facilities and equipment, 
including metering equipment as reasonably may be necessary : 

(a) To enable the Government to deliver and measure the electric power 
and energy which the Government is required to deliver to the Power Com- 
pany at the points of delivery provided for herein ; and 

(b) To assure reasonable protection to the lines and equipment of the 
Power Company. 

The plan or plans for the protection of the Power Company’s lines and equip 
ment must be submitted to and approved by the Power Company before such 
protective equipment is installed. 


1.20—-FACILITIES TO BE FURNISHED BY THE POWER COMPANY 


The Power Company shall furnish, install, operate, and maintain such facil- 
ities and equipment as reasonably may be necessary (and such metering and 
check metering equipment as it may desire) to enable it to take and receive the 
electric power and energy which the Government is obligated to deliver to the 
Power Company under this Article I, and to assure reasonable protection to the 
generating and transmission facilities and equipment of the Department of the 
Army, the Government, and/or the Government’s other customers. The plan or 
plans for such protection must be submitted to and approved by the Government 
before such protective equipment is installed. 


1.21—CARRIER CURRENT AND COMMUNICATION FACILITIES 


Each party shall install, operate, and maintain on its respective facilities: 
(a) such equipment as may be required to afford a carrier current or other com- 
munication system which will provide a direct communication between the 
Power Company’s dispatching office and the Government’s dispatching office, and 
(b) such carrier current or other equipment as may be required for telemetering 
to their respective dispatching offices the amount of deliveries of electric power 
and energy between Government and the Company. 


1.22—-METER READINGS AND ADJUSTMENTS 


Each meter and check meter installed or used pursuant to the terms of this 
Article I shall, by comparison with accurate standards, be tested by and at the 
expense of the owner in the presence of representatives of the other party hereto 
at intervals of not to exceed six (6) months. If a meter shall be found incorrect 
or inaccurate, it shall be restored to an accurate condition or a new meter substi- 
tuted by the owner thereof. A meter shall be considered inaccurate if found 
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to deviate from an accurate standard meter in excess of one-half of one (0.5) 
percent when tested at one hundred (100) percent of load, or one (1.0) percent 
when tested at ten (10) percent of load. 

Both the Government and the Power Company shall have the right to request 
ind have a special meter test made at any time. If any special meter test dis- 
closes the questioned meter to be registering correctly, then the party who re- 
quested such special meter test shall bear the expense thereof. Otherwise the 
expense of such test shall be borne by the owner of such meter. 

Results of all such tests and calibrations shall be open for inspection by both 
the Government and the Power Company, and a report of every test shall be 
furnished promptly by the party making it to the other party. Any meter tested 
and found to be within two (2) percent accurate, but of greater deviation from 
aun accurate standard meter than that specified in the first paragraph of this 
Section, shall be calibrated but no correction in billing shall be made. If as a 
result of any test any meter is found to register in excess of two (2) percent 
either above or below normal accuracy, then the readings of such meter previ. 
ously taken shall be corrected according to the percentage of inaccuracy so found, 
and previous recordings, and if necessary previous billings, shall be revised to 
reflect corrected readings, but no such correction or revision shall extend beyond 
ninety (90) days previous to the date on which the inaccuracy may be determined 
to have existed. 

For any period that a meter is found to have failed to register, readings of 
check meters, if installed and found to have normal accuracy, shall be used for 
such period of failure. In case meters and check meters, if installed, fail to 
register at the same time, the electric energy delivered during such period shall 
be determined in the best manner possible to be agreed upon by the parties 
hereto. 

All meters and check meters installed or used, pursuant to the terms of this 
Article I, shall be read by the owner thereof, and, at the election of the other 
party, may be simultaneously checked by representatives of such other party, 
regularly on the last day of each calendar month, except when prevented by a 
holiday or Sunday, or other cause, in which event the reading will be made on 
the following day or as early thereafter as possible. 


1.23——CONSTRUCTION STANDARDS 


The Power Company agrees that it will construct, maintain, and operate its 
facilities used in receiving power and energy hereunder in accordance with ac- 
cepted standards at least equal to those provided by the National Electrical 
Safety Code of the U. S. Bureau of Standards. 


1.24—RIGHT OF ACCESS 


Each party shall give or seek to obtain all necessary permission to the other 
to enable its representatives to carry out this Article I, and shall give the other 
the right, by duly authorized representatives, to enter the premises of the party 
owning or operating same at all reasonable times for the purpose of reading or 
checking meters, or inspecting, testing, repairing, renewing, or exchanging any 
or all of its equipment which may be located on the property of the other, or for 
the purpose of performing any other work incident to the performance of this 
Article I. 

If any part or parts of the premises of either party or the reservoir project 
areas of the Department of the Army referred to herein are, or hereafter become, 
restricted areas, or access thereto is, or hereafter becomes, limited in any 
manner for purposes of safeguarding the National Security, the Government 
and the Power Company shall use their best efforts to procure visitors’ passes 
or other authorization for representatives of the other party to enter such 
premises for the purposes set forth in this Section and in Section 1.25. 


1.25—REMOVAL 


Any and all equipment, apparatus, devices, and facilities necessary to fulfill 
either the obligations of the Government or of the Power Company hereunder, 
placed or erected by the Government or the Power Company on or in the 
premises of the other party or of the Department of the Army shall be and 
remain the property of the party owning and installing such equipment, ap- 
paratus, devices, and facilities, regardless of the mode or manner of its annexa- 
tion or attachment to real property of the other. Upon termination of service 


76239—56——_8 
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provided for hereunder, the Government and the Power Company shall each 
have the right to enter upon premises of the other, in order to and to remove 
such equipment, apparatus, devices, or facilities owned by it or in its possession, 
and the Government will seek to obtain permission for the Power Company 
to enter upon such premises of the Department of the Army for such purpose. 


1.26-—-AVAILABILITY OF FUNDS 


All Articles of this Agreement, and all rights and obligations hereunder, 
and the expenditure of funds by the Governmnet under any provisions hereof, 
are expressly conditioned and contingent on the Congress making the necessary 
appropriations to enable the Government to carry out the provisions of this 
Agreement, and in case the Congress does not make such appropriations, the 
Power Company hereby releases the Government from all liability due to 
the inability of the Government to perform this Agreement on that account. 
The Government agrees to use its best efforts to obtain from the Congress 
all funds that may be needed to carry out its obligations under this Agreement 
throughout the term hereof. 


1.27——-APPROVAL OF RATES 


The rates provided for under Sections 1.05 and 1.06 hereof shall not become 
effective until such confirmation and approval by the Federal Power Commis- 
sion as are required by the laws of the United States are obtained. In the 
event that the rates provided for under Sections 1.05 and 1.06 hereof are not 
so confirmed and approved for the term of this Agreement, within two (2) 
months after the date of the execution hereof, this Agreement, ipso facto, shall 
terminate and have no further force nor effect. 


1.28—-OTHER REMEDIES 


Nothing contained in this Agreement shall in any manner be construed so 
as to abridge, limit, or deprive either party hereto of any means of enforcing 
any remedy, either at law or in equity, which such party would otherwise have, 
for any breach of any of the provisions hereof. 


1.29—SERVING OF NOTICES 
All written notices, bills, payments, demands, or requests, required or author- 


ized by this Article I, shall be deemed given to, or served on: 
(a) the Government if mailed, by registered mail, to the Administrator 
of the Southwestern Power Administration, P. O. Drawer 1619, Tulsa 1, 
Oklahoma ; 
(b) The Power Company, if mailed, by registered mail, to the President 
of Arkansas Power & Light Company, Little Rock, Arkansas; and 
(ec) Reynolds, if mailed, by registered mail, to Reynolds Metals Company, 
301 East Grace Street, Richmond, Va. 
Such designations and addresses may be changed at any time or from time to 
time by letter so addressed. 
1.30—ASSIGN MENT 


The rights and obligations under this Agreement shall inure to the benefit 
of and be binding upon the successors and assigns of the respective parties 
hereto, including any department or agency authorized by law to dispose of 
electric power and energy which is the subject of this Agreement. The Power 
Company may assign its rights and obligations under this Agreement to any 
person, firm, or corporation with credit reasonably acceptable to the Government 
and Reynolds, and at the time of such assignment capable of performing, and 
which shall assume performance of the Power Company’s obligations under this 
Agreement; and upon such assignment and assumption the Power Company 
shall be discharged from its obligations under this Agreement and shall not be 
responsible for any failure of performance on the part of the assignee. 


1.31—TERMINATION ON DEFAULT 


(A) Termination by the Government or the Power Company 

If either the Government or the Power Company intentionally violates any 
material provision of this Article I, the Government or the Power Company, 
whichever one is injured by such violation, may terminate its obligations to the 
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other under Article I upon ninety (90) days’ prior written notice unless the 
party causing the injury corrects such violation within ninety (90) days after 
receipt of such notice of termination. 


(B) Termination by the Government 
If Reynolds intentionally violates the provisions of Sections 2.21 (B) 23 


or 2.23 
of Article II hereof, the Government may, subject to the provisions of Section 
1.11 hereof, terminate all rights and obligations under this Agreement upon 
ninety (90) days’ prior written notice unless Reynolds cures such default 
within ninety (90) days after receipt of such written notice 


©) Effect of Termination Under Section 2.25 
If Reynolds or the Power Company terminates Article Il pursuant to Section 


2.25 hereof, the Government may, subject to the provisions of Section 1.11 hereof, 
terminate all rights and obligations under Article I hereof 


D) Other Remedies 


Any remedy or remedies available under the law to the parties hereto for an 
violation of this Agreement shall not be limited in any way because of this 
Section or the exercise of the rights conferred hereunder. 


1.32—-WAIVER 


Any waiver at any time by either the Power Company or the Government of its 

ghts with respect to a default or any other matter arising out of, with respect 
to or in connection with, this Article I shall not be deemed to be a waiver with 
respect to any subsequent default or other matter. 


1.33—GENERAL RESTRICTIONS 


No person undergoing sentence of imprisonment at hard labor shall be employed 
under this Agreement. 

No member of or delegate to the Congress, or Resident Commissioner, shall be 
admitted to any share or part of this Agreement, or to any benefit that may 
arise therefrom. 

The Power Company warrants that no person or selling agency had been 
employed or retained to solicit or secure this Agreement upon an agreement 
or understanding for a commission, percentage, brokerage, or contingent fee, 
excepting bona fide employees or bona fide established commercial or selling 
agencies maintained by the Power Company for the purpose of securing business. 
For breach or violation of this warranty, the Government shall have the right to 
annul this Agreement without liability or in its discretion to require the Power 
Company to pay, in addition to the contract price or consideration, the full amount 
of such commission, percentage, brokerage, or contingent fee. 


1.34—-RESPONSIBILITY AND INDEMNIFICATION 


Each party assumes all responsibility on its side of the point, or points, 
of delivery for the service supplied or taken as well as for the electrical instal- 
lation, appliances, and apparatus used in connection therewith and shall 
indemnify and save harmless the other party from and against all claims for 
injury or damage to persons or property occasioned by or in any way resulting 
from such service or use thereof on its respective side of the point, or points, of 
delivery. The Government (except as otherwise provided by the laws of the 
United States), and the Power Company shall each be liable for damages caused 
by the negligence of the party at fault. 


ARTICLE II. Evectric Service By PowrerR COMPANY TO REYNOLDS 


2.01—-SCOPE OF ARTICLE II 


All Sections of this Article II shall apply only to the obligations and agree- 
ments between the Power Company and Reynolds except where expressly stated 
to the contrary. 

2.02—AMOUNT OF POWER 


During the term hereof, the Power Company shall make available to Reynolds 
hereunder 110,000 kw of firm electric power and energy at the point of delivery 
specified in Section 2.09 at a rate of not over 110,000 kw over any two consecutive 
30 minute periods, as measured by the readings of a 30-minute demand interval 
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meter, provided that not more than 57,000 kwh shall be taken in any individual 
30-minute period. Except as provided in Section 2.08 hereof (“Force Majeure”), 
the Power Company agrees that such power and energy shall be continuously 
available to Reynolds. 

2.03—RATES 


(A) When Reynolds is Producing Aluminum at the Plant 


(1) First 15 Years of Agreement.—During the first fifteen years of the term of 
this Agreement «1! power and energy sold under this subsection shall be paid 
for at the following monthly rates: 

(a) For the first 30,000,000 kwh or less per month, $186,000. 
(b) For all energy taken over 30,000,000 kwh per month: 
Rate per 
kilowatt-hour 
Contract year: (mille ) 


(c) In addition to the rates provided in (a) and (b) above, Reynolds shall, 
during any month that Reynolds is producing aluminum during the sixth through 
the fifteenth year of the term hereof, inclusive, pay to the Power Company addi- 
tional charges for power and energy hereunder in the amount of $1,250 per 
month. 

(2) 16th Through 20th Year of Agreement.—During the sixteenth through the 
twentieth year, inclusive, of the term of this Agreement, all power and energy 
sold under this subsection shall be paid for at the following monthly rates: 

(a) For the first 30,000,000 kwh or less per month, $186,000; 

(b) For the numeric equivalent of the kilowatt hours, if any, of secondary 
energy to be furnished to the Power Company by the Government pursuant 
to Article I, at the request of Reynolds, 2.50 mills per kwh; 

(c) For all additional energy taken by Reynolds from the Power Company 
during the month, 2.25 mills per kwh, subject to the following adjustment 
and ceiling. Such price of 2.25 mills per kwh for such additional energy 
shall be increased or decreased at the rate of 0.1350 mills per kwh for each 
1 cent increase or decrease, respectively, above or below 12 cents per million 
British Thermal Units in the weighted average cost to the Power Company 
of natural gas or oil fuel (excluding fuel converted for Reynolds at Lake 
Catherine Station under other contracts) as fired at the Power Company’s 
Lake Catherine, Lynch and Moses steam electric generating stations during 
the billing month; Provided, however, That the price, during any billing 
month, for such additional energy provided for in this subparagraph (c) 
shall not exceed 3.33 mills per kwh. 

(3) 21st Through 30th Year of Agreement.—During the twenty-first through 
the thirtieth year, inclusive, of the term of this Agreement, all power and energy 
sold under this subsection shall be paid for at the following monthly rates: 

(a) For the first 30,000,000 kwh or less per month, $186,000; 

(b) For the numeric equivalent of the kilowatt hours, if any, of secondary 
energy to be furnished to the Power Company by the Government pursuant 
to Article I, at the request of Reynolds, 2.625 mills per kwh; 

(c) For all additional energy taken by Reynolds from Power Company 
during the month, 2.25 mills per kwh, subject to the following adjustment. 
Such price of 2.25 mills per kilowatt-hour for such additional energy shall 
be increased or decreased at the rate of 0.1350 mills per kilowatt-hour for 
each 1¢ increase or decrease, respectively, above or below 12¢ per million 
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British Thermal Units in the weighted average cost to the Power Company 
of natural gas or oil fuel (excluding fuel converted for Reynolds at Lake 
Catherine Station under other contracts) as fired at the Power Company's 
Lake Catherine, Lynch and Moses steam electric generating stations during 
the billing month. 


(B) Additional charge during last 20 years 


The charges provided for in Section 2.03 (A) for the first 30,000,000 kwh per 
month delivered by the Power Company to Reynolds, when Reynolds is producing 
aluminum, shall be increased (in addition to the additional charge of $1,250 per 
month, during the sixth through the fifteenth year of service, provided for in 
Section 2.03 (a) (1) (c) hereof) during (1) the eleventh through the twentieth 
year of service hereunder, by $3,900 per month above the initial rate of $156,000, 
and (2) the twenty-first through the thirtieth year of service, by $7,995 per 
month above the initial rate of $186,000. 


(C) Reynolds’ Request for Secondary Energy 


During the last fifteen years of the term of this Agreement the Power Com 
pany agrees that it shall call upon the Government to deliver to the Power 
Company, from time to time, at least as much of the secondary energy, if any, 
available to the Power Company under Article I hereof as Reynolds may re- 
quest from time to time. 


(D) Billing of Escalation Charges 

For convenience in billing any escalation charges applicable during the six- 
teenth through the thirtieth year of the term of this Agreement, all kilowatt- 
hours subject to escalation under Sections 2.08 (A) (2) (c) and 2.08 (A) (3) 
(c), shall be billed at 2.25 mills per kilowatt-hour and, after determination of 
the cost of fuel for the billing month, any appropriate rate increase or decrease 


shall be applied to the number of kilowatt-hours affected and billed or credited 
during the following month. 


(E) Rate When Reynolds Is Not Producing Aluminum 


When Reynlods is not producing aluminum at the plant, the rate for power 
and energy for light, maintenance, repair, service operations and miscellaneous 


uses shall be 5.2 mills per kilowatt-hour. 
(F) Minimum Guarantces 


During the first five years of the term of this Agreement Rovnolds sball take 
or pay for not less than 3,360,000,000 kwh of power and energy hereunder. Dur- 
ing any period of ten consecutive ycars within the term of this Agreement fol- 
lowing the first five years Reynolds shall take or pay for not less than 4,800,- 
000,000 kwh of power and energy hereunder. However, during any month when 
Reynolds is producing aluminum at the plant Reynolds shall take or pay for at 
least 30,000,000 kwh of power and energy hereunder, fractional months of op- 
eration to be prorated. If, however, as a result of insufficient or non-use of 
power at the end of any month during the term of this Agreement, it shall not 
be possible, by continuous maximum use thereafter of all the power and energy 
to be delivered under this Article II, for Reynolds to consume sufficient kilo- 
watt-hours to meet Reynolds’ minimum guarantee obligations set forth above, 
Reynolds shall, at the end of any such month, pay the Power Company, at the 
monthly rate then applicable when Reynolds is producing aluminum, for suffi- 
cient kilowatt-hours to make it possible for Reynolds by payment for continu- 
ous Maximum use of all the power and energy thereafter, to meet Reynolds’ 
minimum guarantee obligations set forth above. 


(G) Suspension of Aluminum Production by Reynolds 


Reynolds will not suspend production of aluminum at the plant except upon 
first having given the Power Company ninety days’ notice of a suspension. 
Reynolds may resume production after any such suspension upon 90 days’ 
prior written notice to the Power Company; but if Reynolds shall resume 
production earlier than one year from the commencement of a suspension, 
Reynolds shall thereupon pay to the Power Company an amount equal to the 
algebraic sum of the following charges and credits. (a) Reynolds shall be 
charged for each month of suspension $156,000 per month during the first 120 
months after service has commended, $163,000 per month during the next 120 
months, and $171,990 during the final 120 months; (b) Reynolds shall be credited 
an amount equal to the kilowatt-hours used for miscellaneous purposes and 
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paid for, as provided in Section 2.03 (E) hereof, at the rate of 5.2 mills per kilo 
watt-hour; (c) Reynolds shall be credited an amount equal to 30,000,000 kwh 
per month of such suspension less the number of kilowatt-hours in item (b) 
above, at the rate of 1.25 mills per kilowatt-hour ; and Reynolds shall be credited 
against its minimum guarantee obligations set forth in Section 2.08 (F) hereof 
with consumption of a number of kilowattt-hours equal to the number of kilo- 
watt-hours which the amount thus paid by Reynolds would pay for at the rate 
of 5.2 mills per kilowatt-hour. 


(H) Tages 


Reynolds shall pay all sales and excise taxes based upon energy generated, 
purchased, transmitted or sold hereunder, or upon the revenue therefrom, ex- 
cluding taxes on income or profit. 


(1) Starting Up Periods 


During periods not exceeding fourteen (14) days, during which Reynolds is 
using power in its pots for the purpose of preparing for aluminum production, 
the rate during the days of warm-up period shall be, instead of 5.2 mills per 
kilowatt-hour, the rate per kilowatt hour resulting from a proration of billing 
for production of aluminum and suspension, respectively, during the month or 
months affected on the basis of an assumption that Reynolds was producing 
aluminum during such warm-up periods for that number of the days in the 
month that are proportionate to the ratio of (a) the number of kilowatt hours 
used in the month for warm-up to (b) 80,000,000 kwh. Reynolds shall notify 
the Power Company reasonably in advance of the beginning and end of the 
warm-up period so that meter readings can be obtained for purposes of bill 
proration. 


(J) Cheapest Fuel to be Used by Power Company 


The Power Company shall use its best efforts to obtain what in its judgment 
is the lowest cost, satisfactory fuel then available for use in its Lake Catherine, 
Lynch and Moses generating stations during the term hereof. 


(K) Furnishing of Fuel by Reynolds 


Reynolds may at any time during the term of this Agreement furnish to the 
Power Company at the Power Company’s Lake Catherine, Lynch or Moses steam 
electric generating stations natural gas or oil fuel for the gross generation of 
energy up to the equivalent of the energy to be purchased by Reynolds 
hereunder, less the energy to be supplied to the Power Company by the 
Government under Article I hereof, if such fuel can be utilized physically 
by the Power Company at such plant or plants without the Power Company 
jeopardizing any then existing fuel supply contracts and if the then existing 
cost of fuel at such plant or plants is 12¢ per million British Thermal Units 
or more. Power Company, upon Reynolds’ request, from time to time, shall 
inform Reynolds of the status of its gas and oil fuel requirements contracts 
and negotiations which might affect Reynolds’ opportunities to tender gas 
or oil. So long as Reynolds shall furnish such fuel pursuant to the foregoing, 
Reynolds shall pay, instead of the rates set forth in Section 2.03(A) and (B) 
hereof: $186,000 per month (plus the additional charges provided in Section 2.03 
(B)) for the first 30,000,000 kwh or less per month ; 2.25 mills per kilowatt hours 
for the next 10,000,000 kwh per month during the first fifteen years after the 
commencement of service hereunder (to which shall be added $1,250 per month 
during the sixth through the fifteenth years); 2.50 mills per kilowatt hour 
for any secondary energy supplied by the Government, at Reynolds’ request, dur- 
ing the sixteenth through the twentieth year; and 2.625 mills per kilowatt hour 
for any secondary energy supplied by the Government at Reynolds’ request, 
during the twenty-first through the thirtieth year. For such of the additional 
energy delivered as is produced by the gas or oil furnished by Reynolds, the 
Power Company shall receive 0.63 mills per kilowatt hour. For such of the 
additional energy delivered to Reynolds by the Power Company as is not produced 
by gas or oil furnished by Reynolds, the Power Company shall receive the applica- 
ble rate provided in Section 2.03(A). 

The Power Company agrees, at the request of Reynolds, to try to negotiate an 
arrangement whereby Reynolds may furnish such fuel for use at other generating 
plants of the Power Company or plants of the Power Company’s affiliates. 


(L) Generation of Power by Reynolds 


If at any time during the last fifteen years of the term of this Agree- 
ment Reynolds’ rate per kilowatt hour shall be increased above 4 mills (based 
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upon assumed consumption of 80,000,000 kwh per month) in accordance with the 
foregoing provisions, and if such rate shall remain above such 4 mills for 
a period of three (3) months, Reynolds shall be entitled, upon giving the 
Power Company written notice of its intention to do so, to construct its own 
facilities for generation of any portion of its energy requirements of the plant 
(other than the numeric equivalent of the amount to be sold to the Power 
Company by the Government under Article I hereof) and to require the Power 
Company to deliver the numeric equivalent of such Reynolds’ generated energy 
from a point on the Power Company's system in the State of Arkansas to 
Reynolds’ aforesaid aluminum plant. For the transmission of such energy 
Reynolds shall pay the Power Company a reasonable service charge, not in 
any event to exceed one-half (44) mill per kilowatt hour delivered for the 
first 50 miles, plus proportionate increases above 50 miles. 

Such notice shall specify the location and estimated capacity of such generat- 
ing facilities Reynolds proposes to construct, and shall be delivered to the Power 
Company not less than 12 months prior to the first commercial operation of such 
facilities. Upon the placing of such generating facilities in commercial opera- 
tion, the Power Company shall thereby be relieved, for the remainder of the 
term of this Agreement, of delivering to Reynolds the number of kilowatts 
equivalent to the demonstrated net kilowatt capacity of such facilities 

In the event Reynolds elects to generate a portion of the plant's energy require 
ments as aforesaid, instead of the rates set forth in Section 2.03 (A) and (B) 
hereof, Reynolds shall pay the for the remaining power and energy purchased 
from the Power Company: $186,000 per month (plus the additional charges 
provided in Section 2.03 (B)) for the first 30,000,000 kwh. or less per month ; 
2.50 mills per kilowatt-hour during the sixteenth through the twentieth years, 
and 2.625 mills per kilowatt-hour during the twenty-first through the thirtieth 
years for any secondary energy delivered by the Government to the Power Com 
pany at the request of Reynolds. For any energy supplied to Reynolds by the 
Power Company in addition to the foregoing Reynolds shall pay to the Power 
Company the applicable rate provided in Section 2.08 (A). 


(M) Proration 


Bills for partial months of operation for production of aluminum and for 
partial months of suspensions for a period of less than one year, respectively, 
shall be prorated in proportion to the number of days in the month during which 
each condition obtained. In such proration of any monthly bill, all of the 
factors making up the rate and billing determinations shall be prorated alike 


2.04 BILLINGS 


Bills for power and energy shall be rendered monthly on a calendar month 
basis, and paid within 20 days after mailing thereof by the Power Company. 
Bills for service under this Agreement shall be rendered by the Power Company 
on the basis of a meter reading taken at the end of the last day of each calendar 
month. 

2.05—-SUSPENSION OF SERVICE 


If Reynolds should default in any payment that may become due hereunder, 
or shall default in the performance of any other obligations hereunder, and such 
default shall be uncured within 60 days of notice of such default, the Power 
Company may, at any time during the continuance of such default without 
further notice and without liability therefor, suspend service hereunder to 
Reynolds until such default is cured, but such suspension shall not lessen or 
change Reynolds’ obligation or affect the amount which shall hecome due and 
payable hereunder. 

2.06—EFFECTIVE DATE AND TERM 


Service and charges for electric power and energy under this Article IT shall 
begin at the time provided in Section 1.10 (A) hereof and shall continue for a 
period of thirty (30) years after commencement of service unless sooner termi 
nated under the provisions of this Agreement. 


2.07—-TERMINATION 


Reynolds may cancel this Agreement, effective at any time after fifteen (15) 
years from the date of commencement of service hereunder, on one (1) year’s 
prior written notice. 
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2.08—-FORCE MAJEURE 


If Power Company is forced to suspend or interrupt service hereunder by 
reason of “Force Majeure,” or if the operation of Reynolds’ plant is wholly or 
partially suspended or interrupted by reason of “Force Majeure,” then Powe: 
Company need not deliver the power, and Reynolds need not accept power or 
pay either the energy or the minimum charges, or any other payments for power, 
for the period of time and to the extent that such suspensions or interruptions 
make it reasonably impracticable for the Power Company to deliver such power 
from its system as a whole or for Reynolds to use such power. 

“Force Majeure” means any cause or causes beyond the control of the party 
affected, including, but not limited to, Acts of God or the public enemy, failure of 
the affected party’s facilities, flood, earthquake, storm, lightning, fire, epidemic, 
war, embargoes, riot, civil disturbances, strikes, picketing, lockouts or other labor 
disputes or disturbances, sabotage, or restraint or prevention of performance of 
this Agreement in accordance with its terms by the lawful action of any court, 
regulatory body or defense agency, which, by exercise of due diligence and 
foresight, the party affected could not reasonably have been expected to avoid, 
and shall also be deemed to include failure of the Government to deliver power 
and energy to the Power Company in conformity with the terms and conditions 
of Article I hereof. 

Either party rendered unable to fulfill any obligation by reason of Force 
Majeure shall exercise due diligence to remove such inability with all reasonable 
dispatch. 

In the event, however, of the failure of the Government, at any time and from 
time to time, to deliver power and energy to the Power Company, the Power 
Company shall endeavor in good faith to supply, at the rates provided in Section 
2.08 hereof, Reynolds’ requirements hereunder from its own system, to the extent 
that, in the Power Company’s judgment, no undue burden is imposed on it or its 
ability to serve its other customers impaired. 


2.09—POINT OF DELIVERY 


Point of delivery of power and energy hereunder shall be at the delivery 
voltage connection with Reynolds’ step down substation at its aforesaid aluminum 
production plant, which substation and aluminum plant shall be located entirely 
within territory allocated by the Arkansas Public Service Commission to the 
Power Company, in Arkansas; Provided, that Reynolds shall, within 120 days 
after the date of execution hereof, specify the exact location of said plant within 
such area. 

2.10—CHARACTER OF SERVICE 


All power and energy to be delivered hereunder shall be three phase, sixty 
cycle alternating current at the Power Company’s transmission line voltage. 


2.11—POWER FACTOR 


Reynolds agrees to maintain a power factor of not less than 95 percent lagging 
at the point of metering. 


2.12—FACILITIES TO BE FURNISHED 


Power Company will furnish and install all meters and auxiliary devices 
necessary for measuring the amount of power and energy furnished to Reynolds, 
and Reynolds wil provide and maintain a site, free of expense and satisfactory 
to Power Company, for the installation of such meters and auxiliary devices. 
Reynolds will protect the Power Company’s meters and auxiliary metering de- 
vices, constructed on Reynolds’ premises and shall permit no one but the Power 
Company representatives or persons authorized by law to inspect or handle same. 
In the event of loss or damage to said meters and auxiliary devices caused by 
Reynolds’ negligence, the cost of necessary repairs and replacements shall be 
paid by Reynolds. Reynolds shall have the right to install, at Reynolds’ expense, 
check meters adjacent to Power Company’s meters, if it is so desired. 


2.13—-METER READINGS AND ADJUSTMENTS 


Each meter and check meter installed or used pursuant to the terms of this 
Article II shall, by comparison with accurate standards, be tested by and at 
the expense of the owner in the presence of representatives of the other party 
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hereto at intervals of not to exceed six (6) months. If a meter shall be found 
incorrect or inaccurate, it shall be restored to an accurate condition or a new 
meter substituted by the owner thereof. A meter shall be considered inaccurate 
if found to deviate from an accurate standard meter in excess of one-half of 
one (0.5) per cent, when tested at one hundred (100) percent of load or one 
(1.0) percent, when tested at ten (10) percent of load. 

Both Reynolds and the Power Company shall have the right to request and 
have a special meter test made at any time. If any special meter test discloses 
the questioned meter to be registering correctly, then the party who requested 
such special meter test shall bear the expense thereof. Otherwise the expense 
of such test shall be borne by the owner of such meter. 

Results of all such tests and calibrations shall be open for inspection by both 
Reynolds and the Power Company, and a report of every test shall be furnished 
promptly by the party making it to the other party. Any meter tested and found 
to be within two (2) per cent accurate, but of greater deviation from an a: 
curate standard meter than that specified in the first paragraph of this Section, 
shall be calibrated but no correction in billing shall be made. If as a result 
of any test, any meter is found to register in excess of two (2) per cent either 
above or below normal accuracy, then the readings of such meter previously 
taken shall be corrected according to the percentage of inaccuracy so found, 
and previous recordings, and if necessary, previous billings shall be revised 
to reflect corrected readings, but no such correction or revision shall extend 
beyond ninety (90) days previous to the date on which the inaccuracy is deter- 
mined by such test, nor for a longer period than such inaccuracy may be deter 
mined to have existed. 

For any period that a meter is found to have failed to register, readings of 
check meters, if installed and found to have normal accuracy, shall be used 
for such period of failure. In case meters and check meters, if installed, fail 
to register at the same time, the electric energy delivered during such period shall 
be determined in the best manner possible to be agreed upon by the parties 
hereto. 

All meters and check meters installed or used, pursuant to the terms of this 
Article II, shall be read by the owner thereof, and, at the election of the other 
party, may be simultaneously checked by representatives of such other party, 
regularly on the last day of each calendar month, except when prevented by 
a holiday or Sunday, or other cause, in which event the reading will be made 
on the following day or as early thereafter as possible. 


2.14—-CONSTRUCTION STANDARDS 


Reynolds agrees that it will construct, maintain, and operate its facilities used 
in receiving power and energy hereunder in accordance with accepted standards 
at least equal to those provided by the National Electrical Safety Code of the 
U. S. Bureau of Standards. 


2.16—RIGHT OF ACCESS 


The duly authorized agents of the Power Company shall have access at all 
reasonable hours to the premises of Reynolds for the purpose of inspecting, 
maintaining or replacing Power Company's property, reading meters, and other 
purposes pertinent to the supply of services. 

Any and all equipment, apparatus, devices and facilities necessary to fulfill 
either the obligations of Reynolds or of the Power Company hereunder, placed 
or erected by Reynolds or the Power Company on or in the premises of the other 
party shall be and remain the property of the party owning and installing such 
equipment, apparatus, and devices, regardless of the mode or manner of its 
annexation or attachment to real property of the other. Upon termination of 
service provided for hereunder, Reynolds and the Power Company shall each 
have the right to enter upon premises of the other, in order to remove such equip- 
ment, apparatus, or devices owned by it or in its possession. 


2.17—FINANCING 


Reynolds’ obligations hereunder are contingent upon Reynolds reaching, within 
12 months of the date of this contract, an agreement with its financing sources 
enabling Reynolds to construct a new aluminum production plant at the point of 
delivery hereunder. 
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2.18—-GENERAL SERVICES ADMINISTRATION AUTHORIZATION 


Reynolds’ obligations hereunder are contingent upon Reynolds reaching, within 
12 months of the date of this contract, an agreement with General Services 
Administration regarding construction of a new aluminum production plant at 
the point of delivery hereunder. 


2.19—-RESPON SIBILITY AND INDEMNIFICATION 


Each party assumes all responsibility on its side of the point of delivery for 
the service supplied or taken as well as for the electrical installation, appliances 
and apparatus used in connection therewith and shall indemnify and save 
harmless the other party from and against all claims for injury or damage to 
persons or property occasioned by or in any way resulting from such service or 
the use thereof on its respective side of the points of delivery. Reynolds agrees 
to install and operate all electrical apparatus in its aluminum reduction plant in 
such manner as to eliminate in so far as practicable any interference with tele- 
phone service, radio operation, or the operation of other similar devices, or any 
interference with the operation of the Power Company's own carrier current 
system. Each party shall be liable for damages caused by its negligence. 


2.20—OTHER REMEDIES 


Nothing contained in this Agreement shall in any manner be construed so as to 
abridge, limit, or deprive either party hereto of any means of enforcing any 
remedy, either at law or in equity, which such party would otherwise have, for 
any breach of any of the provisions hereof. 


2.21—-USE OF POWER 


(A) Reynolds shall use the power hereunder primarily for the production 
and fabrication of aluminum and related activities. Reynolds may use at its 
present Jones Mills or Hurricane Creek plants, primarily for the production of 
alumina or aluminum and related activities, such of the power to be purchased 
and sold hereunder as Reynolds may not from time to time be using at its new 
plant, and the use of which, hour by hour, is not in conflict with, or a substitution 
for, any of the 105,000 kilowatts of firm power and energy now under contract 
with the Power Company or any other greater quantity of firm power and energy 
under any contract to be made by Reynolds with the Power Company. 

(B) In no event shall Reynolds resell or share with others any of the power 
and energy to be delivered hereunder, without the consent of the Power Com- 
pany and the Government, nor use more than 20,000,000 kwh per month for pur- 
poses other than for the production of alumina and aluminum, and for related 
activities. 


2.22—-SERVING OF NOTICES 


All written notices, bills, payments, demand or requests required or authorized 


by this Article II shall be deemed given or served if mailed in the manner set 
forth in Section 1.29 hereof. 


2.23—-ASSIGNMENT 


Reynolds may assign this Agreement to any person, firm, or corporation 
with credit reasonably acceptable to the Power Company, and at the time of 
such assignment capable of performing in a manner reasonably acceptable to the 
Government, and which shall assume performance of Reynolds’ obligations here- 
under, and which shall become lawfully entitled to operate the aforesaid plant; 
and upon such assignment and assumption, Reynolds shall be discharged from its 
obligations hereunder, and shall be in no wise responsible for any failure of per- 
formance on the part of the assignee. Without limitation of any of the previous 
provisions of this paragraph the provisions hereof shall be binding upon and 
inure to the benefit of the parties thereto, their successors and assigns. 


2.24—-WAIVER 


Any waiver at any time by either the Power Company or Reynolds of its rights 
with respect to a default or with respect to any other matter arising out of or 
in connection with this Article II shall not be deemed a waiver with respect to 
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any subsequent default or other matter. Any delay short of the statutory 
period of limitation in exercising or enforcing any right shall not be deemed 
a waiver of such right. . 


2.25——-DEFAULT 


If either the Power Company or Reynolds intentionally violates any material 
provision of this Article II, the other of such two parties may terminate the 
rights and obligations of the Power Company and Reynolds under this Article 
II, unless such violation shall be cured within ninety (90) days after receipt 
of written notice thereof from the injured party. Any other remedy or remedies 
available under the law for such violation shall not be limited in any way be 
cause of this provision or the exercise of the rights conferred hereunder. 

In witness whereof, the parties hereto have caused this Agreement to be 
executed in several counterparts each of which shall constitute an original, by 
their duly authorized officers, as of the day and year first hereinabove written, 
but actually on this 29th day of January 1952. 

THE UNITED STATES OF AMERICA, 
By Oscar L. CHAPMAN, 
Secretary of the Interior. 
ARKANSAS PoWER & LIGHT COMPANY, 
By R. E. Rircuie, Vice President. 
Attest: 
[SEAL] L. E. Leas, Secretary. 
REYNOLDS METALS COMPANY, 
By WALTER L. Rice, Vice President. 

Attest: 

[SEAL] PRESTON WICKHAM, 

Assistant Secretary. 

Conformed copy of executed original. 

KATHERYN G. TATE. 
Haze. J. FORREST. 

I hereby certify that to the best of my knowledge and belief, based upon obser 
vation and inquiry, R. E. Ritchie, who signed this Agreement for Arkansas 
Power & Light Company, has authority to execute same, and is the individual 
who signs similar agreements on behalf of said Company with the public 
generally. 

Oscar L. (CHAPMAN, 
Secretary of the Interior. 

I hereby certify that to the best of my knowledge and belief, based upon ob- 
servation and inquiry, Walter L. Rice, who signed this Agreement for Reynolds 
Metals Company, has authority to execute same, and is the individual who signs 
similar agreements on behalf of said Company with the public generally. 


Oscar L, CHAPMAN, 
Secretary of the Interior. 

I, L. E. Leas, certify that I am the Secretary of Arkansas Power & Light 
Company, and that R. E. Ritchie, who signed this Agreement on behalf of said 
Company was then Vice President of said Company; that said Agreement was 
duly signed for and on behalf of said Company under the general authority of 
its governing body, and is within the scope of its corporate powers. 

l.. E. Leas, Secretary. 

I, Preston Wickham, certify that I am the Assistant Secretary of Reynolds 
Metals Company, and that Walter L. Rice, who signed this Agreement on be- 
half of said Company was then Vice President of said Company; that said 
Agreement was duly signed for and on behalf of said Company under the gen- 
eral authority of its governing body, and is within the scope of its corporate 
powers. 

PRESTON WICKHAM, Assistant Secretary. 


SUPPLEMENTAL AGREEMENT’ 


This Supplemental Agreement, made as of the 14th day of March 1952, by and 
between the United States of America, represented by the Secretary of the 
Interior, Arkansas Power and Light Company, an Arkansas corporation, and 
Reynolds Metals Co., a Delaware corporation. 
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Witnesseth that: 

Whereas, under date of January 29, 1952, the parties hereto entered into a 
certain contract for the purchase and sale of electric power and energy ; and 

Whereas said parties mutually desire to extend the time provided in Section 
1.27 thereof for confirmation and approval of certain rates by the Federal Power 
Commission ; 

Now, therefore, the said parties do hereby agree as follows: 

The words “within two (2) months after the date of the execution hereof,” 
appearing in Section 1.27 of the aforesaid contract, are hereby amended to read 
“by April 13, 1952.” 

In witness whereof, the parties hereto have caused this Supplemental Agree- 
ment to be executed in several counterparts by their duly authorized officers, as 
of the day and year first hereinabove written. 


THE UNITED STATES OF AMERICA, 
By Oscar L. CHAPMAN, 
Secretary of the Interior. 
ARKANSAS POWER & LIGHT COMPANY, 
By C. H. Moses, President. 
Attest : 
[SEAL] L. E. Leas, Secretary. 
REYNOLDS METALS COMPANY, 
By WALTER L. Rice, Vice President. 
Attest: 
[SEAL] PRESTON WICKHAM, 
Assistant Secretary. 
Conformed copy of executed original. 
* J. M. Scares, Sales Engineer. 


Contract Number Ispa 514-2 
SUPPLEMENTAL AGREEMENT 


This supplemental Agreement, made as of the 10th day of April, 1952, by 
and between the United States of America, represented by the Secretary of the 
Interior, Arkansas Power & Light Company, an Arkansas corporation, and 
Reynolds Metals Company, a Delaware corporation, 

Witnesseth that: 

Whereas, under date of January 29, 1952, the parties hereto entered into 
a certain contrat for the purchase and sale of electric power and energy; and 

Whereas under date of March 14, 1952, the parties hereto entered into a 
supplemental agreement extending the time provided in Section 1.27 of such con- 
tract for confirmation and approval of certain rates by the Federal Power Com- 
mission to April 13, 1952; 

Whereas said parties mutually desire to extend further time provided in 
Section 1.27 for the confirmation and approval of such rates; 

Now, therefore, the said parties do hereby agree as follows: 

The words “within two (2) months after the date of the execution hereof,” 
appearing in Section 1.27 of the aforesaid contract, are hereby amended to 
read “prior to April 17, 1952.” 

In witness whereof, the parties hereto have caused this Supplemental Agree- 
ment to be executed in three counterparts by their duly authorized representa- 
tives, as of the day and year first hereinabove written. 


THE UNITED STATES OF AMERICA, 
By R. D. SEARLEs, 
Under Secretary of the Interior. 
ARKANSAS Power & Ligut CoMPANY, 
By Harry A. Porn, Jr. 
Attorney-in-fact. 
REYNOLDS METALS COMPANY, 
By Water L. Rice, 
Vice President. 
Conformed copy of executed original. 
IpA BurGER, Secretary. 
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Contract Number Ispa 514-3 
SUPPLEMENTAL AGEEMENT 


This Supplemental Agreement, made as of the 15th day of April, 1952, by and 
between the United States of America, represented by the Secretary of the I- 
terior, Arkansas Power and Light Company, an Arkansas corporation, and 
Reynolds Metals Company, a Delaware corporation, 

Witnesseth that: 

Whereas, under date of January 29, 1952, the parties hereto entered into 
a certain contract for the purchase and sale of electric power and energy; and 

Whereas said parties mutually desire to extend the time provided in Section 
1.27 thereof, as heretofore amended, for confirmation and approval of certain 
rates by the Federal Power Commission ; 

Now, therefore, the said parties do hereby agree as follows: 

The words “prior to April 17, 1952”, appearing in Section 1.27 of the aforesaid 
contract, as heretofore amended, are hereby amended to read “prior to April 
24, 1962.” 

In witness whereof, the parties hereto have causd this Supplemental Agree- 
ment to be executed in several counterparts as of the day and year first here- 
inabove written. 

THE UNITED STATES OF AMERIOA, 
By R. D. SEARLEs, 
Under Secretary of the Interior. 
ARKANSAS Power & Licut CoMPANYy, 
By T. G. SEAL, 
Attorney-in-Fact. 
REYNOLDS MFTALS COMPANY, 
By Watrer L. Rice, 
Vice President. 

Conformed copy of executed original. 

KATHRYN MEyer, Clerk-Stenographer. 


Contract Number Ispa 514-4 
SUPPLEMENTAL AGREEMENT 


This Supplemental Agreement entered into as of the 17th day of April 1952, 
by and between the United States of America, represented by the Secretary of 
the Interior, Arkansas Power and Light Company, and Reynolds Metals Company, 

Witnesseth that, 

The parties hereto mutually agree that the contract entered into among said 
parties on January 29, 1952, as heretofore amended, is hereby further amended 
as follows: 

1, Section 1.05 (A) of said contract is hereby amended to read as follows: 


“(A) Base Rate 


“The Power Company shall compensate the Government for the sale and 
delivery of electric power and energy pursuant to Section 1.02 hereof at the base 
rate of 6 mills per kilowatt-hour for the first 22,000,000 kwh during each month 
and 8 mills per kilowatt-hour for the remaining 8,000,000 kwh during each month, 
provided that said base rate may be increased or decreased as follows: upon the 
written request of the Secretary of the Interior, the Federal Power Commission, 
the Power Company or Reynolds, delivered to the other three of such parties 
at any time within the 180 day period preceding the commencement of the second 
or any succeeding five year period of service hereunder, said base rate may be 
reviewed by the Federal Power Commission with the parties hereto, and, if after 
such review the Federal Power Commission so orders during such 180 day 
period, said base rate shall be increased or decreased to the extent provided in 
such order, effective as of commencement of the five year period of service here- 
under next succeeding issuance of such order; provided that the base rate in 
effect hereunder shall not exceed 107144% of the initial base rate at any 
time during the sixth through the tenth year of service hereunder, or exceed 
115% of the initial base rate at any time during the eleventh through the 
twentieth year of service hereunder, or exceed 12214% of the initial base 
rate at any time during the twenty-first through the thirtieth year of service 
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hereunder; and provided further that in consideration of increases or decreases 
hereunder, there shall be allocated to power, for purposes of the Flood Control 
Act of 1944, the incremental cost directly resulting from installation of power 
facilities at the multi-purpose dams constructed pursuant to said Act.” 

2. Section 2.03 (B) of said contract is hereby amended to read as follows: 


“(B) Rate adjustment during last 25 years 


“The charges provided for in Section 2.03 (A) for the first 30,000,000 kwh 
per month delivered by the Power Company to Reynolds, when Reynolds is pro- 
ducing aluminum, shall be increased (in addition to the additional charge of 
$1,250 per month, during the sixth through the fifteenth year of service provided 
for in Section 2.03 (A) (1) (C) hereof) or decreased, as the case may be, by 
an amount equal to one-half of any increases or decreases (up to a total of 
15% of the amount payable under the initial base rate) made from time to 
time pursuant to Section 1.05 (a) plus two-thirds of any additional increases or 
decreases so made in the power charges provided in Section 1.05 (A), as 
amended.” 

3. The words “(plus the additional charges provided in Section 2.03 (B)),” 
where they appear in Section 2.03 (K) and 2.08 (L) of said contract and the 
words “during the first 120 months after service has commenced, $163,800 per 
month during the next 120 months, and $171,900 during the final 120 months” 
appearing in Section 2.03 (G) of said contract are hereby amended to read 
“(plus or minus any rate adjustments applicable under Section 2.03 (b)).” 

In witness whereof, the parties have caused this Supplemental Agreement 
to be executed in several counterparts each of which shall constitute an original, 
by their duly authorized officers, as of the day and year first hereinabove 
written. 

Tue UNIrep STATES OF AMERICA, 
By Oscar L. CHAPMAN, 
Secretary of the Interior. 


ARKANSAS Power & LIGHT COMPANY, 
’ ©. H. Moses, 
President. 


REYNOLDS METALS COMPANY, 
WALTER L. RICE, 
Vice President. 


Attest: 
R. A. HENDERSON, 
Attest 
JOEL DENTON. 
Conformed copy of executed original. 
KATHRYN MEYER, Clerk-Stenographer. 


Contract number Ispa 514-5. 


SUPPLEMENTAL AGREEMENT 


It is hereby agreed among the parties to that contract between the United 
States of America, represented by the Secretary of the Interior, Arkansas Power 
and Light Company, and Reynolds Metals Company, dated January 29, 1952, 
as amended, that Section 1.27 thereof be further amended as follows: 

That the words “within two (2) months after the date of the execution hereof” 
be deleted and the following substituted therefor: 

“Prior to April 30, 1952” 
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In witness whereof, the parties have caused this Supplemental Agreement to 
be executed in three counterparts each of which shall constitute an original, 
by their duly authorized officers, as of this ‘Twenty-third day of April, Nineteen 
Hundred and Fifty-two. 

THe UnNtrrep Srares or AMERICA, 
By R. D. Sear_es, 
Under Secre tary of the Interior 


ARKANSAS Power & LIGHT COMPANY, 
By Harry A. Por, 
ittorney-in-| 


RrYNotps MeTALs ( 
By Water L. Rice, 
Vice Presid 


Conformed copy of executed original. 
KATHRYN MEyeER, Clerk-Stenographer 


Contract No. Ispa 514-6 


SUPPLEMENTAL AGREEMENT 


y and between the United States of America, represented by the Secretary of the 
Interior, Arkansas Power and Light Company, and Reynolds Metals Company, 

Witnesseth that: 

The parties herto mutually agree that the contract entered into among said 
parties on January 29, 1952, as heretofore amended, is hereby further amended 
as follows: 

1. Section 1.05 (A) of said contract is hereby amended to read as follows: 

(A) Base Rate 

“The Power Company shall compensate the Government for the sale and 
delivery of electric power and energy pursuant to Section 1.02 hereof at the base 
rate of 6 mills per kilowatt-hour for the first 22,000,000 kwh during each month 
and 3 mills per kilowatt-hour for the remaining 8,000,000 kwh during each month, 
provided that said base rate may be increased or decreased as follows: The base 
rate shall be reviewed and redetermined by the Secretary of the Interior, effective 
as of the commencement of the second and each succeeding five-year period of 
service hereunder: provided, that no such redetermination shall increase the base 
rate in effect hereunder to an amount in excess of 110% of the initial base rate 
at any time during the 6th through the 10th year of service hereunder, or in 
excess of 115% of the initial base rate at any time during the 11th through the 
15th year of service hereunder, or in excess of 1174%4% of the initial base rate at 
any time during the 16th through the 20th year of service hereunder, or in excess 
of 120¢% of the initial base rate at any time during the 21st through the 25th 

ear of service hereunder, or in excess of 1224%4% of the initial base rate at any 
time during the 26th through the 30th year of service hereunder; prorided 
further that no rate so redetermined shall be higher than would be required to 
meet the standards of Section 5 of the Flood Control Act of 1944 if equall 
applied to all customers of Southwestern Power Administration that are similarl) 
situated. A redetermination of the base rate by the Secretary for the second 
and each succeeding five-year period of service hereunder shall initially be sub 
mitted to the Federal Power Commission for confirmation and approval! within 
ISO days prior to commencement of each such five-year period and after such 
initial submittal any further redetermination necessary to secure such confirma 
tion and approval for that period shall he submitted by the Secretary. Until a 
redetermination is approved by the Federal Power Commission, charges aud pay 
nents shall be made on the same hasis as during the five-year period preceding 
the period for which the rate is to be redetermined, subject, however, to retro- 
active readjustment to effectuate such rate as shall ultimately be proposed by 
the Seeretary of the Interior and approved by the Federal Power Commission 
within the limitations set forth above applicable to the particular five-year period 
In no event shall any failure to comply with the provisions of this Section 1.05 (A) 
he deemed to suspend the effectiveness of this Agreement.” 


This Supplemental Agreement entered into as of the 25th day of April 1952 
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Except as above specifically amended as to Section 1.05 (A), the aforesaid 
Agreement of January 29, 1952, and all Supplements thereto shall remain in full 
force and effect. 

In witness whereof, the parties have caused this Supplemental Agreement to be 
executed in several counterparts each of which shall constitute an original, by 
their duly authorized officers, as of the day and year first hereinabove written 

THE UNITED STATES OF AMERICA, 
By R. D. SEARLEs, 
Undersecretary of the Interior. 
ARKANSAS PowER & LIGHT COMPANY, 
‘By C. H. Mosgs. 
REYNOLDS METALS COMPANY, 
By WALTER L. RIcE. 

Attest: 

Harry A. Poru, Jr. 

Attest: 

JOEL DENTON. 

Conformed copy of executed original. 

KATHRYN Meyer, Clerk-Stenographer. 


Contract Number Ispa 514-7. 
SUPPLEMENTAL AGREEMENT 


(Conformed copy: Prepared by Division of Rates and Customer Service, South- 
western Power Administration ) 


This Suppplemental Agreement entered into as of the 20th day of August 1952 
py and between the United States of America, represented by the Secretary of 
the Interior, Arkansas Power & Light Company, and Reynolds Metals Company, 

Witnesseth that: 

The parties hereto mutually agree that the contract entered into among said 
parties on January 29, 1952, as heretofore amended, is hereby further amended 
as follows: 

1. Section 1.10 (A) of said contract is hereby amended to read as follows: 
“(A) Effective Date 

“This Agreement shall become effective upon the execution hereof by the 
Government, the Power Company, and Reynolds. Service and charges for elec- 
tric power and energy under Articles I and II shall begin at the earliest date upon 
which the Government, the Power Company, and Reynolds are prepared to com- 
mence delivery and/or receipt of service hereunder. Reynolds, the Government, 
and the Power Company shall use due diligence to prepare for delivery and 
receipt of service hereunder within the shortest reasonable period of time. If 
any of such parties are unable to deliver and/or receive service hereunder by 
January 1, 1954, this Agreement shall, at the option of the party or parties then 
able to deliver or receive service, terminate and have no further force nor effect : 
Provided, That if such failure to be able to deliver and/or receive service is due 
to any cause or causes beyond the control of the Government, the Power Company, 
or Reynolds, including, but not limited to, delays occasioned by: (1) construction 
schedules of the Department of the Army; (2) procurement of materials and 
equipment or priorities therefor ; or (3) failure to receive required authorizations 
from Federal agencies, the date of commencement of service under this Agree- 
ment shall be extended by a period of time equivalent to such period of delay 
but in no event later than January 1, 1955, at which time, if service and charges 
have not commenced hereunder, this Agreement shall, at the option of the party 
or parties then able to deliver or receive service, terminate and have no further 
force nor effect.” 

Except as above specifically amended as to Section 1.10 (A), the aforesaid 
Agreement of January 29, 1952, and all Supplements thereto shall remain in 
full force and effect. 
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In witness whereof, the parties have caused this Supplemental Agreement to be 
executed in several counterparts each of which shall constitute an original, by 
their duly authorized officers, as of the day and year first hereinabove written. 


THE UNITED STATES OF AMERICA, 
By R. D. SEaRLEs, 
Under Secretary of the Interior, 


ARKANSAS Power & Liont Company, 
By R. EB. Rrrcnur, Vice President, 


REYNOLDS MeTALs CoMPANY, 
By Watrter L. Rice, President. 


Contract Number Ispa 514-8 
SuPPLEMENTAL AGREEMENT 


(Conformed copy: Prepared by Division of Rates and Customer Service, 
Southwestern Power Administration) 


This Supplemental Agreement entered into as of the 27th day of August 1952, 
by and between the United States of America, represented by the Secretary of 
the Interior, Arkansas Power & Light Company, and Reynolds Metals Company, 

Witnesseth that: 

The parties hereto mutually agree that the contract entered into among said 
parties on January 29, 1952, as heretofore amended, is hereby further amended 
as follows: 

1. Section 1.31 (B) of said contract is hereby amended to read as follows: 

B) Termination by the Government 


“If Reynolds intentionally violates the provisions Sections 2.21 (B) or 2.23 
of Article II hereof, the Government may, subject to the provisions of Section 
1.11 hereof, terminate all rights and obligations under this Agreement upon 
ninety (90) days’ prior written notice unless Reynolds, or in the event that 
the Government shall have received written notice of the mortgaging and pledging 
by Reynolds of its rights against the Power Company under this Agreement as 
contemplated in Section 2.23 hereof, either Reynolds or the Trustee or Trustees 
referred to in Section 2.23 hereof or their successor or successors, shall have 
cured such default within ninety (90) days after such written notice shall have 
been received by Reynolds and the said Trustee or Trustees or their successor 
or successors.” 

2. Section 2.05 of said contract is hereby amended to read as follows: 

“2.05 Suspension of Service 


“If Reynolds should default in any payment that may become due hereunder, 
or shall default in the performance of any other obligation hereunder, and such 
default shall not have been cured by Reynolds or, in the event that the Power 
Company shall have received written notice of the mortgaging and pledging by 
Reynolds of its rights against the Power Company under this Agreement as 
contemplated in Section 2.23 hereof, by either Reynolds pr the Trustee or 
Trustees referred to in Section 2.23 or their successor or successors, within 
sixty (60) days after written notice of such default shall have been received 
‘by Reynolds and said Trustees or their successor or successors, the Power 

Company may, at any time during the continuance of such default without 
further notice and without liability therefor, suspend service hereunder to 
Reynolds until such default is cured, but such suspension shall not lessen or 
change Reynolds’ obligation or affect the amount which shall become due and 
payable hereunder.” 

3. Section 2.23 of said contract is hereby amended to read as follows: 


“2.23 Assignment 


“Reynolds may assign this agreement to any person, firm or corporation with 
credit reasonably acceptable to the Power Company, and at the time of such 
assignment capable of performing in a manner reasonably acceptable to the 
Government, which shall assume performance of Reynolds’ obligations hereunder 
and which shall become lawfully entitled to operate the aforesaid plant; and 
upon such assignment and assumption, Reynolds shall be discharged from its 

76239—56——_9 
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obligations hereunder and it shall be in nowise responsible for any failure of 
performance on the part of the assignee. Without limitation of the foregoing, 
Reynolds may assign this agreement to the Trustees and to any successor Truste: 
or Trustees under that certain Mortgage and Deed of Trust dated as of April | 
1952, from Reynolds Reduction Company to Manufacturers Trust Company and 
A. F. Keuthen, as Trustees, with the further right on the part of such Trustees 
and their successor or successors to make further assignments of this Agreeme: 

to any persons which shall become lawfully entitled to operate the aforesaid 
plant provided that (with the exception set forth below) such persons shall hav: 
credit reasonably acceptable to the Power Company and shall at the time ot! 
such an assignment be capable of performing the obligations of this Agreement 
in a manner reasonably acceptable to the Government, and the Power Company 
and the Government agree not to unreasonably withhold such acceptance ; and 
if, and only if, such persons (assignees of the Trustees or of any successor Trustee 
or Trustees) shall, pursuant to the foregoing, assume performance of Reynolds 
obligations and commence to purchase power hereunder, Reynolds shall there 

upon be relieved of all further obligations hereunder. The foregoing conditions 
regarding credit and capability of performance shall not be applicable with rr 

spect to any assignment of this agreement by the aforesaid Trustees or their 
successor or successors to any one or more of the original holders of bonds or 
notes secured by said Mortgage and Deed of Trust or to any corporation owned 
or controlled by said Trustees, or any successor Trustee or Trustees, or by any 
one or more of such holders or by the United States of America. Without limita 
tion of any of the previous provisions of this paragraph the provisions hereof 
shall be binding upon an inure to the benefit of the parties hereto, their successors 
and assigns. Any person making an assignment hereof pursuant to the foregoing 
shall give prompt written notice thereof to the Government and the Power 
Company.” 

4. Section 2.25 of said contract is hereby amended to read as follows: 


“2.25 Default 

“If either the Power Company or Reynolds intentionally violates any materia! 
provision of this Article II, the other of such two parties may terminate the rights 
and obligations of the Power Company and Reynolds under this Article II, unless 
such violations shall be cured within ninety (90) days after receipt of written 


notice thereof from the injured party; provided, however, that in the event that 
the Power Company shall have received written notice of the mortgaging 
and pledging by Reynolds of its rights against the Power Company as contem- 
plated in Section 2.25 of this Agreement, no such termination shall be effected 
by the Power Company unless Reynolds or the Trustee or Trustees referred to 
in Section 2.23 hereof or their successor or successors shall have failed to cure 
such violation within ninety (90) days after receipt of written notice thereof 
from the Power Company. Any other remedy or remedies available under the 
law for such violation shall not be limited in any way because of this provision 
or the exercise of the rights conferred hereunder.” Except as above specifically 
amended as to Sections 1.31 (B), 2.05, 2.23 and 2.25, the aforesaid Agreement 
of January 29, 1952, and all Supplements thereto shall remain in full force and 
effect. 

In witness whereof, the parties have caused this Supplemental Agreement to be 
executed in several counterparts each of which shall constitute an original, by 
their duly authorized officers, as of the day and year first hereinabove written. 


THE UNITED STATES OF AMERICA, 
By VERNON D. NorRTHRUP, 
Under Secretary of the Interior. 
ARKANSAS Power & Ligut CoMPANY, 
By R. E. Rrrcntm, Vice President. 
REYNOLDS METALS COMPANY, 
By WALTER L. Rice, Vice President. 
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NOTICE OF ASSIGNMENT 
ATTACHMENT TO AMENDMENT NO, 8 


Conformed copy: Prepared by Division of Rates and Customer Service, Sout! 
western Power Administration ) 


To: Arkansas Power & Light Company, Little Rock, Arkansas. 

fo: Administration of the Southwestern Power Administration, P. O. Drawer 
1619, Tulsa, 1, Oklahoma. 

Re Agreement for the Sale of Electric Power and Energy Between The United 
States of America and Arkansas Power & Light Company and Reynolds 
Metals Company, dated as of the 29th day of January, 1952, as amended from 
time to time, and as last amended by a Supplemental Agreement entered into 
as of the 27th day of August, 1962. 

Sirs: Please take notice that the undersigned, pursuant to Section 2.25 of 
the above described Agreement, has executed and delivered to Manufacturers 
frust Company and A. F, Keuthen, as Trustees, an instrument of assignment 
true copy of which is attached hereto. 

Please return to the undersigned the three (3) enclosed copies of this notice 
wtih appropriate notations showing the date and hour of receipt and duly 
signed by the person acknowledging receipt on behalf of the addressee. 

REYNOLDS METALS COMPANY 
By C. E. CoGHILL, 7 reasurer 


Receipt is hereby acknowledged of the above notice and a copy of the abovs 
mentioned instrument of assignment. These were received at 3:00 PM. on 
November 3, 1952. 

On behalf of Southwestern Power Administration 

DoveLas G. Wricnt, Administrator 


ASSIGNMENT 
(Power Contract) 


Assignment dated as of the 27th day of August, 1952, by Reynolds Metals 
Company, a Delaware corporation having an office at Reynolds Metals Building, 
Richmond 19, Virginia (hereinafter called the “Assignor’) to Manufacturers 
Trust Company, a New York banking corporation having its principal office at 
5 Broad Street, in the Borough of Manhattan, City and State of New York, 
and A, F. Keuthen, residing at 441 East 20th Street, New York 10, New York, 
as Trustees (hereinafter called the “Assignees’’) under the Mortgage and Deed 
of Trust, dated as of April 1, 1952, between Reynolds Reduction Company and 
the Assignees (Hereinafter called the “Mortgage and Deed of Trust’). 

Witnesseth : 

Whereas the Assignor has caused Reynolds Reduction Company (hereinafte: 
alled “Reduction’’) to be formed and is the owner of all the issued and out 
standing eapital stock of Reduction: and 

Whereas the Assignor and Reduction have entered into a contract, dated as 
of October 11, 1951, with United States of America, acting by and through the 
Administrator of General Services (hereinafter called the “New Supply Con 
tract’), providing, among other things, for the construction by the Assignor 
or Reduction of certain facilities for the production of alumina and aluminum 
und the sale and purchase of aluminum; and 

Whereas the Assignor and Reduction contemplate that Reduction will con 
struct (either itself or by means of construction contracts or otherwise) ana 
own certain of the facilities, which facilities to be constructed and owned by 
Reduction are called the “Alumina Plant” and the “Aluminum Plant,” and ars 
collectively called the “Additional Facilities” in the Mortgage and Deed of Trust 
and herein; and 

Whereas the Assignor and Reduction contemplate that Reduction will finance 
the construction of the Additional Facilities by borrowing $76,750,000 from 
certain institutional investors and banks and that Reduction in evidence of sueh 
indebtedness will issue and sell its First Mortgage 5% Bonds, due January 1, 
1968, to said institutional investors, and its 5% Notes, due Jannary 1, 1968, to 
said banks, said Bonds and said Notes to be issued pursuant to and in accordance 
with and to be equally and ratably secured by, the Mortgage and Deed of Trust ; 
and 
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Whereas it is contemplated that the Assignor will operate the Additional 
Facilities ; and 

Whereas in order to secure a constant and sufficient source of electric power 
and energy for production at the Aluminum Plant, an agreement, dated as of the 
29th day of January 1952, for the sale of electric power and energy, has been 
entered into between the Assignor, Arkansas Power & Light Company (herein- 
after called the “Power Company”) and the United States of America, said agree- 
ment having been amended from time to time, and last amended by a supple- 
mental agreement, dated as of the 27th day of August 1952 (hereinafter called 
the “Power Contract”) ; and 

Whereas Section 2.23 of the Power Contract, as supplemented and amended, 
provides that the Assignor may assign said Power Contract to the Assignees 
as Trustees and to any successor Trustee or Trustees under the Mortgage and 
Deed of Trust and that, subject to the limitations contained in that Section, 
such Assignees or their successor or successors as trustees may make further 
assignments thereof; and 

Whereas as a condition of the above-mentioned borrowing, it is necessary that 
the Assignor execute and deliver such an assignment to the Assignees, as Trustees 
under the Mortgage and Deed of Trust, for the purpose of further securing the 
Bonds and Notes issued thereunder ; and 

Whereas such assignment is to be held by the Assignees as part of the trust 
estate under the Mortgage and Deed of Trust, and subject thereto, with the same 
force and effect as if it were specifically described as a part thereof; and 

Whereas Article 10 of the Mortgage and Deed of Trust provides that the 
Assignees may, upon the happening of certain events, enter into possession of 
the premises, including the Aluminum Plant, mortgaged thereby, and may 
themselves, or by such officer or agent as they may appoint, operate the said 
Aluminum Plant, or foreclose the Mortgage and Deed of Trust on, or sell or 
otherwise dispose of said Aluminum Plant to other persons who shall thereupon 
become lawfully entitled to operate, said Aluminum Plant; and 

Whereas the Assignees and said other persons referred to in the preceding 
recital will require a constant and sufficient supply of electric power and energy 
te operate said Aluminum Plant; 

Now, therefore, in consideration of the premises and the purchase by the 
institutional investors of the Bonds and the making by the banks of loans as 
evidenced by the Notes, and for other good and valuable consideration, receipt 
whereof is hereby acknowledged, the Assignor hereby sells, assigns, transfers 
and sets over unto the Assignees and their respective successor Trustees all 
rights of the Assignor against the Power Company under the Power Contract, 
with the further right on the part of such Assignees and their respective successor 
Trustees to make, to the extent permitted by and subject to the limitations 
contained in Section 2.23 of the Power Contract, further assignments of the 
Power Contract to any persons which shall become lawfully entitled to operate 
the Aluminum Plant. 

The Assignor does hereby irrevocably constitute and appoint the Assignees 
and their respective successor Trustees its true and lawful attorneys-in-fact, 
with full and irrevocable power and authority, in the place and stead of the 
Assignor, and in the name of the Assignor or in the name of the Assignees, or 
either of them, or their respective successor Trustees or otherwise, from time 
to time, in the discretion of the Assignees or their respective successor Trustees 
for the purpose of carrying out the terms of this Assignment, to take any and 
all action and execute any and all instruments which may be necessary to 
accomplish the purpose of this Assignment, and, without limiting the generality 
of the foregoing, the Assignor hereby gives the Assignees and their respective 
successor Trustees the power and right, on behalf of the Assignor, in the name 
of the Assignor or in the name of the Assignees, or either of them, or otherwise. 
to make, give or furnish any request, notice, specification, report or other docu- 
ment authorized or required under the Power Contract to be made, given or 
furnished by the Assignor, and to file any claim and to take any other action 
or proceeding deemed by the Assignees or their respective successor Trustees 
appropriate for the purpose of enforcing the obligations of the Power Compan) 
under the Power Contract. 

Notwithstanding the foregoing provisions of this Assignment it is understood: 

(a) That this Assignment is made for the purpose of mortgaging and 
pledging under the Mortgage and Deed of Trust the rights of the Assignor 
against the Power Company under the Power Contract in order further to 
secure the indebtedness represented by the 5% First Mortgage Bonds due 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 127 


January 1, 1968, and the 5% Notes due January 1, 1968, of Reynolds Reduc 
tion Company, and that, until written notice shall have been received by Uh 
Power Company from the Assignees, or their respective successor Trustees 
stating that the Assignees, or such successor Trustees, have elected as of 
a subsequent date specified in such notice to exercise their rights under this 
Assignment, the Assignor shall, subject to the provisions of Sections 1.31(B), 
2.05 and 2.25 of the Power Contract, as amended and supplemented, hav: 
the sole right to enforce and to receive the benefits of the Power Contract, 
and the Power Company shall be entitled conclusively to presume that the 
Assignor is entitled to receive such benefits; provided, however, that the 
date specified in such notice shall not be earlier than the date on which 
Metals ceases to be in possession of the Aluminum Plant, except that the 
Power Company shall be entitled for all purposes to rely conclusively upon 
the date so specified and shall not be affected by any notice to the con 
trary; and 

(b) That if such written notice shall have been received by the power 
company, it shall, from and after the date specified therein, be entitled 
conclusively to presume that the Assignees, or their respective successor 
Trustees, are solely entitled to assert the rights and to receive the benefits 
of the Assignor under the Power Contract and to and including the earlier 
of (1) the date specified in a further written notice received by the Power 
Company from the Assignees, or their respective successor Trustees, stat- 
ing that they have irrevocably released to the Assignor their rights under 
this Assignment, or (2) the effective date of a further assignment by the As- 
signees, or their respective successor Trustees, pursuant to the provisions 
of Section 2.23 of the Power Contract. 

Nothing herein contained shall preclude or prejudice the right of the Assignor 
(which right is recognized by the Assignees by the acceptance of the delivery of 
this Assignment) to obtain reimbursement from the trust estate under the 
Mortgage and Deed of Trust of all moneys paid by it in respect of charges 
accruing under Article II of the Power Contract between the date of election 
specified in the notice given to the Power Company pursuant to subdivision (a) 
of this paragraph and the earlier of the dates specified in clauses (1) and (2) 
of subdivision (b) of this paragraph. 

The Assignor hereby represents and warrants to the Assignees : 

(1) That the Assignor is not in default under any provisions of the Power 
Contract; and 

(2) That, to the knowledge of the Assignor, neither Arkansas Power & Light 
Company nor the United States of America is in default under provisions of 
the Power Contract; and 

(3) That the Assignor has not sold, assigned, transferred, mortgaged, hy- 
pothecated, or pledged, any of its rights under the Power Contract or an) 
portion thereof to any person, firm, or corporation, other than to the Assignees. 

The Assignor hereby covenants and agrees that it will not cancel, terminate. 
or abandon the Power Contract or consent to any cancellation, termination, or 
abandonment thereof without the prior written consent of the Assignees, and that 
it will not change, modify, amend, or supplement the Power Contract, or consent 
to any such change, modification, amendment, or supplement without such prior 
written consent, except that, prior to the date specified in a notice received by 
the Power Company pursuant to subdivision (a) of the third preceding para- 
graph, the Assignor may maket or consent to any change, modification, amend- 
ment, or supplement in or to the Power Contract if the Assignor shall have 
first delivered to the Assignees a copy, certified by the Secretary or an Assistant 
Secretary of the Assignor to be a true and correct copy, of a resolution of the 
Board of Directors of the Assignor declaring that such change, modification, 
amendment, or supplement is, in the opinion of the Board of Directors, advis- 
able and to the best interest of the Assignor and is not prejudicial to the Assignees 
or to the holders of the 5% First Mortgage Bonds, due January 1, 1968, and of 
the 5% Notes due January 1, 1968, of Reynolds Reduction Company. 

The Assignor hereby covenants and agrees that, upon demand of the As- 
signees or their respective successor Trustees, it will execute and deliver such 
further documents, and do such other acts and things, as the Assignees or their 
respective successor Trustees may reasonably require in order fully to effect 
the purposes of this Assignment. 
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In witness whereof, the Assignor has caused these presents to be signed by its 
President or one of its Vice Presidents and its corporate seal affixed and attested 
by its Secretary or its Assistant Secretary, as of the 27th day of August 1962. 

REYNOLDS METALS COMPANY, 
By R. S. Reyno.tps, Jr., 
President. 

[SEAL AFFIXED] 

Attest: 

? Drixiarp, Secretary. 
STATE OF NEw YORK, 
County of New York, ss: 


On this 29th day of October 1952, before me personally came R. 8S. Reynolds, 
Jr., to me known, who, being by me duly sworn, did depose and say: That he 
resides at 15 Tapoan Road, Richmond, Virginia; that he is the President of 
Reynolds Metals Company, the corporation described in and which executed the 
above instrument; that he knows the seal of said corporation, that the seal 
affixed to said instrument is such corporate seal that it was so affixed by order 
of the Board of Directors of said corporation; that he signed his name thereto 
by like order. 

Puiuip D. FERRALL, 
Notary Public, State of New York, No. 80-6275200. 


Qualified in Nassau County. Certificates Filed with: New York County Clerk 
and New York Register’s Offices. Term Expires March 30, 1954. 
[SEAL AFFIXED] 


(Conformed copy: Prepared by Division of Sales, Southwestern Power 
Administration) 


Contract Number Ispa 514-9 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
SOUTHWESTERN POWER ADMINISTRATION, 
Washington 25, D. C., August 25, 1954. 
ARKANSAS PoWER & LIGHT COMPANY, 
Little Rock, Ark. 


GENTLEMEN: Because of the prolonged drought in the Southwestern area of 
the United States, the water supply in the hydroelectric reservoir projects from 
which the Southwestern Power Administration (hereinafter called the “Gov- 
ernment”) markets electric power and energy is rapidly approaching the critical 
point where the hydroelectric projects will not produce power and energy in 
amounts sufficient to meet system load requirements. You are hereby given 
notice that commencing on the date hereof and continuing until rainfall replen- 
ishes the water supply in the hydroelectric reservoir projects in the Southwestern 
area the Government will be unable to deliver to Arkansas Power and Light 
Company (hereinafter called the “Company’”’) all of the power and energy obli- 
gated under the terms of our contract ISPA 514 (hereinafter called the “Con- 
tract’). 

Section 1.08 (D) “Adjustment of Bills,” of the Contract provides that in the 
event the Government is unable to deliver all or any part of the power and 
energy contracted for, the compensation to the Government for the month or 
months so affected shall be adjusted on the basis of a fair and equitable prora- 
tion. Pursuant thereto the Government proposes the following: 


I 


The Government will reduce the amount of power and energy to be delivered 
to the Company from 30,000,000 kilowatt-hours to 10,000,000 kilowatt-hours per 
month for a period not exceeding ninety (90) days from the date hereof. Pay- 
ment for such energy shall be at the average rate of 5.2 mills which would have 
been applicable if the 30,000,000 kilowatt-hours to which the Company is 
entitled under the Contract had been delivered. 


1 First name not legible. 
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II 


The difference between the kilowatt hours obligated by the Contract and the 
kilowatt hours of energy delivered pursuant to this Notice, In amounts not to 
evceed 60,000,000 kilowatt hours, will be held by the Government at its risk of 
spillage or wastage of water for the account of the Company, for a period not 

exceed four (4) years from the date hereof. 


Ii! 


Such deferred energy will be delivered to the Company at such times and in 
such quantities as will fit under the Company's peak load curve, within the 
mits of the Government’s available generating capacity (but not including 
the output from Blakely Mountain Reservoir project) from time to time and 
subject to the Government’s present power contracts and power contracts under 
negotiation with N. W. Electric Power Cooperative, Inc., the Central Electric 
Tower Cooperative, the KAMO Electric Power Cooperative, Inc., the Western 
Farmers Electric Cooperative, the SHO-ME Power Corporation, and the M. & A. 
Electric Power Cooperative. Such deferred energy shall be paid for at such 
times at the average rate of 5.2 mills per kilowatt hour. 

We believe in the present emergency that the above proposal constitutes a 
fair and equitable proration of the present hydroelectric power and energy avail- 
able for sale by the Government, is in conformity with Subsection (D) (1) See 
tion 1.08 of the Contract, and is to the best interest of the Government and its 
customers. 

If the foregoing is satisfactory to you, please sign in the space indicated on 
the enclosed copy of this Notice. 

Very truly yours, 
FLoyp E. Conway, 
Acting Administrator, Southwestern Power Administration, 
Tusa, OKLA. 


Approved: 
FRED G. AANDAHL, 
Assistant Secretary for Water and Power Development. 
Accepted : 
ARKANSAS Power & Licgut COMPANY, 
By R. BE. Rrrenire, 
President. 


Conformed copy: Prepared by Division of Sales, Southwestern Power 
Administration ) 


Contract Number Ispa 514-10 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
SOUTHWESTERN POWER ADMINISTRATION, 
Tulsa, Okla., September 13, 1954. 
ARKANSAS POWER & LIGHT COMPANY, 
Little Rock, Ark. 


GENTLEMEN: QOn August 25, 1954, the Southwestern Power Administration 
(hereinafter referred to as the “Government’) and the Arkansas Power & 
Light Company (hereinafter referred to as the “Company”) entered into an 
interim agreement which provides that, because of the prolonged drought and 
the critical shortage of water, the obligation of the Government to deliver 
electric energy to the Company under the agreement dated January 29, 1952 
(Contract No. Ispa—514), shall be reduced from 30,000,000 kilowatt-hours to the 
10,000,000 kilowatt-hours per month during a ninety-day period until rainfall] 
replenishes the supply of water so as to permit the normal generation of hydro- 
electric power and energy. 

At the time the said interim agreement of August 25, 1954, was entered into, 
informal advice from the U. S. Corps of Engineers indicated that a drawdown of 
water for the generation of power and energy at the Bull Shoals Dam and the 
Norfolk Dam would be permitted to a level ten feet below the bottom of the 
established power pool elevation. The U. S. Corps of Engineers has since 
determined, however, that it will permit a drawdown of water at those dams 
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to a level but two feet below the bottom of the established power pool elevatio: 
This fact necessarily requires that the Government review and redetermine the 
amount of hydroelectric power and energy which can be generated during the 
period of critical water shortage. 

In light of the foregoing, this letter constitutes an offer by the Government 
to amend the said interim agreement of August 25, 1954, in the following 
respects : 


1. The paragraph numbered “I” is revised to read as follows: 
Oty 


“(a) The Government will reduce the amount of energy to be delivered to 
the Company from 30,000,000 kilowatt-hours to 3,000,000 kilowatt-hours per 
month for the period from 12:01 a. m., September 13, 1954, to 11:59 p. m,, 
December 31, 1954. Such energy shall be delivered to the Company by the Govern- 
ment in accordance with schedules submitted by the Company from time to time. 

“(b) The Company shall compensate the Government for electric energy de- 
livered pursuant to Subsection (a), above, at the rate of five and two-tenths 
(5.2) mills per kilowatt-hour, which is the average rate which would have been 
applicable if 30,000,000 kilowatt-hours per month were delivered by the Govern- 
ment to the Company as provided in the said agreement of January 29, 1952.” 

2. The paragraph numbered “II” is amended as follows: 

Delete the phrase “in amounts not to exceed 60,000,000 kilowatt-hours.” 

3. A new paragraph numbered “IV” is added to read as follows: 


“Tv 


“If, in the opinion of the Government, rainfall replenishes the supply of water 
so as to permit the normal generation of hydroelectric power and energy at the 
Bull Shoals Dam and the Norfork Dam, the Government may terminate this 
interim agreement upon ten days’ advance written notice to the Company.” 

The arrangements outlined above will be of material assistance to the Govern- 
ment in meeting its system load requirements during this period of critical 
water shortage. If the offer is satisfactory to the Company, please sign the 
acceptance below and return four executed copies. 

Very truly yours, 


JAMES V. ALFRIEND, 
Acting Administrator, Southwestern Power Administration. 
SEPTEMBER 10, 1954. 


The terms and conditions of the foregoing offer are hereby accepted and 
agreed to. 


ARKANSAS Power & LIGHT COMPANY, 
R. E. Rircur, President. 


(Conformed copy: Prepared by Division of Rates and Customer Service, 
Southwestern Power Administration) 


Contract Number Ispa 514-11 


UnitTep STATES DEPARTMENT OF THE INTERIOR, 
SOUTHWESTERN POWER ADMINISTRATION, 


Tulsa, Okla., November 1, 1954. 
ARKANSAS Power & LIGHT COMPANY, 


Little Rock, Ark. 


GENTLEMEN: The Southwestern Power Administration (hereinafter referred 
to as the “Government”) and the Arkansas Power & Light Company (hereinafter 
referred to as the “Company”’) on August 25, 1954, entered into an interim agree- 
ment which, in substance, provides that, because of the prolonged drought and 
the critical shortage of water in the hydroelectric reservoir projects, the obliga- 
tion of the Government to deliver electric energy to the Company under the 
agreement dated January 29, 1952 (Contract No. Ispa—514), would be tempo 
rarily reduced from 30,000,000 kilowatt-hours to 10,000,000 kilowatt-hours per 
month, and that the energy not scheduled for receipt by the Company would be 
held by the Government for the account of the Company for a period of four years. 
On September 13, 1954, an amendatory agreement was entered into further 
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reducing the obligation of the Government to deliver energy to the Company to 
*,000,000 kilowatt-hours per month. 

At the time the said interim agreement was entered into, it was the intention 
of the parties that the Company would, in cooperation with the Government 
during the period of emergency, reduce its scheduled receipt of energy to the 
absolute minimum required by its system load, and that the Company would be 
permitted to defer each month the scheduled receipt of all or any part of the 
energy involved. Some doubt exists, however, as to whether the said interim 
agreement accurately reflects the intention of the parties, particularly with 
reference to the right of the Company to defer the scheduled receipt of all or 
any part of the 10,000,000 kilowatt-hours and the 3,000,000 kilowatt-hours 
per month. Although an amendment might be drafted in an effort to clarify 
the problems raised, a new agreement, rescinding the previous agreement and 
effective retroactively to August 25, 1954, would probably obviate the possibility 
of further confusion. 

In light of the foregoing, this letter constitutes an offer by the Government 
to rescind the said agreement of August 25, 1954, and the amendment thereto 
dated September 13, 1954, subject to the following terms and conditions: 

“Section 1. The obligation of the Government to sell and deliver electric 
energy to the Company, as provided in Section 1.02 of the agreement dated 
January 29, 1952 (Ispa—514), during the period from 12:01 a. m., August 25, 
1954, to 11:59 p. m., September 12, 1954, shall be reduced from 30,000,000 kilo- 
watt-hours to 10,000,000 kilowatt-hours per month; and during the period 
from 12:01 a. m., September 13, 1954, to 11:59 p. m., December 31, 1954, shall 
be reduced from 10,000,000 kilowatt-hours to 3,000,000 kilowatt-hours per month: 
Provided, That the Company may defer the scheduled receipt of all or any part 
of the aforementioned amounts of electric energy, and that all or any portion 
of such amounts of electric energy not scheduled for receipt by the Company 
shall be held for the account of the Company as provided in Section 2, hereof. 

“Section 2. The Government shall hold for the account of the Company, at 
the risk of the Government with respect to the spillage or wastage of water, for 
u period not to extend beyond August 25, 1959, the number of kilowatt-hours 
of energy equal to the difference each month between 30,000,000 kilowatt-hours 
and the number of kilowatt-hours actually delivered by the Government to the 
Company during such month. 

“Section 3. Electric energy held by the Government for the account of the 
Company pursuant to Section 2, hereof, shall be delivered by the Government 
to the Company after December 31, 1954, at the times and in the quantities as 
will best fit under the Company’s peak load curve, subject to (i) the limitations 
of the Government’s then available generating capacity (not including Blakely 
Mountain Dam), and (ii) the obligations of the Government under its then 
existing contracts and the commitments of the Government under contracts now 
being negotiated with N. W. Electric Power Cooperative, Inc., Central Electric 
Power Cooperative, KAMO Electric Cooperative, Western Farmers Electric 
Cooperative, Sho-Me Power Corporation, and M & A Electric Power Coopera- 
tive. 

“Section 4. The Company shall compensate the Government each month for 
electrie energy delivered by the Government to the Company pursuant to Section 
1 and Section 3, hereof, at the rate of five and two-tenths (5.2) mills per kilo- 
watt-hour, which rate is the average rate which would have been applicable if 
30,000,000 kilowatt-hours per month were delivered by the Government to the 
Company as provided in Section 1.02 of the said agreement of January 29, 1952. 

“Section 5. If, in the opinion of the Government, rainfall replenishes the 
supply of water so as to permit the normal generation of hydroelectric power 
and energy at the Bull Shoals Dam and the Norfork Dam, the Government may 
terminate this interim agreement upon ten days’ advance written notice to the 
Company. 

“Section 6. This interim agreement shall be effective as of 12:01 a. m., 
August 25, 1954, and, upon its execution, the interim agreement between the 
parties hereto dated August 25, 1954 (Ispa-—514-9), and the amendment thereto 
dated September 13, 1954 (Ispa-514-10), shall be and hereby are rescinded and 
canceled.” 
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If the foregoing arrangements are satisfactory to the Company, please sign 
the acceptance below and return four executed copies to this office. 
Very truly yours, 
Dovetas G. WRIGHT, 
Administrator, Southwestern Power Administration. 
OCTOBER 25, 1954. 
The foregoing arrangements are satisfactory, and the offer is hereby accepted 
and agreed to. 
ARKANSAS PowER & LIGHT COMPANY, 
By R. E. Rrronr, President. 


(Conformed copy: Prepared by Division of Rates and Customer Service, 
Southwestern Power Administration ) 


Contract Number Ispa—514-12 


Unitrep STaTES DEPARTMENT OF THE INTERIOR, 
SOUTHWESTERN POWER ADMINISTRATION, 
Tulsa, Okla., December 29, 1954. 
ARKANSAS PowER & LIGHT COMPANY, 
Little Rock, Ark. 


GENTLEMEN: The agreement, entered into by and between the Southwestern 
Power Administration (hereinafter referred to as the “Government’) and the 
Arkansas Power and Light Company (hereinafter referred to as the “Company’”’), 
dated November 1, 1954 (Contract No. Ispa—514—-11), modifying the obligation of 
the Government to deliver electric energy to the Company under the agreement 
dated January 29, 1952 (Contract No. Ispa 514), terminates at 11:59 p. m. on 
the 31st day of December 1954. 

The Government represents that there has not been sufficient rainfall to re- 
plenish the supply of water so as to permit the normal generation of hydroelectric 
power and energy at the Bull Shoals Dam and the Norfork Dam and is of the 
opinion that it will be to the mutual advantage of the Government and the 
Company to extend the term of the agreement of November 1, 1954 (Contract 
No. Ispa 514-11). 

Considering the foregoing, this letter constitutes an offer by the Government 
to extend all the provisions of the agreement of November 1, 1954 (Contract 
No. Ispa 514-11) to February 28, 1955, by striking from Sections 1 and 3, thereof, 
the word and figures “December 31, 1954” and substituting therefor the word 
and figures “February 28, 1955”, so that Section 1 and Section 3 shall hereafter 
read respectively as follows: 

“Section 1. The obligation of the Government to sell and deliver electric 
energy to the Company, as provided in Section 1.02 of the agreement dated Janu- 
ary 29, 1952 (Ispa—514), during the period from 12:01 a. m., August 25, 1954, to 
11:59 p. m., September 12, 1954, shall be reduced from 30,000,000 kilowatt-hours 
to 10,000,000 kilowatt-hours per month; and during the period from 12: 01 a. m., 
September 13, 1954, to 11:59 p. m., February 28, 1955, shall be reduced from 
10,000,000 kilowatt-hours to 3,000,000 kilowatt-hours per month: Provided, That 
the Company may defer the scheduled receipt of all or any part of the afore- 
mentioned amounts of electric energy, and that all or any portion of such 
amounts of electric energy not scheduled for receipt by the Company shall be 
held for the account of the Company as provided in Section 2, hereof.” 

“Section 3. Electric energy held by the Government for the account of the 
Company pursuant to Section 2, hereof, shall be delivered by the Government 
to the Company after February 28, 1955, at the times and in the quantities as 
will best fit under the Company’s peak-load curve, subject to (i) the limitations of 
the Government’s then available generating capacity (not including Blakely 
Mountain Dam), and (ii) the obligations of the Government under its then 
existing contracts and the commitments of the Government under contracts now 
being negotiated with N. W. Electric Power Cooperative, Inc., Central Electric 
Power Cooperative, KAMO Electric Cooperative, Western Farmers Electric 
Cooperative, Sho-Me Power Corporation, and M & A Electric Power Cooperative.” 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 133 


If the foregoing extension is satisfactory to the Company, please sign the 
ceptance below and return four executed copies to this office. 
Very truly yours, 
H. A. HeEWerrT, 

Acting Administrator, Southwestern Power Administration 
DECEMBER 30, 1954. 
The foregoing arrangements are satisfactory, and the offer is hereby accepted 

and agreed to. 
ARKANSAS Power & LIGHT COMPANY, 
By H. F. Minnis, Vice President. 


Conformed copy: Prepared by Division of Rates and Customer Service, South- 
western Power Administration ) 


Contract Number Ispa—514-13 
UNITED STATES DEPARTMENT OF THE INTERIOR, 
SOUTHWESTERN POWER ADMINISTRATION, 
Tulsa, Okla., March 17, 19565 
ARKANSAS Power & LigHt COMPANY, 
Little Rock, Ark. 

GENTLEMEN: The interim agreement (Ispa-514-11) dated November 1, 1954. as 
amended, between the Southwestern Power Administration (“Government”) and 
the Arkansas Power & Light Company (“Company”), modifying the obligation of 
the Government to deliver electric energy to the Company under the agreement 
dated January 29, 1952 (Contract No. Ispa—514), terminates on February 28, 1955. 

As a result of telephone conferences between representatives of the parties 
hereto, it has been determined that it will be mutually advantageous to the 
Company and the Government if the term of the said interim agreement is 
extended for another month. 

Accordingly, this letter constitutes an offer by the Government to amend the 
said interim agreement of November 1, 1954, by deleting from Section 1 and 
Section 3 the phrase “February 28, 1955", and inserting in lieu thereof the phrase 
“March 31, 1955”, so that said sections shall hereafter read as follows: 

“Section 1. The obligation of the Government to sell and deliver electric energy 
to the Company, as provided in Section 1.02 of the agreement dated January 29, 
1952 (Ispa—514), during the period from 12:01 a. m., August 25, 1954, to 11:59 
p. m., September 12, 1954, shall be reduced from 50,000,000 kilowatt-hours to 
10,000,000 kilowatt-hours per month; and during the period from 12:01 a. m., 
September 18, 1954, to 11:59 p. m., March 31, 1955, shall be reduced from 
10,000,000 kilowatt-hours to 3,000,000 kilowatt-hours per month: Provided, That 
the Company may defer the scheduled receipt of all or any part of the aforemen- 
tioned amounts of electric energy, and that all or any portion of such amounts 
of electric energy not scheduled for receipt by the Company shall be held for 
the account of the Company as provided in Section 2, hereof.” 

“Section 3. Electric energy held by the Government for the aceount of the 
Company pursuant to Section 2, hereof, shall be delivered by the Government to 
the Company after March 31, 1955, at the times and in the quantities as will best 
fit under the Company’s peak load curve, subject to (i) the limitations of the 
Government’s then available generating capacity (not including Blakely Moun- 
tain Dam), and (ii) the obligations of the Government under its then existing 
contracts and the commitments of the Government under contracts now being 
negotiated with N. W. Electric Power Cooperative, Inc., Central Electric Power 
Cooperative, KAMO Electric Cooperative, Inc., Western Farmers Electric Cooper- 
ative, Sho-Me Power Corporation, and M & A Electric Power Cooperative.” 

If the foregoing amendment is satisfactory to the Company, please sign the 
acceptance below and return four executed copies to this office. 

Very truly yours, 
H. A. Hewett, 
Acting Adniinistrator, Southwestern Power Administration. 
FEBRUARY 28, 1955. 


The terms and conditions of the foregoing amendment are satisfactory, and the 
offer is hereby accepted and agreed to. 
ARKANSAS Power & LIGHT COMPANY. 
By H. F. MINNIs, Vice President. 
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(Conformed copy: Prepared by Division of Rates and Customer Service, South- 
western Power Administration ) 


Ispa 514-14 
UNrrep STATES DEPARTMENT OF THE INTERIOR, 
SOUTHWESTERN POWER ADMINISTRATION, 
Tulsa, Okla., April 11, 1955. 
ARKANSAS Power & Ligntr COMPANY, 
Little Rock, Ark. 

GENTLEMEN : The interim agreement (Ispa—j14-11) dated November 1, 1954, as 
amended, between the Southwestern Power Administration (“Government”) and 
the Arkansas Power and Light Company (“Company”), modifying the obligation 
of the Government to deliver electric energy to the Company under the agreement 
dated January 29, 1952 (Contract No. Ispa—514), terminates on March 31, 1955. 

As a result of telephone conferences between representatives of the parties 
hereto, it has been determined that it will be mutually advantageous to the 
Company and the Government if the term of the said interim agreement is again 
extended for another month. 

Accordingly, this letter constitutes an offer by the Government to amend the 
snid interim agreement of November 1, 1954, by deleting from Section 1 and 
Section 3 the phrase “March 31, 1955”, and inserting in lieu thereof the phrase 
“April 30, 1955”, so that said sections shall hereafter read as follows: 

“Section 1. The obligation of the Government to sell and deliver electric energy 
to the Company, as provided in Section 1.02 of the agreement dated January 29, 
1952 (Ipsa—514), during the period from 12:01 a. m., August 25, 1954, to 11:59 
p. m., September 12, 1954, shall be reduced from 30,000,000 kilowatt-hours to 
10,000,000 kilowatt-hours per month; and during the period from 12:01 a. m., 
September 13, 1954, to 11:59 p. m., April 30, 1955, shall be reduced from 10,000,000 
kilowatt-hours to 3,000,000 kilowatt-hours per month: Provided, That the Com- 
pany may defer the scheduled receipt of all or any part of the aforementioned 
amounts of electric energy, and that all or any portion of such amounts of electric 
energy not scheduled for receipt by the Company shall be held for the account of 
the Company as provided in Section 2, hereof.” 


2 * * . * * © 


“Section 3. Electric energy held by the Government for the account of the 
Company pursuant to Section 2, hereof, shall be delivered by the Government to 
the Company after April 30, 1955, at the times and in the quantities as will best 
fit under the Company’s peak load curve, subject to (i) the limitations of the 
Government’s then available generating capacity (not including Blakely Mountain 
Dam), and (ii) the obligations of the Government under its then existing con- 
tracts and the commitments of the Government under contracts now being nego- 
tiated with N. W. Electric Power Cooperative, Inc., Central Electric Power 
Cooperative, KAMO Electric Cooperative, Inc., Western Farmers Electric Cooper- 
ative, Sho-Me Power Corporation, and M & A Electric Power Cooperative.” 

This Amendatory Agreement shall not become effective unless and until it is 
approved by the Secretary of the Interior, and, except as herein provided, all 
provisions of the said Interim Agreement of November 1, 1954, as amended, shall 
remain in full force and effect. 

If the foregoing amendment is satisfactory to the Company, please sign the 
acceptance below and return five executed copies to this office. 

Very truly yours, 
JAMES V. ALFRIEND, 
Acting Administrator, Southwestern Power Administration. 
MARCH 28, 1955. 


The terms and conditions of the foregoing amendment are satisfactory, and the 
offer is hereby accepted and agreed to. 


ARKANSAS Power & LIGHT CoMPANY. 
By H. F. Minnis, Vice President. 
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(Conformed copy: Prepared by Division of Rates and Customer Service, 
Southwestern Power Administration) 


Contract Number ISPA 514-15 


UNITED S1TaTES DEPARTMENT OF THE INTERIOR, 
SOUTH WESTEEN POWER ADMINISTRATION, 
Tulsa, Okla., May 18, 1955 


ARKANSAS Power & LigHt COMPANY, 
Little Rock, Ark. 


GENTLEMEN: The recent prolonged and record-breaking drouth in the south- 
western area of the United States has required a reappraisal of the power- 
producing potential of the hydroelectric reservoir projects from which the 
Southwestern Power Administration (hereinafter referred to as the “Govern- 
ment”) markets electric power and energy. Even after the exercise by the 
Government of prudent and economical coordination of marketing practices 
with available generating and transmission facilities, and although past records 
reveal that periods of drouth occur only infrequently, experience with the recent 
period of critical water shortage indicates that it will be mutually advantageous 
to the Government and to the Arkansas Power and Light Company (hereinafter 
referred to as the “Company”) if a plan of operations is established with a 
view toward permitting the Government and the Company to utilize most ef- 
fectively the water available during low-water years. 

Accordingly, this letter constitutes an offer by the Government to establish 
a plan of operations to implement the Agreement of January 29, 1952 (Contract 
No. Ispa-—514), between the Government, the Company, and Reynolds Metals 
Company (hereinafter referred to as “Contract Ispa—514"), to provide as follows: 

“Section 1. The Government shall compile and maintain accurate and cur- 
rent records of water storage conditions and stream flows into the reservoir 
projects from which it markets hydroelectric power and energy, and, on or before 
December 24 of each year, shall determine and notify the Company whether, on 
the basis of a water and power study based upon such records, the first five 
months of the following calendar year shall be designated an ‘Expected Ad- 
verse Water Period.’ On or before May 15 of each year the Government shall 
review the records of the total actual stream flows into such reservoir projects 
for the preceding twelve-month period, and if such review reveals that the 
total actual stream flows for such period is less than the lowest previously 
recorded stream flows for a comparable period prior to the year 1953, the Gov- 
ernment shall notify the Company whether the following seven-month period of 
such calendar year shall be designated an ‘Adverse Water Period.’ 

“Section 2. During each ‘Expected Adverse Water Period’ and each ‘Adverse 
Water Period’ the obligation of the Government to sell and deliver energy, and 
the obligation of the Company to purchase and receive such energy, under the 
provisions of Section 1.02 of Contract Ispa—514 shall be as follows: 

“(a) During the five-month period of each calendar year designated an 
‘Expected Adverse Water Period,” the obligation of the Government to sell 
and deliver energy, and the obligation of the Company to purchase and receive 
such energy, shall be reduced from 150,000,000 kilowatt-hours to 75,000,000 
kilowatt-hours. 

“(b) During the seven-month period of each calendar year designated 
an ‘Adverse Water Period,’ the obligation of the Government to sell and 
deliver energy, and the obligation of the Company to purchase and receive 
such energy, shall be reduced from 210,000,000 kilowatt-hours to 175,000,000 
kilowatt-hours. 

“Section 3. The Company may, at its option, vary the scheduled delivery and 
receipt of energy during each ‘Expected Adverse Water Period’ and each ‘Adverse 
Water Period’ as may be required to meet the load conditions on its system. 
except that the Company shall not schedule the delivery and receipt of more 
than 150,000 kilowatt-hours during any particular clock hour, nor more than 
30,000,000 kilowatt-hours during any particular calendar month: Provided, 
That the Company shall compensate the Government at the rate of 15,000,000 
kilowatt-hours per month during each ‘Expected Adverse Water Period,’ and at 
the rate of 25,000,000 kilowatt-hours per month during each ‘Adverse Water 
Period,’ regardless and without reference to the amount of energy actually 
scheduled and received by the Company during each month of such periods: 
Provided further, That the provisons of Section 1.03 of Contract Ispa—514 shall 
not be operative during any ‘Expected Adverse Water Period’ or ‘Adverse Water 
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period,’ and the rights, if any, of the Company and the Government with regarii 
to energy anticipated or deferred pursuant to Section 1.03 prior to such periods 
shall be preserved and revived at the end of such periods. 

“Section 4. Until such time as the base rate for the sale of electric energy 
is redetermined pursuant to the provisions of Section 1.05 (A) (as amended) 
of Contract Ispa—514, the Company shall compensate the Government for electri: 
energy purchased during an ‘Expected Adverse Water Period’ and an ‘Adverse 
Water Period’ at the rate of five and two-tenths mills ($0.0052) per kilowatt 
hour, which is the average rate which the Company would pay to the Government 
for energy under the presently effective base rate if 30,000,000 kilowatt-hours 
of energy per month were delivered to the Company as provided in the said Section 
1.02. Whenever, from time to time or at any time, the base rate for the sale 
of electric energy is increased pursuant to the provisions of the said Section 
1.05 (A), the rate at which the Company compensates the Government for electric 
energy purchased during an ‘Expected Adverse Water Period’ and an ‘Adverse 
Water Period’ shall be recomputed and the Company shall thereafter compensate 
the Government for electric energy purchased during an ‘Expected Advers« 
Water Period’ and an ‘Adverse Water Period’ at the average rate which the 
Company would pay for energy under the then effective base rate if 30,000,000 
kilowatt-hours per month were delivered to the Company as provided in the said 
Section 1.02: Provided, That the provisions of Section 1.05 (B) of Contract Ispa- 
514, which provide for certain adjustment in rates, shall not be operative nor 
applicable during any ‘Expected Adverse Water Period’ or ‘Adverse Water Period.’ 

“Section 5. Except as otherwise specifically provided in this Plan of Opera 
tions, the sale and delivery of electric energy to the Company, and the purchase 
and receipt thereof by the Company, during each ‘Expected Adverse Water Period’ 
and ‘Adverse Water Period’ shall in all respects be subject to, and in conformity 
with, the terms and conditions of Contract Ispa—514. 

“Section 6. It is recognized by the parties hereto that this Plan of Operations 
is not related to, nor is it intended to affect in any manner whatsoever, the 
provisions of Article IT of Contract Ispa—514. If at any time a customer of the 
Company presents to the Company any claim or demand predicated upon a 
demonstrable conflict between the provisions of this Plan of Operations and 
the provisions of the said Article II from which conflict will result an action- 
able claim for damages against the Company, it is understood and agreed that 
the Government and the Company will, in good faith and with all possible dis- 
patch, proceed to modify and amend this Plan of Operations to the extent neces- 
sary to remove such conflict and to obviate thereafter the possibility of such 
claim for damages against the Company. 

“Section 7. This Plan of Operations shall not become effective nor have any 
force or effect unless and until it is approved by the Secretary of the Interior. 

“Section 8. This Plan of Operations shall become effective upon the date of 
its approval as provided in Sction 7, above, shall remain in force and effect 
during a term concurrent with the effective term of Contract Ispa—514, and shall 
ipso facto terminate and have no further force or effect on the date of the termi- 
nation of Contract Ispa—514.” 

It is believed that the arrangements outlined above will! be of mutual advantage 
to the Company and the Government during periods of drouth. If the offer is 
satisfactory to the Company please sign the acceptance below and return four 
executed copies. 

Very truly yours, 
Dovel.as G. Wrigut, 
Administrator, Southwestern Power Administration. 
Marcn 11, 1955. 


The foregoing offer is satisfactory to the Company and the terms and conditions 
of the proposed Plan of Operations are hereby accepted and agreed to. 
ARKANSAS Power & Licut Company, 
3v A. F. Minnis, Vice President. 
Attest: 
[Seal Affixed. ] 
J.L. Bopre, Assistant Sccretary. 
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‘Conformed copy: Prepared by Division of Rates and Customer Service, 
Southwestern Power Administration ) 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
SOUTHWESTERN POWER ADMINISTRATION, 
Tulsa, Okla, May 4, 1955 
\RKANSAS Power & Licit COMPANY, 
Little Rock, Ark. 

GENTLEMEN: This letter constitutes an offer to establish certain operating 
recedures to be followed under the Agreement of January 29, 1952, (Ispa-514), 
etween the Arkansas Power & Light Company (“Company”) and the South- 
western Power Administration (“Government”), in accordance with the recom 
mendations submitted by representatives of the Company and Government after 
the conference in Little Rock on April 6, 1955. 

It is proposed that the switches at the points of interconnection between the 
systems of the Company and the Government at the Norfork Dam and the Bull 
Shoals Dam be maintained in a closed position at all times during normal operat- 
ing conditions, and that this procedure be followed during the remainder of the 
effective term of the said agreement of January 2, 1{52 


, Subject to cancellation 
by either party upon thirty days’ advance written notice. It is recognized, how 
ever, that keeping the switches closed at the said points of interconnection may 
result in the inadvertent flow of power and energy between the systems of the 
Company and the Government. It is proposed, therefore, that such inadvertent 
flows, if any, shall be balanced off between the parties as soon as possible in the 
subsequent deliveries and/or receipt of power and energy. It is proposed, in 
addition, that if such inadvertent flow results in burdensome losses upon the 
system of either party, the means or method of relieving and/or compensating 
for such losses shall be determined by mutual agreement of the parties hereto. 

It is believed that the arrangements outlined above will be of mutual ad- 
vantage to the Company and the Government. 

If satisfactory to the Company, please execute the acceptance below and re- 
turn the original copy to this office. 

Very truly yours, 

H. A. Hewett, Acting Administrator. 
May 10, 1955. 


The offer for the establishment of an operating procedure as outlined above is 


satisfactory to the Company, and the terms and conditions thereof are hereby 
accepted and agreed to. 


ARKANSAS Power & LIGHT COMPANY, 
By H.F. Minnis, Vice President. 


(Conformed copy: Prepared by Division of Rates and Customer Service, South- 
western Power Administration) 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
SOUTHWESTERN POWER ADMINISTRATION, 
Tulsa, Okla., March 28, 1955. 
ARKANSAS Power & Liagut CoMPANY, 
Little Rock, Ark. 
GENTLEMEN: Section 5 of the interim agreement of November 1, 1954 (isp 
514-11), between the Southwestern Power Administration (“Government”) and 
the Arkansas Power & Light Company (‘‘Company”), provides as follows: 
“Section 5. If, in the opinion of the Government, rainfall replenishes the supply 
of water so as to permit the normal generation of hydroelectric power and energy 
at the Bull Shoals Dam and the Norfork Dam, the Government may terminate 
this interim agreement upon ten days’ advance written notice to the Company.’ 
It has been determined that rainfall during the past few months has replen 
ished the supply of water at the Bull Shoals Dam and the Norfork 
to permit the normal generation of hydroelectric power and energy. 
Pursuant to the provisions of Section 5, above, this letter constitutes notice of 
termination of the said interim agreement of November 1, 1954, such termina 
tion to be effective at midnight, April 7, 1955. 
Very truly yours, 


Dam so as 


Doveras G. Wricut, Administrato) 











138 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


_ Mr. Aanpanv. Yes. And I might say that Mr. Plucknett has out 
lined the siding of the contract and probably after it is necessary 


for me to leave, you can go into that with him if you wish more detailed 
information. 


Senator Kerr. Very good. 


Mr. Jones of Alabama. Was that submitted on yesterday? 

Senator Kerr. It was not submitted. It was referred to and at that 
time a request was made that it be inserted in the record and the Secre- 
tary said that that would be done. 

Mr. Jones of Alabama. Mr. Chairman, I wonder if it would be in 
order for me to ask a question at this point since I was unable to attend 
on yesterday / 

Senator Kerr. I think so. I might remind the Congressman that 
the Secretary has to leave at 11. Generally, 1 told him we would 
permit him to read his entire statement and such time as we had left 
would be devoted to questioning. As you weren’t here yesterday you 
may take the time to do that. 

Mr. Jones of Alabama. Mr. Secretary, your testimony is predicated 
upon the valuations of projects heretofore constructed by the Corps 
of Engineers or the Southwestern Power Administration. Is that 
correct ¢ 

Mr. Aanpant. The projects that are involved in the cost allocation 
question are all projects that were constructed by the verte of Engi- 
neers. The only construction made by the Southwestern Power Ad- 
ministration is transmission lines, which doesn’t involve the question of 
cost allocation. 

Mr. Jones of Alabama. It does not include the cost allocation ? 

Mr. Aanpanut. No. The total cost is for power and transmission. 

Mr. Jones of Alabama. So your testimony today is based upon the 
review of projects that have been completed that were authorized by 
the Congress ! 

Mr. AanpAauu. Completed and under construction. 

Mr. Jones of Alabama. Thank you, sir. 

Mr. Aanpanu. (5) Arkansas Power & Light Co.-Blakely Mountain 
project electric exchange agreement. Agreement for the exchange 
of electric power and energy between the United States and Arkansas 
Power & Light Co. dated August 20, 1954 (contract No. 14-02-001- 
698). The company takes delivery of all power and energy at Blakely 
Mountain project and makes the contract amount of power and energy 
available on the Government’s interconnected transmission system. 

Senator Kerr. Is that contract to be furnished for the record ? 

Mr. AanpAHL. We will be able to furnish it. 

(The contract on the Blakely Mountain project follows :) 


UNITED STATES DEPARTMENT OF THE INTERIOR, SOUTHWESTERN POWER 
ADMINISTRATION 


AGREEMENT BETWEEN UNITED STATES OF AMERICA AND ARKANSAS Power & LigHT 
CoMPANY 


This agreement, made and entered into this 20th day of August 1954, by and 
between the United States of America, represented by the Administrator, South- 
western Power Administration, an agency of the Department of the Interior 
(hereinafter referred to as the “Government”), and the Arkansas Power and 
Light Company, a public utility corporation organized under the laws of the 


State of Arkansas, acting through its duly authorized officials (hereinafter 
referred to as the “Company”) ; 
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Witnesseth, That: 

Whereas the United States, pursuant to its program for the control of floods 
and the protection of navigable waters, has constructed the Blakely Mountain 
Dam on the Ouachita River in the State of Arkansas, and installed therein 
facilities for the generation of hydroelectric power and energy ; and 

Whereas, engineering studies, based on the best available records of river 
flow and the operating characteristics of the installed facilities, indicate that 
with the installation of two generators having a nameplate rating of 37,500 
kilowatts each there can be produced at the Blakely Mountain Dam, through 
efficient operation and utilization of present reservoir capacity allocated to power, 
122,000,000 kilowatt-hours of primary energy and an average of 28,000,000 kilo- 
watt-hours of secondary energy per year; and 

Whereas subject to the provisions of the Flood Control Act of 1944 (58 Stat. 
887), the Secretary of the Interior is authorized to transmit and dispose of the 
surplus electric power and energy generated at such hydroelectric projects in 
such manner as to encourage the most widespread use thereof at the lowest pos- 
sible rates to consumers consistent with sound business principles, and at rates 
confirmed and approved by the Federal Power Commission, giving preference in 
the sale thereof to public bodies and cooperatives ; and 

Whereas the Goverment does not have facilities available for the transmission 
of the electric power and energy generated at the Blakely Mountain Dam: and 

Whereas the Company will provide the transmission and related facilities 
necessary to receive, transmit, and utilize the electric power and energy gen- 
erated at the Blakely Mountain Dam ; and 

Whereas the Secretary of the Interior on August 31, 1943 (Order No. 1865), 
created the Southwestern Power Administration as an agency in the Department 
of the Interior, and on November 21, 1945 (Order No. 2135, 10 F. R. 14527), des- 
ignated the Administrator of the Southwestern Power Administration his market- 
ing agent for the sale of electric power and energy generated at hydroelectric 
projects in the area comprised of the States of Arkansas and Louisiana, that part 
of the States of Kansas and Missouri lying south of the Missouri River Basin 
and east of the 98th meridian, and that part of the States of Texas and Oklahoma 
lying east of the 99th meridian and north of the San Antonio River Basin; 

Now, therefore, in consideration of the mutual covenants herein contained, 
the parties hereto agree as follows: 


ARTICLE I. DEFINITIONS 


Section 1. Surplus Power and Energy. The term “Surplus Power and Energy,” 
as used herein, shall mean the hydroelectric power and energy generated at the 
Blakely Mountain Dam delivered by the Secretary of the Army to the Secretary 
of the Department of the Interior, pursuant to Section 5 of the Flood Control Act 
of 1944 (58 Stat. 887, 890; 16 U. S. C. 825s). 

Section 2. Average Annual Energy. The term “Average Annual Energy,” as 
used herein, shall mean the average number of kilowatt-hours that could have 
been produced at the Blakely Mountain Dam in a calendar year, taking into con- 
sideration the efficient loading and operation of the installed facilities, the accept- 
able records and reliable estimates of streamflow, the normal and effective use 
of reservoir storage capacity allocated to the production of electric power, and the 
utilization of Blakely Mountain Reservoir project for floed control and other 
authorized purposes by the Secretary of the Army. 

Section 3. Primary Energy. The term “Primary Energy,” as used herein, shall 
mean the number of kilowatt-hours per calendar year equivalent to the amount 
of energy that could have been produced at the Blakely Mountain Dam computed 
on the basis of the maximum rate of generation, in kilowatts, that could have 
been maintained at all times during the entire period of streamflow record, taking 
into consideration the efficient operation and loading of the facilities, the lowest 
streamflow as shown by acceptable records and reliable estimates of streamflow, 
the normal and effective use of the reservoir storage capacity allocated to the 
production of electric power, and the utilization of the Blakely Mountain Res- 
ervoir Project for flood control and other authorized purposes by the Secretary 
of the Army. 

Section 4. Secondary Energy. The term “Secondary Energy,” as used herein, 
shall mean an amount of hydroelectric energy equivalent to the difference 
between Average Annual Energy as defined in Section 2 of this Article and 
Primary Energy as defined in Section 3 of this Article. 


76239—56——10 
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ARTICLE Il. SERVICE BY THE GOVERNMENT TO THE COMPANY 


Section 1. Delivery of Power and Energy to the Company. The Government 
shall deliver to the Company, and the Compnay shall receive and accept, as here- 
inafter provided, the Surplus Power and Energy generated at the Blakely 
Mountain Dam. 

Section 2. Scheduling. The Company shall submit to the Government on or 
before the twentieth day of each month a written statement containing estimates 
of the Company’s requirements for the generation and delivery of hydroelectric 
power and energy for each day of the following month. Such power and energy 
shali be generated and delivered by the Government to the Company as sched- 
uied by the Company, or as controlled by load and frequency control equipment, 
in such manner as to assure the efficient use of the power facilities and power 
storage with due regard to the load requirements of the Company, but at a rate 
within the minimum and maximum limits prescribed by the U. 8S. Corps of En- 
gineers for the safe operation of the generating units; Provided, That the gen- 
eration of electric power and energy shall at all times be subject to the require- 
ments of the U. S. Corps of Engineers to operate the Blakely Mountain Reservoir 
Project for flood control and other authorized purposes. 

Section 3. Point of Delivery. Electric power and energy delivered by the 
Government to the Company under this Agreement shall be received by the 
Company in the Blakely Mountain Dam substation at the point where electrical 
connection is made between the conductors of the Government and/or the 
U. S. Corps of Engineers and the Company. 

Section 4. Power Factor. Electric power and energy delivered by the Gov- 
ernment under this Agreement shall be taken and received by the Company at 
such power factor as the Company determines will best serve its system; Pro- 
vided, That such power factor shall not overload or impair the generating fa- 
cilities at the Blakely Mountain Dam nor unreasonably interfere with the 
delivery of power and energy by the Government. 

Section 5. Metering. Electric power and energy delivered to the Company by 
the Government under this Agreement shall be metered at 13,800 volts on the 
low tension side of the transformers at the Blakely Mountain Dam. 

Section 6. Character of Service. Electric power and energy shall be delivered 
by the Government to the Company under this Agreement as 3-phase alternating 
current, at a frequency of approximately 60 cycles per second and at a nominal 
voltage of 115,000 volts, with an allowable variation of five percent (5%) above 
or below nominal voltage. 


ARTICLE III. SERVICE BY THE COMPANY TO THE GOVERNMENT 


Section 1. Delivery of Power and Energy to the Government. (a) In exchange 
for the Surplus Power and Energy delivered by the Government to the Company, 
pursuant to Article II, Section 1, hereof, the Company shall furnish and deliver 
to the Government each year 136,000,000 kilowatt-hours of electric energy as 
scheduled by the Government, at a rate not to exceed 75,000 kilowatts. 

(b) If either or both of the generating units at the Blakely Mountain Dam can- 
not be operated at rated capacity because of mechanical or electrical failure of 
such unit or units or related facilities operated by the U. S. Corps of Engineers, 
the maximum rate at which the Company is obligated to deliver electric energy 
to the Government under Subsection (a) above, shall, at the option of the 
Company, be reduced by an amount equivalent to the reduction in capacity dur- 
ing the period of such failure. If either or both generating units must be taken 
out of operation in order to remedy or correct such failure, and if such period 
of inoperation is not in accordance with a mutually agreed upon schedule, 
the said obligation of the Company shall, at the option of the Company, be re- 
duced by an amount equivalent to the reduction in capacity during the period 
of such inoperation; Provided, That the provisions of this Subsection (b) shall 
not apply to any period of reduced capacity resulting from a mutually agreed 
upon schedule for the maintenance, repair, replacement, or installation of equip- 
ment at the Blakely Mountain Dam. 

(c) It is recognized by the parties hereto that the amount of electric energy 
which the Company is obligated to furnish and deliver to the Government 
each year, pursuant to Subsection (a), above, is derived from engineering 
studies which serve as the basis for the Government’s present estimate that, 
through efficient operation and loading of installed facilities and utilization 
of the reservoir storage capacity presently allocated to power, the Blakely 
Mountain Dam can produce 122,000,000 kilowatt-hours of primary energy and 
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in average of 28,000,000 kilowatt-hours of secondary energy per year. The. 
equipment acceptance test data and the aforementioned engineering studies 
and estimates shall be reviewed by representatives of the Government and the 
Company when the Blakely Mountain Dam is placed in commercial operation 
and at the end of each three-year period thereafter. After each such review 
the Government shall promptiy, and in good faith, redetermine its estimates 
of the amounts of primary and secondary energy which can be produced at 
the Blakely Mountain Dam. If such redetermined estimates vary in amount 
by three percent (3%) or more from the aforementioned present estimates 
of the Government, or from the estimates redetermined pursuant to this Sub- 
section, it is understood and agreed that the amount of electric energy which 
the Company is obligated to furnish and deliver to the Government, pursuant 
to Subsection (a), above, shall be increased or decreased, as the case may be, 
in accordance with the formula, “E=P+'% (S)”", with the factors defined as 
follows: 

)=The amount of electric energy which the Company is obligated to 
furnish and deliver to the Government each year in exchange for the surplus 
power and energy received from the Blakely Mountain Dam. 

P=The estimated amount of primary energy which can be produced at 
the Blakely Mountain Dam each year. 

S=The estimated average amount of secondary energy which can be pro- 
duced at the Blakely Mountain Dam per year. ; 

Section 2. Point of Delivery and Metering. It is recognized by the parties 
hereto that the obligation of the Company to furnish and deliver electric energy 
to the Government under this Agreement will be fulfilled in full or in part 
by a reduction in the amounts of power and energy scheduled to be received 
by the Company from the Government under other contracts between the Gov- 
ernment and the Company. Electric energy furnished by the Company under 
this Agreement in amounts over and above the aforementioned reductions in 
scheduling under other contracts shall be delivered by the Company to the 
Government at or near the Bull Shoals and the Norfork Reservoir Projects, 
other point or points of interconnection between the systems of the Company 
and the Government, and such other point or points as may be mutually agree: 
upon. Such energy shall be metered at the point or points of delivery and ad- 
justed to the nominal voltage of the Company’s system at such point or points. 

Seetion 3. Scheduling. On or before the twentieth day of each month the 
Government shall submit to the Company written schedules for the hourly 
delivery of energy by the Company during the following month. Such schedules 
may be changed by the Government at any time upon notice to the Company, 
such notice to be confirmed in writing within forty-eight hours. 

Section 4. Submission of Statements to the Company. On or before the tenth 
day of each month, the Government shall submit to the Company a statement 
covering the preceding calendar month setting forth in necessary detail the 
quantities of power and energy delivered to the Company pursuant to Article II, 
hereof, and the quantities of power and energy received from the Company 
pursuant to Article III, hereof. 


ARTICLE IV. GENERAL PROVISIONS 


Section 1. Start of Service. Electric service under this Agreement shall start 
either on the first day of the month following the date the Government deter- 
iuines that the generation and substation facilities at the Blakely Mountain 
bam are completed and ready for commercial operation, or on the first day of 
the month following receipt of notice from the Federal Power Commission as 
provided in Article VI, whichever date is later. 

Section 2. Inadvertent Flow. The parties hereto agree to operate their re- 
spective systems in such manner, consistent with their other commitments, as 
\o follow as closely as possible the scheduled delivery and receipt of power and 
energy a provided herein. Inadvertent delivery in excess of, or less than, sched 
uled delivery shall not constitute a breach of this Agreement on the part of 
either party, and such inadvertent deliveries shall be balanced off between the 
parties as soon as possible in. subsequent deliveries and receipt of power and 
energy ; Provided, That such balancing off shall be accomplished during a period 
ir periods similar or comparable in time to the period or periods during which 
the inadvertent delivery occurred. 

Section 3. Condenser Operation. The Government shall, at the request of 
the Company, cause either or both of the generators at the Blakely Mountain Dam 
to be operated as condensers if, in the sole judgment of the Government, such 
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operation will not interfere with the delivery of power and energy, is not con 
trary to good operating practice, and is not detrimental to the generators except 
for normal wear and tear; Provided, That the Company shall furnish and deliver, 
without cost to the Government, the electric power and energy required for such 
condenser operation, and such energy as may be required for station service 
at the Blakely Mountain Dam during periods of normal operation when the 
generating units are not being operated as generators, or during periods of 
emergency not exceeding thirty days in duration, or during such other periods 
as may be mutually agreed upon by the parties hereto. 

Section 4. Facilities Furnished by the Government. The Government shal! 
furnish, install, maintain, and operate, or cause to be furnished, installed, main- 
tained, and operated, such facilities and equipment, as may be reasonably neces- 
sary to enable the Government to meter, deliver, control, and receive the quan- 
tities of electric power and energy provided under this Agreement, and to assure 
reasonable protection to the transmission lines and facilities of the Company. 

Section 5. Facilities Furnished by the Company. (a) The Company shall 
furnish, install, maintain, and operate such transmission and related facilities, 
including metering equipment, as may be reasonably necessary to enable the 
Company to meter, receive, and deliver the quantities of electric power and energy 
provided under this Agreement, and to assure protection to the facilities of the 
Government and the U. 8. Corps of Engineers. 

(b) The Company may, after obtaining permission from the U. 8. Corps of 
Engineers, install suitable metering equipment in the Blakely Mountain Dam 
substation for the purpose of checking the meters installed by the Government 
or the U. 8. Corps of Engineers. 

Section 6. Substation Operation. (a) It is understood and agreed that per- 
sonnel employed by the U. S. Corps of Engineers will operate and maintain the 
Blakely Mountain Dam and the adjacent substation, and that two (2) line 
positions will be made available to the Company in the said substation. Switch- 
ing operations for the Company in the Blakely Mountain Dam substation wil! 
be performed by employees of the U. 8S. Corps of Engineers as requested by 
authorized representatives of the Company, but it is understood that the U. S 
Corps of Engineers is not obligated to furnish personnel solely for the purpose 
of performing switching operations for the Company. 

(b) The Company agrees that it will save the Government and the U. 8S. Corps 
of Engineers harmless from any and all claims for damages to property or injury 
to persons, including officers, agents, or employees of the Company, which may 
arise from or be incident to switching operations performed in the said Blakely 
Mountain substation by employees of the U. 8. Corps of Engineers at the request 
of the Company ; Provided, That the Company shall not be required to indemnify 
the Government or the U. 8. Corps of Engineers for any damage to property or 
injury to persons caused by or arising from actionable negligence attributable 
to employees of the Government and/or the U. 8S. Corps of Engineers. 

Section 7. Meter Reading. Meters and check meters installed or used under 
this Agreement shall be read by the owner thereof, and may be simultaneously 
read by a representative of the other party, regularly on or about the first day 
of each month, or such other date as may be agreed upon by the parties hereto 

Section 8. Meter Tests and Adjustments. (a) Each meter and check meter 
installed or used under this Agreement shall be tested and calibrated by the 
owner thereof at intervals of not to exceed six months. If a meter is found 
to be incorrect or inaccurate, it shall be restored to an aecurate condition or 
a new meter substituted by the owner. A meter shall be considered inaccurate 
if it is found to deviate from an accurate standard meter in excess of one-half 
of one percent (1% %)when tested at one hundred percent (100%) of load at 
the existing power factor, or one percent (1%) when tested at ten percent (10% ) 
of load at the existing power factor. 

(b) Either party hereto shall have the right to request and have a special 
meter test made at any time. If a special meter test discloses that the meter 
tested is registering correctly, the party requesting the test shall bear the 
expense thereof. Otherwise, the expense of such special meter test shall be 
borne by the owner. 

(c) A report of each meter test shall be furnished promptly to the other party 
by the owner of the meter. Any meter tested and found to be within two per- 
cent (2%) or normal accuracy, but of greater deviation from an accurate stand- 
ard meter than that specified in Subsection (a), above, shall be calibrated, but 
no correction in previous readings shall be made. If, as a result of any test, a 
meter is found to register in excess of two percent (2%) above or below normal 
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accuracy, the previous readings of such meter shall be corrected according to 
the percentage of inaccuracy found but no such correction or revision shall 
extend beyond ninety days previous to the date on which the inaccuracy is 
discovered, nor for a longer period than such inaccuracy may be determined 
to have existed. 

(d) For any period that a meter is found to have failed to register, readings 
of check meters, if installed and found to have normal accuracy, shall be used 
for such period of failure. In case meters and check meters fail to register 
at the same time, the amount of electric energy delivered during the period of 
such failure shall be determined in such manner as may be agreed upon by 
the parties hereto. 

Section 9. Construction Standards. The Company shall construct, maintain, 
and operate the facilities used to take and receive the electric power and energy 
under this Agreement in accordance with standards and specifications at least 
equal to those provided by the National Electrical Safety Code of the United 
States Bureau of Standards. Nothing in this Agreement shall be construed to 
render the Government or the U. 8. Corps of Hngineers liable for any claim, 
demand, loss, cause of action, damage, or liability of whatsoever kind or nature, 
arising out of or resulting from the construction or operation and maintenance 
by the Company of its electric system. 

Section 10. Right of Installation and Access. (a) Each party grants to the 
other during the term of this Agreement the right to install, maintain, and 
operate on the premises of the other any and all equipment, apparatus, and 
devices which may be reasonably necessary in the performance of this Agree 
ment. 

(b) Each party grants to the other the right and permission to direct duly 
authorized representatives and employees, when accompanied by its own author- 
ized representatives, to enter its premises at all reasonable times for the purpose 
of reading or checking meters, inspecting, testing, repairing, renewing, or ex- 
changing any or all of its equipment, apparatus, and devices, or for the purpose 
of performing any other work incident to the performance of this Agreement. 

Section 11, Right of Removal. Any and all equipment, apparatus, devices, or 
other facilities necessary to fulfill the obligations of the Government or the 
Company hereunder, placed or erected by the Government or the Company on 
or in the premises of the other party, shall be and remain the property of the 
party owning and installing such equipment, apparatus, and devices, regardless 
of the mode or manner of its annexation or attachment to real property of the 
other and, upon the termination of service under this Agreement, the Govern- 
ment and the Company shall have the right to enter upon the premises of the 
other, and to remove such equipment, apparatus, or devices. 

Section 12. Property of the U. S. Corps of Engineers. It is understood and 
agreed that the rights and privileges granted to the Company by the Govern- 
ment in Sections 10 and 11 of this Article, or elsewhere in this Agreement, do 
not apply to nor in any way affect property or premises owned by or under the 
jurisdiction of the U. S. Corps of Engineers. The Government agrees, however, 
to request and to endeavor to obtain for the Company from the U. 8. Corps 
of Engineers such rights in connection with the property or premises of the U. 8. 
Corps of Engineers. 

Section 13. Continuity of Service. (a) Except as provided in Article III, See- 
tion 1 (b), hereof, electric service which the Government is obligated to furnish 
to the Company and which the Company is obligated to furnish to the Govern- 
ment under this Agreement shall be made available continuously as scheduled, 
except for interruptions or reductions due to an uncontrollable force (as here- 
inafter defined), and except for temporary interruptions or reductions which, in 
the opinion of the party causing the temporary interruption or reduction, may 
be necessary or advisable for the maintenance, repair, replacement, and installa- 
tion of equipment, and for investigations and inspections of facilities: Provided, 
That, except in case of emergency, the party causing such temporary interruption 
or reduction shall give reasonable advance notice of such interruption or reduc- 
tion, and shall make such installation and investigation, and perform such 
maintenance, repair, or replacement, with diligence and in accordance with a 
schedule coordinated with the maintenance, repair, and replacement schedule 
of the other party. 

(b) Temporary interruptions or reductions in service, or interruptions or 
reductions in service caused by an uncontrollable force (as hereinafter defined), 
shall not constitute a breach of this Agreement, and neither party shall be liable 
to the other for damages resulting therefrom. In case of impaired or defective 
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service, the Company or the Government shall notify by telephone the designated 
representative of the other party, confirming such notice in writing within 
seventy-two hours. 

Section 14. Uncontrollable Force. (a) The term “uncontrollable force,” as used 
herein, shall mean any force which is not within the control of the party affected 
including, but not limited to, failure of facilities or water supply, flood, earth- 
quake, storm, lightning, fire, epidemic, war, riot, civil disturbance, labor disturb- 
ance, sabotage, or restraint by court of general jurisdiction, which by the exer- 
cise of due diligence and foresight such party could not reasonably have been 
expected to avoid. 

(b) Either party unable to fulfill any obligation under this Agreement by 
reason of an uncontrollable force shall remove such inability with all possible 
dispatch. 

Section 15. Termination of Agreement. If either party hereto intentionally 
violates a material provision hereof, the other party may terminate this Agree- 
ment upon thirty days’ prior written notice of its intention to do so, and this 
Agreement shall ipso facto terminate at the end of such thirty-day period unless 
within that period such violation is corrected and damages for such violation 
are agreed upon by the parties hereto and paid by the offending party to the 
other; Provided, That if such violation is corrected but the parties hereto are 
unable to agree upon the amount of damages to be paid, the termination of this 
Agreement, as provided in this Section, shall be effective thirty days after the 
amount of such damages has been fixed by a court of general jurisdiction, unless 
within that period such damages are paid by the offending party to the other. 

Section 16. Remedies of Parties. Except as otherwise specifically provided, 
nothing contained in this Agreement shall be construed to abridge, limit, or 
deprive either party of any means of enforcing any remedy, either at law or in 
equity, for the breach of any of the provisions hereof. 

Section 17. Transfer of Interest in Agreement. The Company shall not volun- 
tarily transfer or assign this Agreement without the written approval of the 
Government. 

Section. 18. Waivers. Waiver at any time by either party of rights with respect 
to a default or any other matter arising in connection with this Agreement shall 
not be deemed to be a waiver with respect to any subsequent default or matter. 

Section 19. Notices. Any written notice, demand, or request, required or au- 
thorized under this Agreement shall be deemed properly given to or served on the 
Government if mailed to: Administrator, Southwestern Power Administration, 
P. O. Drawer 1619, Tulsa 1, Oklahoma. Any such notice, demand, or request 
shall be deemed properly given to or served on the Company if mailed to: 
President, Arkansus Power and Light Company, Little Rock, Arkansas. 

The designation of the persons to be notified, or the addresses of such persons, 
may be changed at any time by either party. 

Section 20. Contingencies. (a) This Agreement and the rights and obligations 
of the parties hereto, as well as the expenditure of funds by the Government 
under provisions hereof, are expressly conditioned and contingent upon the 
appropriation of funds by the Congress to enable the Government to carry out 
the provisions of this Agreement. In the event such appropriations are not 
made by the Congress, the Company hereby releases the Government, and phe 
Government hereby releases the Company, from all liability and obligation to 
perform under this Agreement during the period of such contingency or condition. 

(b) If the Government or the Company is unable to fulfill its obligations 
under this Agreement by reason of the contingency set forth above, and if such 
inability continues for a period of twelve months or longer, either party may 
terminate this Agreement, such termination to be effective one year from the 
date of written notice of intention to terminate 


ARTICLE V. TERM OF AGREEMENT 


This Agreement shall become effective on the date service begins, as provided 
in Article III, Section 1, and shall remain in force and effect thereafter for a 
period of thirty (30) years; Provided, That if such service has not started en or 
before July 1, 1955, this Agreement ipso facto shall be null and void and without 
further force or effect. 


ARTICLE VI. APPROVAL BY THE FEDERAL POWER COMMISSION 


This Agreement shall not become effective nor have any force or effect unless 
and until the exchange of power and energy provided herein is confirmed and 
approved by the Federal Power Commission, or unless and until the Federal 
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Power Commission, by appropriate action, determines that the exchange of power 
and energy provided herein does not require such confirmation and approval 
under relevant statutes. 


ARTICLE VII. APPROVAL BY THE DEPARTMENT OF THE INTERIOR 


This Agreement shall not become effective nor have any force or effect unless 
and until it is approved by the Secretary of the Department of the Interior 


ARTICLE VIII. STANDARD PROVISIONS 


(a) No person undergoing sentence of imprisonment at hard labor shall be 
employed under this Agreement. 

(b) No Member of or Delegate to Congress, or Resident Commissioner, shall 
be admitted to any share or part of this Agreement, or to any benefit that may 
arise therefrom. 

(c) The Company warrants that no person or selling agency has been em- 
ployed or retained to solicit or secure this Agreement under an agreement or 
understanding for a commission, percentage, brokerage, or contingent fee, except 
employees of bona fide established commercial or selling agencies retained by 
the Company for the purpose of securing business. 

In witness whereof, the parties hereto have executed this Agreement as of 
the day and year first above written. 

UNITED STATES OF AMERICA, 
By Dovetas G. Wricut, Administrator. 
Southwestern Power Administration, 
an Agency of the Department of the 
Interior. 
ARKANSAS POWER AND LIGHT COMPANY, 
By R. E. Ritcuie, President. 

Attest : 

L. E. Le£AS, Secre tary 


I, L. E. Leas, certify that I am the Secretary of the Arkansas Power and Lig 
Company, and that R. E. Ritchie, who signed this Agreement on behalf of said 
Company, was then the President of the said Company, and that the said Agree 
ment was duly signed for and on behalf of said Company, and is within the scope 
of its corporate powers. 


[SEAT AFFIXED ] L. E. Leas, Secretary. 


(Conformed copy: Prepared by Division of Rates and Customer Services, 
Southwestern Power Administration ) 


Contract Number 14-02-—001—698 


UNITED STATES DEPARTMENT OF THE INTERIOR, SOUTHWESTERN POWER 
ADMINISTRATION 


AGREEMENT BETWEEN UNITED STATES OF AMERICA AND ARKANSAS POWER AND 
Light COMPANY 


This Amendatory Agreement, made and entered into this 19th day of April 
1955, by and between the United States of America, represented by the Adminis- 
trator, Southwestern Power Administration, an agency of the Department of the 
Interior (hereinafter referred to as the “Government”’), and the Arkansas Power 
and Light Company, a public utility corporation organized under the laws of 
the State of Arkansas, acting through its duly authorized officials (hereinafter 
referred to as the “Company”) ; 

Witnesseth, That: 

Whereas, on August 20, 1954, the parties hereto entered into an Agreement 
(Contract No. 14-02-001-698), which provides for the disposition of electric 
power and energy generated at the Blakely Mountain Dam Reservoir Project ; 
and 

Whereas, the said Agreement of August 20, 1954, will terminate unless service 
thereunder is initiated on or before July 1, 1955; and 

Whereas, it now appears that the testing of the generating and auxiliary equip- 
ment at the Blakely Mountain Dam will not begin by July 1, 1955, and the parties 
hereto desire to extend the period during which service may be initiated so as 
to prevent termination of the said Agreement : 
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Now, therefore, in consideration of the mutual covenants herein contained, 
the parties hereto agree that the said Agreement of August 20, 1954, shall be, 
and hereby is, amended as follows: 

Section 1. Article V is revised to read as follows: 


“TERM OF AGREEMENT 


“This Agreement shall become effective on the date service begins as provided 
in Article IV, Section 1, hereof, and shall remain in force and effect thereafter 
for a period of thirty (30) years: Provided, That if sueh service has not started 
on or before January 1, 1956, this Agreement ipso facto shall be null and void 
and without further force or effect.” 

Section 2. This Amendatory Agreement shall not become effective nor have 
any force or effect unless and until it is approved by the Secretary of the Interior, 
and, except as herein provided, all other provisions of the said Agreement of 
August 20, 1954, shall remain in full force and effect. 


In witness whereof, the parties hereto have executed this Agreement as of the 
way and year first above written. 
UNITED STATES OF AMEBICA, 
By James V. ALFRIEND, 
Acting Administratcr, Southwestern Power Administration, an Agency 
of the Department of the Interior. 
ARKANSAS POWER AND LIGHT COMPANY, 


By R. E. Rircure, President. 
Attest: 


[SEAL AFFIXED } J. L. Bopik, Secretary. 


I, J. L. Bodie, certify that I am the Secretary of the Arkansas Power and 
Light Company, and that R. E. Ritchie, who signed this Agreement on behalf 
of said Company, was then the President of the said Company, and that the 
said Agreement was duly signed for and on behalf of said Company, and is 
within the scope of its corporate powers. 


[SEAL AFFIXED ] J. L. Bonk, Secretary. 


Mr. Aanpanv. This agreement does not contain rates and com- 
pensation as such but it was submitted to the Federal Power Com- 
mission for its consideration because of the relations to rate schedule 
A and other contracts. Rates and charges for the disposition of sales 
and exchange of power of the Blakely Mountain project were orig- 
inally confirmed and approved by the Federal Power Commission 
on August 8, 1955 (Docket No. E-6600) for an unspecified period. 

Senator Kerr. You mean there was no termination date to the 
contract ? 

Mr. Aanpanu. Yes; there was no termination date to the approval 
of that contract. 

Senator Kerr. That means then that that contract is in effect for 
the life of the project? 

Mr. Aanpant. Yes. But the power that is produced by Blakely 
Mountain is made available to SPA on its interconnected system, and 
is sold under rate schedule A. 

Senator Kerr. All of it, or a certain amount of it? 

Mr. Aanpaui. Whatever portion is available for sale to the prefer- 
ence customers is handled that way. In the integration process there 
are some values that go to the company, and it would be necessary to 
get the contract to spell those out specifically. 

Senator Kerr. The reason I ask you that, and I don’t want to my- 
self violate the rule that I fixed, I noted that your statement said “The 
company takes delivery of all power and makes the contract amount 
of power available on the Government’s interchange transmission 
system.” I wonder if the contract sets forth in such detail either that 
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you can now advise us or that we can find out the difference between 
that which they take and that which they agreed to deliver ? 

Mr. AAnpaHL. Yes. That is set out in the contract. 

Senator Kerr. Do you know what that is/ 

Mr. Aanpauw. I couldn’t tell you offhand. 

Mr. Piucknerr. The name plate capacity of 75,000 kilowatts— 
the nameplate capacity of the Blakely Mountain project which is 
75,000 kilowatts and all of the primary energy which I believe is 122 
million kilowatt-hours, plus one-half of the secondary, that amounts 
to a total of 136 million kilowatt-hours, is made available to the Gov- 
ernment on its transmission system from the project in this contract. 

Senator Kerr. What percentage of the total power received by the 
company is represented by the amount they contract to deliver to 
the Government transmission system ‘ 

Mr. Piucknerr. The power—and speaking of power and capacity 
as being the same—— 

Senator Kerr. I am talking about the energy produced. 

Mr. Piucknett. I think it is fair to say that essentially the com- 
plete output of the project is made available to the Government 
ae this interchange arrangement: 75,000 kilowatts of capacity 
is made available and that is the nameplate capacity, and 136 million 
kilowatt-hours of energy, which is the primary energy in the amount 
of 122 million plus one-half of the secondary energy, is made available 
to the Government. 

Senator Kerr. If primary energy and half the secondary energy 
is made avalable to it, then half the secondary energy is not made 
available to it. 

Mr. Piucknerr. Half of the secondary energy is made available 
on a basis which is equivalent to primary energy insofar as our opera- 
tions are concerned. 

Senator Kerr. The question I asked you is what percentage of the 
total energy produced by the project is available to the Government 
preference customers ? 

Mr. Piucknerr. I would like to supply that information for the 
record. It is essentially all of the output of the project. I have to 
get that information. 

(There follows requested information :) 

In reply to the question about Arkansas Power & Light Co.—Blakely Mountain 
electric exchange agreement (dated August 20, 1954): “How it is that if only 
half of the secondary power is made available to them, what becomes of the 
other half of the secondary power? 

By contract provisions the Arkansas Power & Light Co. shall deliver to the 
Government, at or near the Bull Shoals and the Norfolk Reservoir projects, 
other point or points of interconnection between the systems of the company and 
the Government, and such other point or points as may be mutually agreed 
upon, 75,000 kilowatts of power and 136 million kilowatt-hours of energy as 
scheduled by the Government. This represents the nameplate rating in capacity 
and all of the primary energy of 122 million kilowatt-hours and one-half the 
secondary energy of 28 million kilowatt-hours which is presently estimated to be 
available from the project per year. 

The company retains in its system one-half the secondary energy which is 
14 million kilowatt-hours per year for performing the above service. 


In reply to the question: “What part of the total power the Government re- 
ceives from company does the amount the company keep represent?” 
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Blakely Mountain project data 


TOR BEET Gees. oc nnn. _kilowatt-hours__ 122, 000, 000 


St nk cme eed coins Aci Aeieielaeation ennceamndbaetiecna do____ 238, 000, 000 
Total project energy a Rag ee ____.__do___. 150, 000, 000 
Secondary energy retained by company___-_- a Spies 14, 000, 000 


Primary and secondary energy available to Government for sched- 

6 _kilowatt-hours__ 136, 000, 000 
Percent of energy Government receives retained by company-_--_~- 10.3 

Senator Kerr. When you do, make it clear so that one with a foggy 
mind, that I seem to have, can understand how it is that if only half 
of the second: ry power is made available to them: (1) What becomes 
of the other half of the secondary power; and (2) what part of the 
total power that represents. 

Mr. Piucknerr. I can point out the company keeps one-half of the 
secondary energy, which amounts to about 14 million kilowatt-hours, 
roughly, and they convert 28 million kilowatt-hours of secondary 
energy into primary energy, and make it available each and every year 
to the Government. I will be glad to give an explanation of that, 
however. 

Senator Kerr. Fine. As I understand it now, this contract is to 
run ad infinitum ? 

Mr. Piucxnertr. I believe it has a term of about 20 years. Iam not 
positive of that term. 

Senator Kerr. The statement says that it is for an unspecified 
period. 

Mr. AAnDAHL, That is the confirmation of the rate. 

Senator Kerr. The contract, though, is for 20 years? 

Mr. Piucknetr. Weare not positive. It may be 30 years. 

Senator Kerr. That will be disclosed by the contract. 

Mr. Piucknett. We will get the information. 

(The information requested follows :) 

The term of the Arkansas Power & Light Co.—Blakely Mountain electric ex- 
change agreement is 30 years from October 1, 1955, which was the date service 
began under the contract. 

Senator Kerr. Mr. Secretary, I won’t violate my own rule. Will 
you proceed. 

Mr. Aanpant. (6) Brazos Electric Power Cooperative contract. 
Agreement for the sale of electric power and energy between the 
United States and the Brazos Electric Power Cooperative dated No- 
vember 17, 1953, Contract No. 14-02-001-660. The cooperative takes 
the output of the Whitney Dam project and integrates the power with 

its generation and with Texas Power & Light Co. generation through 
a third party arrangement. Rates and c ompensation contained in this 
agreement were originally confirmed and approved by the Federal 
Power Commission on December 23, 1954, Docket No. E-6582, for a 
period of 5 years beginning with date of this order. 

Subsequent to these actions, the Federal Power Commission has 
made the following extensions of rates and charges: 

Rate schedule A, Docket No. IT—5971 

Texas Power & Light Co. contract, Docket No. IT-—6056 
Southwestern Gas & Electric Co. contract, Docket No. E-6340 
Oklahoma companies contract, Docket No. E-6337 


(a) Order of February 13, 1953—60 day extension 
(b) Order of April 16, 19583—extension to June 30, 1953 
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(c) Order of July 6, 1953—extension to December 31, 1953 

(d) Order of December 30, 1953—extension to June 30, 1004 

(e) Order of June 30, 1954—extension to September 30, 1954 

(f) Order of September 30, 1954—extension to December 31, 1054 

(g) Order of January 5, 1955—extension until new schedules are approved by 
Federal Power Commission 


At the time of the filing of rate schedule A in 1946, cost allocation 
reports for Norfork and Denison projects only were made available to 
Southwestern Power Administration by the Corps of Engineers. At 
that time, there was no agreement as to responsibility for making cost 
location reports. Accordingly, except for these two projects, the 
Corps of Engineers and Southwestern Power Administration ex- 
‘hanged information and thereafter each prepared independent cost 
locations for the several projects. 

‘The Comptroller General in his audit reports to the Congress of the 
\'nited States about Southwestern Power Administration has made 
comments about the differences in the allocation of construction and 
operating costs. For example, in the report for fiscal year ended June 
30, 1953, on page 8, following a quotation of section 5 of the Flood 
(‘ontrol Act of 1944, he said: 


The above act does not specify the agency responsible for allocating the con- 
-truction and operating costs to the various purposes on multiple-purpose projects 
constructed and operated by the Corps of Engineers. [oth interested agencies 
hase their claim for responsibility for making the allocations on the provisions 
in the basic legislation. The jurisdictional dispute between the Department of 
the Interior and the Corps of Engineers on the allocation of costs was discussed 
in detail in our audit report of Southwestern Power Administration for fiscal year 
i952. At June 30, 1953, this dispute had not been resolved. 


The report on page 9 sets forth a summary of the then current alloca- 
tions showing the amount allocated to power and the annual power 
charges as determined by the two interested agencies, Southwestern 
Power Administration and Corps of Engineers. Annual charges were 
45.4 million, SPA estimate, and $7.3 million, CE estimate, exclusive of 
Table Rock. 

In the order of February 7, 1951, Docket No. E-6337, by the Federal 
Power Commission confirming and approving proposed rates and 

charges contained in the contract dated July 13, 1950, between Okla- 
homa Gas & Electric Co. and the Public Service C ompany of Okla- 
homa and SPA, the Commission included the following comments: 


It appears from the available data that the rate schedules as drawn might not 
over a reasonable period of years * recover the costs of producing and transmitting 
electric energy, including the amortization of capital investment allocated to 
power. However, the rates and charges as hereinafter approved are applicable 
only during an interim period ending February 18, 1953, which period will enable 
those rates and charges to be tested in actual operations and furnish more com- 
plete data upon which the propriety of the rates to be charged thereafter may he 
determined. The contract arrangement will give SPA during the interim period, 
a market for its power, enable it to render service to those customers preferred 
under the act, located within the companies’ service areas, to the material benefit 
of such preferred customers, as well as the companies. 

In addition, we note that the studies filed by SPA in justification of the rates 
and charges here under consideration indicate that the project costs are largely 
based on incomplete data, and the methods of allocation or project investment to 
power may be questionable. We find it necessary, therefore, to condition our 
confirmation and approval in the manner hereinafter provided. 


28PA proposed to amortize the investment in power over a period of 100 years. The 
Commission has consistently tested the reasonableness of the rates charged for energy 
generated at Federal projects on the basis of a 50-year amortization period. 
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The Commission order for this, Docket No. E-6337, reads as follows : 


The rates and charges for the sale of power and energy to Oklahoma Gas & 
Electric Co. and Public Service Company of Oklahoma contained in the contract 
between SPA and the companies filed on January 9, 1951, are confirmed and 
approved for a period not extending beyond February 13, 1953: Provided, hovw- 
ever, That such confirmation and approval shall not in any way be considered an 
acceptance or endorsement by this Commission of the allocation methods or the 
amortization of the power investment over a period of 100 years, used by SPA. 

Tables A and B, included with Mr. Aandahl’s statement, summarize 
data on the estimated construction costs, the estimated allocation of 
construction costs to power, and pertinent data about installed capacity 
and primary and average annual energy. For the seven integrated 
projects, the total cost at time of authorization was $199.8 million with 
$109.2 million allocated to power according to the SPA estimate. At 
the time of filing rate schedule A in 1946, the total cost had risen to 
$234.8 million with $111.2 million allocated to power according to the 
SPA estimate. In 1953, when the Corps of Engineers and South- 
western Power Administration each made allocation studies, the corps 
used a total cost of $342.4 million with $216.4 million allocated to 
power and Southwestern Power Administration used a total cost of 
$337.9 million with $160.3 million allocated to power. 

In 1954, following an agreement among the Federal Power Com- 
mission and the Departments of the Army and Interior on cost alloca- 
tion methods, the Corps of Engineers used a total cost of $357.6 million 
with $200.2 million allocated to power. 

I might at this point call attention to the fact that the $200,200,000 
allocated to power by the corps in 1954 after the new cost allocation 
study was agreed to, is lower than the $216,400,000 that they had allo- 
cated the previous year under a somewhat or slightly different basis. 

This estimate shows approximately the same percentage currently 
allocated to power, 56 percent, as at the time of authorization, 54.7 
percent, and only slightly higher a percentage than at the time of filing 
rate schedule A, 47.4 percent. From the time of the authorization 
until the 1954 estimates by the corps, the construction cost had risen 79 
percent and the allocation to power had been increased 83.3 percent 
over the original SPA estimate. 

For Narrows and Whitney projects, which are isolated projects, the 
construction cost has risen sharply since the time of authorization 
from $16.7 million to $57.8 million. The corps, in its 1954 studies, 
has allocated $13.6 million or 23.8 percent of the total cost to power. 

Because of the rising construction cost for the projects, the revision 
of cost allocations, the reductions in estimates of primary energy re- 
sulting from recent drought conditions, increased annual operation 
and maintenance cost, and the operation of lease-operate-with-option- 
to-purchase contracts with several G. and T. Cooperatives in the Okla- 
homa and Missouri areas, it was recognized several years ago that rate 
schedule A was inadequate to return a sufficient amount of revenue to 
repay the power costs on a 50-year repayment basis using 214 percent 
interest. 

The review of rates and repayment has been underway by SPA and 
other Interior staff for several years. On December 29, 1954, a request 
was forwarded to FPC to confirm and approve several proposed rates 
following a complete review of the available power and energy and 
the probable contract relations and marketing conditions. This re- 
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quest included a revised rate schedule A and a peaking service rate 
for firm power, and several special rates for nonfirm power. When 
Congress in fiscal year 1956 provided funds to reactivate the then 
inoperative G. and T. lease-operate contracts, it became apparent that 
the rates proposed in December 1954 would not produce a sufficient 
amount of revenue to repay the costs. Therefore, SPA and other 
Interior staff proceeded again to review the contract relations and 
marketing conditions and in January 1956 were prepared to propose 
a revision of the rates and charges for approval and confirmation by 
the Federal Power Commission. And it 1s that report which we are 
now holding while this congressional review is taking place. 

The currently proposed rates and charges and a anton conditions 
are summarized in a repayment and average rate determination study 
dated January 1956, a copy of which will be furnished the committee. 

The proposed rate schedule A (revised) has a demand charge of $1 
per kilowatt, an energy charge of 3.5 mills per kilowatt-hour for the 
tirst 150 hours use of demand, and 6 mills per kilowatt-hour for all 
additional energy. This results in an average rate of 7.71 mills per 
kilowatt-hour at 50 percent load factor use. The proposed rate also 
will be applicable with the following discount conditions: 

(1) Service at customers’ load centers where service is made at 
66,000 volts or higher and the customer owns the substation: 5 per- 
cent (discount). 

(2) Service at customers’ load centers from main grid or high- 
voltage side of hydroelectric plant substations through non-Govern- 
ment facilities: 1 mill per kilowatt-hour less transmission delivery 
costs to Government (discount). 

(3) Service at 66,000 volts at main grid: 2 mills per kilowatt-hour 
(discount). 

(4) Service at 132,000 or 154,000 volts at main grid: 5 percent plus 
2 mills per kilowatt-hour (discount). 

The proposed rate schedule A (revised) will be applicable to whole- 
sale power customers for wholesale firm and peaking power service 
delivered under appropriate contracts. The following tabulation 


summarizes existing rate schedule A and proposed rate schedule A 
(revised ). 





50 percent load factor, 27.4 percent load factor 
365 hours use per month 200 hours use per month 
Condition (mills per kilowatt-hour) (mills per kilowatt-hour) 


| 
| A A (revised) | A A (revised) 
NS eS eae 


No discount 

(1) 5 percent discount 

(2) 1 mill discount 

(3) 2 mills discount 

(4) 5 percent plus 2 mills discount 


1 Not applicable. 


Statistics in REA reports for 1954 indicate that SPA supplied 
the following percentages of the total need requirements for REA- 
financed cooperatives in each of the following States: Arkansas, 3 


percent; Missouri, 17 percent; Oklahoma, 22 percent; and Texas, 11 
percent. 
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In these same four States, the average farm and nonfarm (not in 
cluding commercial and industrial) use of REA Co-op consumers i: 
1954 was about 150 kilowatt-hours per month. 

The average retail price to these consumers was approximately 4 
mills per kilowatt- hour. The rate increase involved in the revise«| 

SPA rate schedule : s—and I suggest we strike out the word 
“only” —to the wholesale cost of power. That would be correct. be- 

vause it has an inplied relationship. Because it has an implied rela- 
tionship, it is best to strike out “only.” As far as the ultimate con- 
sumer is concerned, the increase is approximately 2.5 mills related to 
the 40 mills retail price. It should be noted that the distributing 
cooperatives in these States are presently operating with pormmened d 
reserves, and this proposed rate increase might either be absorbed by : 

reduction in the annual increases to the reserve or by an increase of 
about 2.5 mills to the current retail price of about 40 mills. 

Mr. Chairman, I ask that the following tables which we referred to 
several times yesterday be inserted in the record at this point without 
reading. 

Senator Kerr. That was done in yesterday’s transcript. 

Mr. Aanpauu. I would like to go to the later pages that deal specii- 
cally with the question of cost allocation. The seems to be one thing 
which has aroused a good deal of interest and some questions. 

Senator Kerr. If I may offer a slight amendment, I would say it 
seems to be one of the things, rather than the one thing. But there is 
more difference in form than substance there. 

Mr. Aanpaut. I recognize that there are some of the other factors 
that are being reviewed with interest, too. But our attention has been 
concentrated on cost allocation. At the time that the original power 

rate schedule was submitted to the Federal Power Commission, in 
1946, for projects in the area of the Southwestern Power Administra- 
tion, there was no agreement among the Department of the Interior, 
the Army Corps of Engineers, and the Federal Power Commission as 
to the allocation of the costs of a multiple-purpose project to the 
several functions served by the project. It is understood that only 
informal allocation data were exchanged between the Corps of En- 
gineers (the construction agency) and the Interior (the power mar- 
ket ing agency) except in the case of the Denison and Norfolk projects, 
for which allocations were furnished by the Corps to Interior. As to 
these two projects, it was agreed by the Corps of Engineers, the Fed- 
eral Power Commission, and Interior in 1952, that their legislative 
history included specific representations to the Congress at the time 
of their authorization which warranted the assignment to power of 
the incremental costs only, that is, the difference in the cost of the 
project with and without provision for power. 

The allocation of the remaining Southwestern Power Administra- 
tion projects in our current studies is based on the separable costs- 
remaining benefits method. 

The principles to be followed in the allocation of the cost of mul- 
tiple-purpose projects are not prescribed by law and consequently 
administrative determinations as to appropriate allocation are made 
by the concerned agencies. The allocation of cost of multiple-purpose 
projects is now based on the interagency working agreement of March 
12, 1954, concurred in by Interior, ‘the Army Corps of Engineers, and 
the Federal Power Commission. The method adopted for general 
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use under this agreement, the separable costs-remaining benefits 
method, is consistent with the provisions of Bureau of the Budget 
Circular No. A-47 dated December 31, 1952. 

So this separable costs-remaining benefit has the concurrence, really, 
of the 3 departments and the Bureau of the Budget, or 4 wings of the 
executive branch. 

This allocation method—— 

Mr. Jones of Alabama. May I ask a question at that point’ ‘The 
Budget Circular A-47 applied to projects that are to be considered by 
the Bureau of the Budget and make specific recommendations to the 
Congress for their—recommendations either for authorization or - 
appropriation. Circular A-47 was not intended to apply to projec 
that had already been completed. Isn’t that sof Or retroactive ‘ 

Mr. Aanpanv. The reference here to A-47 is to indicate this cost 
allocation formula is in harmony—— 

Mr. Jones of Alabama. That is to be applied by the budget to pro) 
ects considered by the budget, either to be authorized or money to be 
appropriated for it? 

Mr. Aanpanw. That is correct. But this formula, the cost-alloca- 
tion formula that has been agreed upon by the De partment of the 
Interior, the Corps of Engineers, and the Federal Power Commission, 
to apply to projects that are already authorized and constructed or 
under construction, happens to be in harmony with the opinion of the 
Bureau of the Budget. That is the purpose of the reference there. 

Mr. Jones of Alabama. The harmony comes about by the fact that 
you have adopted in your working agreement of March 12, 1954, an 
agreement to be carried out to projects already completed to give the 

same results as would be expected under Circular A-47, projects to 
be constructed. 

Mr. Aanpaut. That is correct. 

Senator Kerr. So harmony is with reference to principle and not 
with reference to the time of its application. 

Mr. Jones of Alabama. That is it. 

Mr. Aanpant. That is correct. 

This allocation method was first recommended for application to 
Federal projects by a Federal interagency group in 1950, based on 
studies originating in 1946. The method is substanti: lly the same as 
that employ ed by the Tennessee V alley Authority on its projects. The 
TVA allocation study of 1945 was the subject of a review and approval 
by the Federal Power Commission at the request of the Senate Com- 
mittee on Public Works in 1949. The separable costs-remaining ben- 
oa method was also favored by the House Subcommittee to Study 

Civil Works in 1952, which recommended that each purpose of a 
project share equitably in the savings resulting from multiple-purpose 
development and also that the allocation be initiated by the construe 
tion agency. It is the method also which has been endorsed by the 
Presidential Advisory Committee on Water Resources Policy in its 
report transmitted by the President to the Congress on January 17, 
1956. 

Under this method of cost allocation. there are first assigned to 
each purpose or function of a multiple-purpose project. such as flood 
control or power, those separable costs which are known to have been 
incurred exe Jnsively for each function and could have been eliminated 
from the total project cost had that function been excluded from the 
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development; and, second, there are apportioned the remaining costs 
of the jointly used dam and reservoir among the several functions of 
the project in proportion to the lesser of two factors. These factors 
are the alternative cost of a single-purpose project for each function 
and the value of the benefits of each function. In this way, each 
function served by a multiple-purpose project shares equitably in the 
savings resulting from multiple-purpose construction. The method 
assures that no function is allocated more cost than either the value 
of the benefits it produces or the alternative cost of developing the 
site for that purpose alone. 

In the foregoing discussion, the term “separable cost” refers to 
those costs which are traceable to the inclusion of a given function 
in a multiple-purpose project. It is the same as the difference in 
the cost of the development with and without the function. For 
example, in the case of power, the separable cost comprises the cost 
of the power features, such as the powerplant and switchyard, and 
the cost of any added height of dam or area of reservoir which has 
been included specifically and exclusively for the power function of 
the project. 

The reasoning here is simply that if power were not included in 
the project, these costs would not have been included. This is a 
matter of engineering design and cost estimating, quite independent 
of cost-allocation theory. This cost is obtained by comparing an 
estimate of cost of a project without power with the cost of the project 
including power. Exactly the same procedure applies to each func- 
tion. For flood control, an example of a separable cost would be the 
inclusion of additional outlet capacity required over and above normal 
operational flows for greater oslaties at time of flood flows to permit 
rapid drawdown of the reservoir. 

he principal question is cost allocation, as regards reimbursability, 
is whether the allocation to the nonreimbursable functions, flood con- 
trol, and navigation, should be maximized or should be treated the 
same as the reimbursable functions. A maximum nonreimbursable 
allocation results from assuming either that flood control and navi- 
ation should bear costs up to the full limit of their capitalized 
nefits or that these nonreimbursable functions should bear all proj- 
ect costs except the incremental costs of adding a reimbursable func- 
tion, such as power. However, we have considered it to be no more 
equitable to charge the entire cost of a multiple-purpose dam to flood 
control than it would be to charge it to power. Rather, all functions 
are treated uniformly and equitably caer the adopted method. 

Analysis of the results of the application of this method to the 
Southwestern Power Administration projects now under study for 
rate revision shows that: 

The total investment of $414.8 million is allocated $196.4 million 
to flood control ; $213.8 million to power, and $4.6 million to miscella- 
neous purposes. 

The separable cost of power ($195 million) accounts for 92 percent 
of the total allocated to power ($213.8 million). 

The cost of joint-use features ($138.8 million) is allocated mostly 
to flood control ($117 million), with only $18.8 million charged to 
power and $1.6 million to miscellaneous purposes. 
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Thus, it is seen that on these particular projects, unlike others 
where the power potential warrants a higher valuation, power car- 
ries only a minor share of the dam and reservoir costs. 

Mr. Chairman, I would like the final table to be included without 
being read. 

Senator Kerr. Very well. 

(The table referred to is as follows :) 


Allocation of investment (1954 studies) 


[In thousands of dollars] 


| Separable costs | 4 location 


| Invest- - ene ; Joint penantpmeeeseenlinesatpepingng 
| ment Fl } Other costs 


——e 


c | Flood 
| Power | | control | 


> } 
control | Power | Other 


Denison | 62, 208 6, 447 19, 827 1,022.4 3A, 911.6 | 41,358.6 | 19,827 1,011.4 
Norfork.................| 30,280 3,530 | 14,002 j|-_.--- 2, 608 16, 138 14, 092 

Bull Shoals... .......---- 80, 727 17, 141 39,029 |. i , 557 34, 265 46,462 | ; 
Fort Gibson 44, 857 14, 547 16, 257 340 3,713 27,803 | 16,714 ; 340 
Tenkiller Ferry 23, 77 5, 382 12, 282 210 =| 5,808 11, 280 12, 282 210 
Blakely Mountain. --____| 32, 952 5, 184 21, 835 manele 5, 933 8,149 | 24,803 

Table Rock 71, 865 10, 356 47,173 aes | 14, 336 16, 761 55, 104 


Sutotal.__........ |346, 611 | 62,587 —|170, 495 |1, 572. 4 |111, 956.6 | 155 754 6 189, 284 
Bull Shoals, 3 additional 
J | 10, 950 : 
Total, uae emeneatia 357, 561 561 “62, 587 =| 181, 445 , 956. 6 5, 754. 6 | 200, 234 1, 572.4 
Narrows... 3 3, 213 1, 782 5, 592 5, 839 “7 653 5, 540 
Ww hitney__ a 026.1 | 14,981.8 | 8,000.9 ; "005.6 | 33,004 8,000.7 | 3,021.4 





Total, all Projects..|414, 600. 1 | 79, 350.8 195, 087. 9 }, 610.2 138, 801.2 |196, 411.6 |213, 794.7 | 4, 593.8 
| 


Senator Kerr. Thank you for the statement. I would like to ad- 
dress a few questions to you now, if I may, Mr. Secretary. 

With reference to the last paragraph that you read— 

Thus it is seen that on these particular projects, unlike others where the power 
potential warrants a higher valuation, power carries only a minor share of the 
dam and reservoir costs, 

my own position is that it shouldn’t carry any. But let’s say that the 
formula that you have given us does result in the power features car- 
rying only, as you say, a minor share of the dam and reservoir costs. 
You have told us that this is not a final formula, that the studies are 
now continuing, and that the percentage to be allocable to any of the 
elements here is still subject to revision and change. 

Mr. Aanpanu. That is correct. But I would say that those changes, 
the percentage relationships, will be relatively minor. The factors 
that are involved that really are subject to change is the facts that 
Table Rock is just in the beginning stages of construction. There are 
additional units to be added at Bull Shoals. And there may be some 
change in the operation plan of the projects as time goes on, which will 
have some minor influence upon the allocation. But I think we can 
feel that the allocations as set up in the rate study established just 
about the relationships that we would expect. 

Senator Kerr. But you have advised us that they are not final? 

Mr. Aanpan. That is correct. 

Senator Kerr. Now, back to the first page of the three pages de- 
voted to cost allocation, the last paragraph. You have indicated some- 
thing about the history of this allocation method poses various studies 

76239—56——11 
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and policies with which it is consistent. But isn’t it a fact that the 
application of this principle, in the final analysis, adds up to one 
thing: fewer feasible resource conservation and development projects. 

Mr. Aanpan. I would feel that in the case of some projects which 
were otherwise on the borderline it would have that effect. But there 
are still many, many projects that would meet the feasibility test if 
this method of cost allocation were used. 

Senator Kerr. I understand there would be projects that could 
qualify under which the formulas which you advocate, but it is not a 
fact that the application of this formula means the failure of many 
projects to qualify, which under the other formula could qualify ¢ 

Mr. Aanpau. It would affect a few. Mr. Bradley here has a com- 
ment. He has looked into this quite thoroughly. 

Senator Kerr. I just want to know whether my observation is cor- 
rect or not. 

Mr. Aanpaut. I would say it is correct only in very limited in- 
stances. Mr. Bradley has some additional information if you would 
like him to give it. 

Senator Kerr. I would be glad to have his observation. 

Mr. Brapiey. Mr. Chairman, because of the provision in the alloca- 
tion formula that any purpose should be added to the multiple-purpose 
development, in the event that the added cost of putting that purpose 
into the project is barely equaled by the benefits or the value that you 
get back out of it, it means that any purpose that can just break even 
as to benefits compared to costs, would not be found infeasible or 
excluded from the development. 

If it were power, sir, and power could only barely stand the cost of 
putting the power features into the project and didn’t carry one 
dollar of the multiple-purpose dam, power under this formula, should 
be included in the development. 

So as a technician I believe that the answer to your question is that 
under this formula no feasible function or project would be excluded 
from development. 

Senator Kerr. I certainly agree with that, as you have stated it. 
If we had a requirement that nobody with any degree of baldness could 
get into this room, it wouldn’t exclude anybody with a fulll head of 
hair but there would be a lot of heads being not completely bald nor 
completely covered that would be excluded, wouldn’t there, if they 
had to have a full head of hair to get in ? 

Mr. Brapiry. Yes, sir. 

Senator Kerr. Under the formula certainly its application wouldn’t 
exclude any project, including power, where the power benefits would 
be sufficient to meet the requirements of the formula. 

Mr. Brapiry. That is mght. 

Senator Kerr. But it would have excluded many projects which 
have been authorized and built, wouldn’t it ? 

Mr. Bravery. As far as I know, to try to give you a direct response, 
I know of no project that has been recommended for authorization by 
the Congress where the administrative agency was unable to testify 
that the expenditure was warranted by the benefits. 

Senator Kerr. I didn’t know Congress recommended authorization 
to the agencies. 

Mr. Braptey. Sir, I meant to say an administrative agency recom- 
mending to the Congress that a project be authorized by the Congress. 
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And that test is found as you know so well, in the 1944 Flood Control 
Act and others, where it says that these projects shall be brought for- 
ward for the consideration of the Congress. 

Senator Kerr. I believe yesterday Congressman Edmondson, of 
Oklahoma, referred to the fact that under the formula submitted last 
year by the budget only one of the reclamation projects that had been 
built could have qualified. 

Mr. Braptey. May I comment on that, sir? 

Senator Kerr. I didn’t ask you for any comment. But was that 
the remark and information adduced here yesterday ¢ 

Mr. Brapiey. Yes, sir. 

Mr. EpMonpson. Senator, on that point I think perhaps there should 
be elaboration. The statement was made in the hearings which we 
held on revised circular A-17, and in connection with the. application 
of the principles of revised circular A-47, which includes the separable 
costs-remaining benefit formula, we asked Secretary Aandahl if he 
could name any reclamation projects which had been constructed which 
would qualify under this circular and under the formula. I think the 
answer was that there was one out in California which they had de- 
termined would qualify. That I believe is a fair statement of what 
the testimony was. 

Senator Kerr. That is the way I remember it. And I remember 
that this separable costs-remaining benefits method is one of the ele- 
ments of that revised circular that made that statement correct. 
Whether the contribution was major or minor, it was one of the ele- 
ments in the circular that caused you to answer that question the way 
you did, 

Mr. AanpauL, It was one of the elements, but not a self-determining 
element. 

Senator Kerr. But it was of some significance, was it not, Mr. 
Secretary ¢ 

Mr. Aanpaut, Oh, it played a part. 

Senator Kerr. And if it played a part, then with reference to the 
projects that have been built, had it been in effect there would have 
- en some Of them that would not have met the requirements, wouldn’t 
there ¢ 

Mr. Aanpanu. I am not sure. I have no check or evaluation. 

Senator Kerr. Then you can’t say that they would have been au- 
thorized had it been in effect, can you? 

Mr. Aanpani. No. And I can’t say that they would not have 
been in effect. 

Senator Kerr. But it was one of the elements in the formula which, 
had it been in effect, would have prevented the authorization of most 
of them? 

Mr. AanpanL. No. Justa moment. My answer is “Yes,” because 
you referred to A-47. 

Senator Kerr. Revised circular A-47. 

Mr, AanpauL, Yes. 

Mr. EpmMonpson. Mr. Chairman, I think the exact language of that 
question, and of the answer supplied, might be interesting, particu- 
larly since the question was directed to Secretar y McKay, rather than 
to Secretary Aandahl, who was sitting with him. But the question 
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as placed by Mr. Engle, the chairman of the House Interior and 
Insular Affairs Committee, was: 


As I said, there are two things that concern me, Mr. Secretary. The first is 
whether or not the adoption of this revised A-47 as a firm policy will in fact 
aid the advance of reclamation. I asked Mr. Hughes whether or not there was 
a single project now under study for authorization which would fall within 
the feasibility requirements of the A-47 procedure. Can you name any? 

Secretary McKay. Mr. Chairmain, Commissioner Dexheimer is here to go 
into some of these projects, as I mentioned on the last page of my statement. 

The CHAIRMAN. Without going into detail, Mr. Dexheimer, can you state 
whether or not any project now under study and contemplated for authorization 
would comply with the standards set up in A—47? 

Mr. DeXHEIMER. With the l.beral interpretation of secondary benefits as a 
part of it, and utilizing the 50 years, plus the 10-year development peried, we 
have some that could come within that circular. 

The CHAIRMAN. What are they? 


Mr. DexHeEIMeER. The Ventura project would be one, in California, I believe, 
and 


Mr. ASPINALL. Will the chairman yield for a question right there? 
The CHAIRMAN. Yes. 


Mr. ASPINALL. Now, Mr. Dexheimer, with the interpretation that the Secre- 
tary has placed on A-47, could not most any project come under it, as far as that 
is concerned, if Congress so willed it? 

Mr. DexHEIMER. I do not believe that the Secretary interpreted the budget 
circular that way. He said that his recommendations or comment on the 
circular indicated that the 50-year useful life and repayment period would not 
be adequate. But if you strictly construe the budget circular to the 50-year 
limitation, there are very few, if any, of our projects that would qualify. 

The CHAIRMAN. In other words, it is fair to say that, except perhaps for the 
Ventura project in California, we would be at the end of the rope if we strictly 
applied the provisions of this circular? 

Senator Kerr. I take it that it is fundamental and not an over- 
simplification that whether or not the formula was developed for the 

yurpose of accomplishing the result, there can be no doubt but that 
its application would result in the authorization of fewer projects and 
the slowing down of the overall program of the conservation of our 
natural resources being soil and water in their potentialities. 

Mr. Aanpant. Are you asking about circular A-47? 

Senator Kerr. No, sir. I am referring both to circular A-4T and 
to the formula. 

Mr. Aanpaut. I think I should answer them separately because 
there is quite a difference. 

Senator Kerr. I understand there is quite a difference. But the 
difference is in degree only, and not in the direction in which either 
or both would take us. 

Mr. AanpauL. Furthermore, in A-47 the excerpts just read from 
the hearing on A-47 relate not to cost allocations but make the play 
of emphasis on the 50-year repayment period or the 50-year period 
for studying benefits and the question of using indirect benefits. 
That inquiry was not focused around cost allocations at all. I think we 
are going pretty far afield when we try to attach the implications that 
are associated with A-47 to the separable costs-remaining benefits 
method of allocating costs of a project. 

Senator Kerr. I didn’t know that that is what I had been doing. 
I will ask the question this way: Will the adoption of the separable 
costs-remaining benefits method result in making it less difficult or 
more difficult for proposed flood-control or reclamation projects to 
be authorized, including the development of public power elements 
in the projects ? 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 159 


Mr. Aanpant. In answer to the very broad question I would say 
that it would probably make them less difficult to be authorized be- 
cause it sets up a basis on which the purchasers of power, the people 
who benefit from the use of power, will pay a fair and equitable price 
in relation to the cost of the project, and we should have greater sup- 
port from people living in communities where these projects are not 
located. From that point of view it should make it more probable 
that we get projects authorized. 

Senator Kerr. I must say that that reminds me of the doctor who 
said that a man who has had a coronary attack is in less serious con- 
dition than one who hasn’t. That appears to me as being about the 
same line of reasoning. 

To say that if you fix it so that there is a greater amount of initial 
benefits which have to be justified, that that will make it easier to get 
the project authorized. 

Mr. Aanpanv. It doesn’t mean that there will be a greater amount 
of benefits that will have to be justified. It involves only the alloca- 
tion between reimbursable and nonreimbursable benefits. There is 
no greater amount of benefits that need to be justified. 

Senator Kerr. Do you mean that the separable costs-remaining ben- 
efits method will result in advocates of either a power project or of 
power facilities in a multiple-purpose project to get that project 
authorized, than the incremental cost method ¢ 

Mr. Aanpauu. I am not sure about the public power advocates. 
That is a different thing. You are talking about the appraisal of the 
total benefits of the project. 

Senator Kerr. I am talking about getting the project authorized. 

Mr. Aannaut, I think with the separable costs-remaining benefits 
method we have a far better opportunity in the long run of getting a 
stronger and a larger development program underway. 

Senator Kerr. In other words, you think that the more you can 
require advocates of a project, the more that you can require them to 
justify in the benefits of one phase of a project the easier it will be for 
them to get that phase of the project authorized ¢ 

Mr. Aanpanut. No; I think the more equitable the valuations we 
have that are fully justified as the fair and proper way of doing it 
in our procedures, the greater probability there is of having them 
recognized and approved. 

Senator Kerr. Mr. Secretary, I am glad to have you make that state- 
ment because I want the Congress to know, as a result of this hearing, 
that you are advising the Congress that the way to get more projects 
is to fix the requirements of justification higher and higher and higher, 
rather than lower. 

Mr. Aanpant. No; I said nothing about higher. 

Senator Kerr. That is the result of the application of your formula. 

Mr. Aanvaut. No. I said fix them so that they are fair and equita- 
ble and justified by a fair measure of the values that are involved. 

Senator Kerr. Mr. Secretary, yesterday we discussed seven proj- 
ects to which you referred. And I believe it was Norfork and Denison 
which had an average of the total cost of 37 percent allocable to power 
under your formula. Is that correct? 

Mr. Aanpant. Yes. 


Senator Kerr. The percentage of the 7 projects allocable to power 
was 56 percent. 
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Mr. Aanpan. That is correct. 

Senator Kerr. Which means that on the other 5 projects it was 
enough above 56 percent to bring Denison and Norfolk up from 37 to 
56 percent. 

Mr. Aanpnanu. I am glad that you asked that question, because our 
information yesterday was not complete. As I thought about it during 
the evening and this morning, I hope there would be an opportunity 
to speak further about it. 

If you would take and apply incremental costs to the determination 
of the amount which should be allocated to power in Denison and Nor- 
fork, you come out with an‘average of 37 percent. 

Mr. Jones (of Alabama). What do you mean by “incremental costs,” 
Mr. Secretary ¢ 

Mr. Aanpauw. I mean the additional costs of the project that comes 
just from the addition of power. You have the project for all other 
purposes, and then add whatever you need just for power. That is 

called the incremental cost. If you would take and apply that same 
evaluation to the other five projects, while I haven’t studied it I am 
quite confident that you will find incremental costs there that will be 
higher than it was in Denison and Norfolk. And therefore you can- 
not attribute the difference in these two percentages that you have 
brought forth 

Senator Kerr. I didn’t bring them forth. You brought them forth. 

Mr. Aanpant. You ask that we give you the percentages. You 
brought them forth in that manner. 

Senator Kerr. I asked you about them after you gave them to me. 
I didn’t ask you to bring this statement here. 

Mr. AanpaHt. We gave you the total percent, the 56 percent. 

Senator Kerr. You gave me a figure of 56 percent as being the 
amount of the total cost of the 7 projects which would be applicable 
to power under the operation of a separable costs-remaining benefits 
method. 

Mr. AAnpAanL. That iscorrect. And you *, rere J asked me what 
that percentage would be on Denison and Norfork if we used the in- 
cremental costs. And then you asked me how much higher it would 
have to be on the other 5 projects in order to average out the 56 
percent. 

Senator Kerr. No, I didn’t do that. 

Mr. AanpDanL. That is my recollection. 

Senator Kerr. If you will refer to the record you will find that this 
is what I asked you: After you had advised the committee under the 
separable costs-remaining benefits method on the 7 projects, 56 per- 
cent of the total cost of the 7 would be applicable to power, and after 
you had told the committee that under the provisions of the law 
authorizing them, which applied to incremental costs method, to Deni- 
son and Norfork, that about 37 percent of the total cost of those 2 
projects was applicable to power. I then asked you if it wasn’t a fact 
that the percentage in the other 5 projects allocable to power under 
your method would have to be enough above 56 percent to bring the 
average of the total, including Norfork and Denison, up to 56 percent. 

Mr. Aanpanu. And my answer was “Yes.” 

Senator Kerr. Your answer was “Yes.” Is it different today ? 

Mr. Aanpanu. My supplementary statement 

Senator Kerr. Is the answer different today ? 
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Mr. Aanpani. No. The answer is still “Yes.” But my supple- 
mentary statement is that that higher percentage allocated to power 
in the other projects is not all the result of the use of the separable 
costs-remaining benefits method because on a straight incremental 
basis the amount allocated to power on those other projects would be 
higher than 37 percent. 

Senator Kerr. But the answer—— 

Mr. Aanpauu. The mathematician here gives me the information 
that it will be 51 percent on the incremental basis on the remaining 
5 projects. 

Senator Kerr. But the answer still is that under the separable costs- 
remaining benefits method, the costs on the others are enought above 
56 percent of the total to make up that difference between 37 percent 
and 56 percent on Denison and Norfork ¢ 

Mr. Aanpauu. That is correct, recognizing the factors that are 
involved 

Senator Kerr. I understand but it is still correct. 

Mr. Aanpaut. It is still correct. 

Senator Kerr. Therefore what you are now telling Congress is that 
if you apply a method, or a standard, resulting in power having to 
bear more than 56 percent of the total cost where circumstances are 
similar, to the 5 projects mentioned here, will make it easier to get 

jects authorized with power than it would be if the power 


those proj 
facilities had to bear only 37 percent or a less percent than 56 percent 


of the total cost ? 
Mr. Aanpanu. My answer is that if we use a basis of allocation—— 
Senator Kerr. Don’t make me another speech, Mr. Secretary. If 


you don’t want to answer that question “Yes” or “No” 

Mr. Bupner. Mr. Chairman, I think the witness should be permitted 
to answer the question if you 

Senator Kerr. If you want to take these hearings over you do it 
after this is over. I didn’t tell him how to answer your questions. 
And you don’t need to tell him how to answer my questions. 

Mr. Bunce. I am not indicating any answer. I am simply 

Senator Kerr. When I get through 

Mr. Buper. The question should be answered. 

Senator Kerr. If you want to ask your questions you ask them. 
And if he doesn’t want to answer my questions let him decline, not you. 

Mr. Bungee. I am simply asking the chairman to give him an oppor- 
tunity toanswer. That is his right. 

Senator Kerr. I am asking him to answer my questions. 

Mr. Buper. I think he is ready and willing to answer your questions. 

Senator Kerr. Let him do so. 

Mr. Bunce. If you give him an opportunity to do so. 

Senator Kerr. I am asking him to answer the question “Yes” or 
“No.” ‘Then if he wants to make a speech, it is all right with me. 

Mr. Bunge. He isn’t the only one making speeches here. 

Senator Kerr. That’s right. There are three of us. And that is 
your privilege on your time. But I don’t need any help to ask 
questions. 

Mr. Bungee. I think that this witness and all witnesses that are 
called before a congressional hearing are called because they have 
information which the Congress feels will be of benefit to it. And 
when the question is asked, the witness should be given an opportunity 
to answer it. That is all that I am seeking. 





162 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


Senator Kerr. That is the fourth time you have said that. Do 
you want to repeat it again for emphasis? 

Mr. Bune. I shall be happy to repeat it for emphasis. 

Senator Kerr. All right. I would appreciate it if you would do 
it after the Secretary has left because he has told us that he has to 
leave at a certain time. 

Mr. Bunce. I hope the Chair will permit him to answer the ques- 
tion. 

Senator Kerr. I hope he will answer the question yes or no and then 
if he wants to elaborate on it I will be glad to have him do so. If he 
doesn’t want to answer it yes or no, I would be glad to have him tell 
me that he doesn’t want to answer it yes or no. 

Mr. Aanpant. On that basis my answer would be “No.” 

Senator Kerr. That is what I want you to tell me. I want the 
Congress to know, Mr. Secretary, that they have been advised that 
the way to get projects authorized easier is to make the entrance 
requirements greater. 

Mr. AAnpban. No, my answer to that question is “No.” I have not 
so advised the Congress. 

Senator Kerr. My remark, Mr. Secretary, is that my interpreta- 
tion of your answer is that. 

Mr. Aanpanw. That is a different thing. 

Senator Kerr. Now back to page 12. 

Mr. AAnpDAHL. May I call your attention that it is now 5 minutes to 
11. I can stay about 5 or 6 minutes more. Would you try to arrange 
it so that I may leave then? 

Senator Kerr. I told you that we recognize that fact. Now to go 
back to page 12 of your statement. You have set forth in the second 
paragraph: 

This results in an average rate of 7.71 mills per kilowatt-hour at 50 percent 
load factor use. 

Mr. Aanpaunw. Yes. 

Senator Kerr. Can you tell us offhand what the average rate which 
utilities in these areas are now charging the REA’s for power whole- 
sale? 

Mr. Aanpau.. I do not have any analysis of that. 

Senator Kerr. Would you obtain that and put it in the record ? 

Mr. AAnDAHL. Yes. We will see if we can get it. 


(There follows requested information, also information for fiscal 
year 1947 :) 
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Senator Kerr. One more question, and I realize that I took a good 
deal more time than I should have on some bases. 

The formula which you give us has as one of its elements the pro- 
visions that these projects are paid out in 50 years. Is that correct? 

Mr. AANbDAHL. That is correct. 

Senator Kerr. Is it also a fact that these charges include an esti- 
mate of what it costs to keep the projects in operating condition dur- 
ing that time? 

Mr. Aanpant. That is correct. Operation and maintenance, re- 
placements. 

Senator Kerr. Will the projects still be operated at the end of 50 
ye: ars? 

Mr. Aanpanu. Presumably so. 

Senator Kerr. Then in view of fact that the rates include enough 
to keep the projects repaired and replacements installed, and in 
working condition, so that they are still operating and producing at 
the end of 50 years, would you say that there might be justification 
for the Congress authorizing the reimbursement on a period longer 
than 50 years? 

Mr. Aanpant. I wouldn’t think so. I think 50 years is a very rea- 
sonable period to use. 

Senator Kerr. All right. That is fine. 

Senator Hruska ? 

Senator Hruska. I havea question. It isa request for information 
in 2 or 3 instances which I can make after Mr. Aandahl has left. So 
if there is anyone who has questions of him, I will defer to them. 

Senator Kerr. Mr. Albert? 

Mr. Apert. No, sir. 

Senator Kerr. Mr. Jones? 

Mr. Jones of Alabama. Yes, Mr. Chairman. 

Mr. Secretary, will you give to the committee the allocations of 
cost considered by the Congress and authorizing the projects listed 
in the Southwestern Power Administration sale area, starting with 
Denison Dam, and give an accounting as to what method of cost allo- 
cation was made to the project when it was authorized. 

Mr. Aanpant. That is a very complex question. The information 
that we have is on table A-1. 

Mr. Jones of Alabama. You sav it is a very complex question. 
There was no doubt in the mind of the Congress at the time that it 
authorized Denison Dam as to the apportionment of cost made to each 
function of the dam. Is that true? 

Mr. AanpAant. On Denison and Norfork, that is correct. 

Mr. Jones of Alabama. And those allocations of costs were con- 
curred with by the Federal Power Commission at the time of the 
transmittal to the Congress of the recommendation of the adoption of 
the project ? 

Mr. Aanpant. I am not at all sure about that. 

Mr. Jonrs of Alabama. Will you look at the reports that were 
transmitted through the Secretary of the Army’s office to see whether 
or not there was a concurrence by the Federal Power Commission and 
the various agencies that made its report to the Congress on Denison, 
Norfork, Bull Shoals, Fort Gibson, Tenkiller Ferry, Blakely Moun- 





166 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


tain, and Table Rock, and also the method which Congress used and 
adopted in applying the cost allocation to those ape war 

Now, Mr. Secretary, do you consider the formula which the Depart- 
ment uttered on March 12, 1954, to be compatible to the same formula 
that was used by the Congress in approving the project as far as cost 
allocation is concerned ¢ 

Mr. Aanpanw. Yes; I do because in that formula to which you 
have referred, which has been agreed to by the Department of the 
Army and Interior and Federal Power Commission, we have a spe- 
cific provision that it is to be modified by the congressional history of 
the authorization of the project, and any provisions that are in the 
authorizing act itself. 

Mr. Jones of Alabama. Mr. Secretary, do you think there are such 
a wide departure in making allocations of costs by the Congress to 
have such disparity of figures then and now as computed by your 
agency, the Department of the Interior / 

Mr. Aanpan. You will find that there is probably very little 
reference to allocation on any of the projects other than Denison and 
Norfork. 

Mr. Jones of Alabama. There are allocations of costs made to the 
authorization of the project. Are you denying the fact that the 
Appropriations Committee, the Public Works Committee of the 
House and the Senate, were not given specific figures as to the appor- 
tionment of cost to these projects ? 

Mr. AaNpAaut. Undoubtedly the Corps of Engineers, in justifying 
the project, gave you figures and evaluations. And it is on the basis 
of that legislative history that the corps has worked out the cost 
allocations that it has given us under its 1954——— 

Mr. Jones of Alabama. And the basis of that legislation, the ap- 
portionment of the cost, is the justification for the REA Administra- 
tion to make loans to REA’s based upon the evaluation of the 
hydroelectric potential of a given reservoir or given dam. Is that 
correct ? 

Mr. AAnpanu. I would say, to a very, very limited extent. 

May I be excused please, Mr. Chairman ? 

Senator Kerr. Yes. 

Can we submit you further questions? 

Mr. Aanpaut. Yes; I will be glad to return to the committee when 
I return. 

Senator Kerr. Does the Secretary have any suggestion as to Sena- 
tor Case’s remarks about holding these matters in abeyance until 
Congress has a chance to study them ? 

Mr. Aanpauu. I would say, on the basis of the information that 
came out yesterday and today, we would be very glad for the time 
being to defer the submission of rates to the Federal Power Commis- 
sion for another 30-day period. Then we will see what happens in 
that time. 

Senator Kerr. Very good. 

Mr. Jones of Alabama. Is it the expectation of the Department of 
the Interior to make comparable analysis to all other projects which 
have been heretofore completed on the same basis? 

Mr. Aanpanu. We are pursuing our studies on a comparable basis 
on all projects and in all areas. 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 167 


Mr. Jonzs of Alabama. So we can expect an increase of cost alloca 
tion or a Variance of cost allocation from those authorized and the 
ones computed into your so-called alternate or separable costs 
methods ¢ 

Mr. AANDAHL. Just a moment. In the figures that we gave you, 
we haven’t given you cost allocations at the time of authorization. 
That is, as determined by the Congress. We gave you, in that table, 
cost allocations as determined by SPA. That is entirely different 
than those made by Congress. 

Mr. Jonrs of Alabama. I hope the record will show that they are 
entirely different from those. 

Mr. Aanpaui. We would like to check and see what that is. 

Senator Kerr. Mr. Secretary, we thank you for your forbearance 
in coming back this morning and being with us, and the contribution 
that you have made. 

Mr. Aanpan. I appreciate your kindness and courtesy. 

Senator Neupercer. I would like to make a statement while the 
Secretary is here, if I can. 

Senator Kerr. That is up to him. He said he has to leave. 

Senator Nevupercer. At least I will make the statement. He can 
read it in the record. 

Tam the only member of the Senate subcommittee that represents 
in part the region that has the largest Federal power installations of 
any area in the United States. 

A great many of my people are concerned about the questions in- 
volved in the Southwestern Power Administration controversy be- 
cause they feel they might have a similar impact upon the Bonneville 
Power Administration and asked if I would direct a substantial 
series of questions to the Secretary because of their own involvement 
in the matter. 

I would like to know if I would have an opportunity to ask the 
questions of the Secretary before the record is closed. 

Senator Kerr. The Secretary said we could supply him any list 
of questions we want and he would answer them for the record. 

Mr. Aanpanw. I might make the point that Bonneville comes as 
close to the standards we desire as can be found anywhere in the De- 
partment of the Interior. 

Senator Hruska. I have some questions as I indicated before. 
When these questions are submitted to the Secretary for his reply, 
if he would prefer to come in person and answer them, he should be 
given that opportunity. 

Senator Kerr. I will say this for the record: In view of his state- 
ment, first that they would be willing at this time to advise a deferral 
of an additional 30 days, and in view of other probabilities, it seems 
to me entirely probable that we will extend our hearings until such 
time as he can return and all members of this committee may have 
the fullest opportunity to ask any questions they choose. I will say 
that as far as I am concerned, any member of any of these committees 
participating in this hearing may ask any questions they want to 
of any witness. And so far as I am able to do it, other members of 
the committee will not police them with reference to what they ask, 
so long as it pertains to the subject matter before us. 

Senator Neupercer. Thank you very much, Mr. Chairman. 
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Senator Kerr. Nor will the chairman be policed by any member 
of the committee with reference to any questions he asks. 
Mr. Jack Cochran, North Arkansas Electric Cooperative. 


STATEMENT OF JACK COCHRAN, PRESIDENT, ARKANSAS STATE 
ELECTRIC COOPERATIVE, INC., AND MANAGER, NORTH ARKAN- 
SAS ELECTRIC COOPERATIVE, INC., SALEM, ARK. 


Senator Kerr. Senator Hruska has a statement to make for the rec- 
ord at this time. 

Senator Hruska. Mr. Chairman, I would like to say this in respect 
to the testimony of the Secretary: I have been informed that he was 
invited to this hearing. He received the invitation late Thursday 
night. That was not by design and there is no implication here of 
anything other than expediting the hearings here. 

However , it did come to my attention that he and his staff worked 
over the weekend in order to prepare this statement. He did have 
this previous commitment for which he has not left, which has been 
a matter of long standing and is a matter of considerable importance. 
He wouldn’t want, and I am sure none of us would want his being 
excused now to be any reflection on his idea of how important this sub- 
ject is. 

I for one would like to commend the completeness of his statement 
and the scope of it on such short notice. 

Senator Kerr. I want to join in that, Senator, and say that I have 
the greatest respect for the integrity and attitude of the Secretary. 
Any “disagreement I may have with him with reference to policy cer- 

tainly doesn’t go beyond that. I think that he has been very, very 
responsive and courteous, and LT also appreciate it. 

All right, Mr. Cochran. 

Mr. Cocuran. Mr, Chairman and members of the committee, my 
name is Jack Cochran. Iam the president of the Arkansas State Elec- 
tric Cooperative, Inc., a voluntary association of the 18 rural elec- 
tric cooperatives which serve 125,000 farms and farm homes in Ar- 
kansas, and manager of the North Arkansas Electric Cooperative, 
Inc., which serves 6,300 members in 6 counties in the Ozark Moun- 
tains in Arkansas, of which 5 are the lowest income counties in the 
State. 

Historically, it has been so well established that there is not room 
for debate, the prices electric cooperatives pay the commercial power 
companies for wholesale power fluctuates with the prices being 
charged by the Southwestern Power Administration, which is pres- 
ently the only other possible source of power for the cooperatives. 

This fluctuation has ranged from the prohibitive original 2 cents 

ver kilowatt-hour to a present 5-mill rate. Even before the rate now 

es filed by the SPA was officially announced, but everyone knew 
in the area about what it would be, the Arkansas Power & Light Co., 
our major wholesale power supplier, filed with the Arkansas Public 
Service Commission an application for a 214-mill rate increase, which 
would be about 7.5 mills or just slightly under the 7.7 rate proposed 
by the SPA. 

Because of the agricultural economic condition in our State and the 
migration of our members to urban areas, Arkansas cooperatives are 
having a difficult time. 
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In 1952, two-thirds of the Arkansas electric cooperatives were not 
earning the required percent of debt service to remain financially 
feasible. Even under adverse circumstances, through hard work and 
economy in operations, in 1954 only 8 electric cooperatives were not 
earning debt service and all but 1 had made substantial progress. 

A 2-mill raise in price per kilowatt-hour purchased wholesale by 
our cooperatives in 1955 would amount to an increase of $635,000. 

Such an increase would cause 14 and possibly 15 of the electric co- 
operatives to operate in the red, would adversely affect the financial 
feasibility of these cooperatives and would possibly result in retail 
increases to the members being served by these cooperatives. 

As of December 31, 1954, the Federal Government had loaned the 
consumer-owned electric cooperatives in the State approximately 
S70 million. The repayment of this amount is dependent to a great 
degree on the amount that the electric cooperatives have to pay for 
wholesale power. The entire rural electric program in the State of 
Arkansas will be critically affected if the proposed rate increase by the 
SPA is put into effect. 

The North Arkansas Electric Cooperative with which I have been 
associated in almost all capacities for the last 14 years is one whose 
financial well-being would be most seriously impaired. The area 
served is in the Ozark Mountains, which has been seriously crippled by 
both drought and low farm prices. The cooperative has borrowed 
over $4 million from the Rural Electrification Administration to build 
2,400 miles of line to serve approximately 8,900 members. Today, we 
have of this number only 6,300 members purchasing power and 2,600 
idle services, which means that those farmers remaining on the lines 
are having to carry the financial burden of both interest and amor- 
tization on funds loaned to serve the total 8,900. 

Through every practice known of in the electric utility business, we 
have worked to better our financial condition for the past 4 years. 
In 1952 we were earning 46 percent of the required debt service 
umount, and in 1955 we earned 70 percent of the required debt service 
amount. 

In 1955, the North Arkansas Electric Cooperative purchased 10 
million kilowatt-hours directly from the SPA. The proposed in- 
crease will cost the cooperative an additional estimated $25.090. 

A 2-mill increase of all kilowatt-hours purchased, including the 
Arkansas Power & Light Co., will result in a $37,500 increase. Ob- 


e 


viously, this will make it most difficult to continue to make the prin- 
cipal and interest payments to the Federal Government. 

When the Rural Electrification Administration made the last loan 
to the North Arkansas Electric Cooperative, it required of the board of 
directors a resolution stating that the retail rates would be increased 
if the wholesale power cost went up. 

Such action will, in the board’s opinion, result in an undue hard- 
ship in this low-income area and prevent the use of electricity by the 
farmers and the better development of the area. 

Besides the direct impact that this wholesale rate increase will have 
on the financial stability of the cooperative, the board and staff will 
be most discouraged in that regardless of their efforts a constant 
upward increase in wholesale power cost can be anticipated to offset 
and wipe out their progress. 
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Attached to this is a resolution which the board passed when we got 
our last REA loan. 

Senator Kerr. It will be placed in the record. We thank you for 
your statement, Mr. Cochran. 

(The resolution is as follows:) 


RESOLUTION 


Whereas the North Arkansas Electric Cooperative has pending with the Rural 
Electrification Administration a section IV loan, and whereas the feasibility 
of this loan would be considerably affected if an increase in wholesale power 
costs were experienced by this cooperative; therefore, upon a motion made by 
Joe Clifft and seconded by Arnold Batterton the following resolution was 
unanimously adopted: 

“Be it resolved: That should the wholesale power costs to the cooperative be 
increased and should it affect the operation expenses of this cooperative to the 
extent that more revenue be required to keep the cooperative in sound financial 
condition, the board of directors will authorize an increase in the retail rates 
to its members.” 

I hereby certify that the above resolution was adopted by the board of directors 
of North Arkansas Electric Cooperative, Inc., while in session of its regular 
monthly meeting June 22, 1954, and that said resolution is an exact excerpt 
from the minutes of the meeting. 


Tom W. Cong, Secretary. 

Mr. Buper. May I ask a question, Mr. Chairman ? 

Senator Kerr. Yes, sir. 

Mr. Bupee: Mr. Cochran, I note that you say that: 

Historically, it has been so well established that there is not room for debate, 
the prices electric cooperatives pay the commercial power companies for whole- 
sale power fluctuates with the prices being charged by the Southwestern Power 
Administration. 

When have those fluctuations occurred in the prices charged by the 
Southwestern Power Administration ? 

Mr. Cocuran. When SPA power was made available the Arkansas 
Cooperatives almost immediately got a rate decrease to something 
near what the SPA rate was, which is this present A rate. 

Mr. Bunce. You say that the commercial power rates fluctuate 
with the prices being charged by the Southwestern Power Admin- 
istration. When did the Southwestern Power Administration ever 
change its rates? 

Mr. Cocuran. It hasn’t. When the new rate was talked about, about 
a year ago, in May of last year, the Arkansas Power & Light Co. 
filed a rate application to the Arkansas Public Service Commission 
to raise our rates to 714 mills. 

Mr. Bunce. There has been no fluctuation of the Southwestern 
Power Administration rates. They are the same now as they were 
in 1947 when they were originally established, is that correct? 

Mr. Buper. That is all, Mr. Chairman. 

Senator Hruska. I have a question, Mr. Chairman. 

Senator Kerr. Yes, Senator. 

Senator Hruska. Mr. Cochran, on page 3 of your statement you in- 
dicate that your North Arkansas Electric Cooperative purchased 10 
million kilowatt-hours directly from SPA. 
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Mr. Cocuran. That is correct. 

Senator Hruska. What percentage of your total consumption does 
that represent ¢ 

Mr. Cocuran. Two-thirds. 

Senator Hruska. Two-thirds of it ¢ 

Mr. Cocuran. Yes, sir. 

Senator Hruska. I wouldn’t imagine that you would have that in- 
formation with you, but you represent an association which has 1s 
rural electric cooperatives. Could you furnish for the record a tabu- 
lation of the energy that is used by each of them, and the percentage 
thereof which is procured from the SPA ¢ 

Mr. Cocuran. I am the only customer in Arkansas that buys power 
directly from SPA. 

Senator Hruska. So that the 17 rural electric cooperatives, other 
than your own, in this association of yours, none of them buy any 
power from SPA? 

Mr. Cocuran. That’s right. 

Senator Hruska. Could you furnish for the record, so that we will 
have it and will get an idea of how this works out, a tabulation of the 
retail rates, the schedule of rates which these 18 rural electric cooper- 
atives charge their customers? Could you get that information 
for us¢ 

Mr. Cocnran. I will be glad to, along with their consumption in 
1955. 

Senator Hruska. That would be very helpful. 

Mr. Cocnran. All right, sir. 

(The information furnished follows :) 


Average rate per kilowatt-hour charged to urban and rural customers by 
certain private power companies in Southwest during 1954 
“TF Se ee ee ee 
| Arkansas- Arkansas!) Empire | Missouri) Missouri) Oklaho- 
Customer classifica- | Missouri) Power & | District | Power & | Public | maGas &', 
tion Power | Light | Electric | Light Service | Electric 
Corp.! Co! | Cot | Co.3 Co. Co.! 


Public 
Service 
Som pany 
| of Oxla- 
homa 4 


st Jose ph 

Light & 
Power 
Co? 

} 


Rural 42.2 


| 
o] 
Residential (urban) - 0.2 | 33.5 | 35.5 | : 36. § 32.7 | 34. 2 | 
| ‘ } < 
| 





1 Source: Form 1 report filed by the company with the Federal Power Commission, 1954. 

2 Source: Compiled from the form 1 report filed by the company with the Federal Power Commission, 
1954. 

3 Residential and rural combined. Separate information not available 

4 Source: Compiled from the company’s annual report to its stockholders, 1954. 


N. W. Exvecrric Powrer CooOpERATIVE, CAMERON, Mo. 


N. W. Electric Power Cooperative sells power wholesale to eight member 
cooperatives. The 8 member cooperatives serve approximately 30,000 farmers 
and 9 villages ranging in population from 50 to 400 with an average population 
of approximately 150. The average rate to the farmer-user charged by these 8 
member cooperative ranges from 37.8 mills per kilowatt-hour to 42.1 mills per 
kilowatt-hour. 


76239—56——_12 
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WESTERN FARMERS ELECTRIC COOPERATIVE, ANADARKO, OKLA. 


The Western Farmers Electric Cooperative located at Anadarko, Okla., serves 
power at wholesale to 10 member cooperatives located in western Oklahoma. 
These member cooperatives together with the number of farmer-user members 
and the average rate per kilowatt-hour charged to the farmer-user are listed 
below: 


Number of Average rate 
mills per 


members kilowatt-hour 
Cimarron Electric Cooperative -- 5, 260 38. 1 
Ca iio Electric Cooperative 5, 002 | 39. 0 
Cl+veland El ctric Cooperative __ 4, 397 | 41.4 
Tillman E] ctric Cooperative fs : 4, 284 | 37.8 
Beckham Electric Cooperative 3, 072 | 42.0 
Gar .in.Electric Cooperative... ..................- 2, 576 44.1 
Washita Electric Cooperative 3, 674 39.4 
Cotton Electric Cooperative__..............-.---.....- sah 5, 421 | 43.9 
Har nan Electric Cooperative 2, 345 46.7 
Woodward Electric Cooperative -- 3, 176 37.9 


Total... 








All of the members served live on farms except those in about 15 villages 


none of which exceed 1,500 population. 


is about 100. 





The average population of the 15 villages 
About 600 customers of the city of Anadarko are served with 
power which the city purchases from Western. 
approximately 6,000. 
from other suppliers. 


The population of the city is 
The remainder of the city is served with power purchased 


The Public Service Commission of Arkansas allocates definite service areas 
to electric cooperatives and to commercial power companies. 
In compliance with committee’s request, the following is a list of towns and 
communities that are located in the service areas of the following three distribu- 
tion electric cooperatives, which are members of the Arkansas Electric Coopera- 


tive Corp. 


Incorporated towns whose populations exceed 250 people are shown. 


The 


other listings are towns or communities whose populations are below 250 


people. 


CARROLL ELECTRIC COOPERATIVE OF BERRYVILLE, ARK. 


Jasper (407) Camack Yandelle 
Huntsville (1,010) Clade Pruitt 
Freman Springs Claytonville Cederville 
Sandgap Blue Eye Marble Falls 
Ben Hur Maple Rudd 
Moore Farewell Connor 
Lurton Cisco Hugh 
Limestone Pippin Rockhouse 
Walnut Red Rock War Eagle 
Cowell Wayton Garfield 
Deer Cave Creek Beaver 
Nail Vendor Oak Grove 
Edwards Junction Parthenon Urbanette 
Swan Murray Denver 
Ryker Venus Buttry 
Mossville Whitter Rago 
Crossroads Aurora Mount Sherman 
Iceledo Loy Erbie 

Bass boxley Compton 
Mount Judea Low Gap Ponca 
Forum Pierce Town George 
Metalton Carver Stoverville 
Carrollton Hasty Kingston 
Cabanol Mount Hershey Wharton 
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CARROLL ELECTRIC COOPERATIVE OF BERRYVILLF, 


rruth 
Purdy 
Dinsmore 
Alfrieng 
Delmar 
Dryfork 
Osage 
Wolf Pen 
Marble 
Alabam 
Harmony 
Hartwell 
Omega 
Rule 

Coin 
Clifty 
Lookout 


Gateway 

Elk Ranch 
Grandview 
Yocum 
Brashwell Springs 
Hurd 

Bella Vista 
Sulphur Springs 
Maysville 
Bloomfield 
Callis 
Centerton 
Healing Springs 
Felker 
Robinson 
Trident 

Miller Springs 
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ARK.—continued 


Pactolus 
Gentry City 
Dorsey 

Osage Mills 
High Fill 
Gallitin 
Pedro 
Montene 
Beatty 
Cherokee City 
Pond 

Mason Valley 
Colville 
Wage 

Logan 

Lake Frances 


Most of the towns listed are very small communities. 

Under the definition of a rural area by the Federal REA Act (1,550 population) 
and the Arkansas statutes enabling legislation (2,500 population) all customers 
served are rural consumers. The cooperatives serve 10,351 so defined rural 
customers. 


OZARKS RURAL ELECTRIC COOPERATIVE OF FAYETTEVILLE, ARK. 


Watts, Okla.—267 
Westville, Okla.—781 


The following commounities are in Arkansas: 


Odell 
Summers 
Wedington 
Harmon 
Elm Springs 
Sonora 
Mayfield 
Cross Roads 
Wesley 
Japton 
Elkins 
Harris 
Canehill 
Stickler 
Bidville 
Woolsey 
Sulphur City 
Ridge 

Red Star 
Spoke Plant 
Brashers 
Delaney 
Sunset 


Pvansville 
Rhea 

Savoy 
Tontitown 
Creech 
Hindsville 
Habberton 
Wyman 
Drakes Creek 
Asher 
Baldwin 
Viney Grove 
Clyde 
Blackburn 
Health 
Moffit 
Durham 
Cannon Creek 
Boston 

Fly Gap 
Combs 
Crosses 
Wyola 


Dutch Mills 
Cincinati 
Wheeler 
Oakgrove 
Spring Valley 
Whitne 
Goshen 
Tuttle 
Georgetown 
Thorney 
Starks 
Suttle 
Morrow 
Winfrey 
Mountain Crest 
Black Oak 
Hicks 
Arnette 
Petitgrew 
St. Paul 
Patrick 
Hazel Valley 


Under the territory allocations of this State, the Ozarks Rural Electric Coop- 


erative is serving some consumers in the cities of Fayetteville and Springdale, 
which were in territories annexed by the cities. 

Under the definition of a rural area by the Federal REA Act (1,550 population) 
and the Arkansas Statutes enabling legislation (2,500 population) all customers 
served are rural consumers except the few in the territories annexed. 


The cooperative serves 9,923, so defined rural customers. 
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ARKANSAS VALLEY ELECTRIC COOPERATIVE OF OZARK, ARK, 


Rosedale 
Davidson 
Uniontown 
Stattler 
Dora 
Arbaugh 
Rosetta 
Garber 
riley 
Ozone 


Bullfrog Valley 


Lutherville 
Hillerest 
Oak Grove 
Jethro 
White Oak 
Famous 
New Blaine 
Millard 
Kalamazoo 
Blue Mtn. 
Chismville 
surnville 
Cr 
Blue Fork 
Beauchamp 
Sensation 
Coldale 
Cauthron 
Greenridge 
Apex 

sig Mammoth 
Richey 
Natural Dam 
Hobbs 
Figure Five 
Chabers 
Fallsville 
Dillen 
Catalpa 


Yale 

Low Gap 
Piney 
Hagarville 
Ludwig 
sarnes 
White Rock 
Watalula 
Ross 
Delaware 
Midway 
Corley 


Joyland 


Leon 
Fidelity 
Nella 
Peryear 
Boles 
Winfield 
Gipson 
Cedar Creek 
Cardiff 
West Hartford 
Statenville 
Leecreek 
Barcelona 
Cedarville 
Furry 
Locke 
Salus 

Ft. Douglas 
Oark 

Mt. Levi 
Dale 

Silex 
Zadock 
Harmony 
Mtn. Top 
Hunt Town 
Hickeytown 


Knoxville 
Hubert 
Wilkins 
Waveland 
Mixon 
Washvurn 
Carnis 

Ritz 
Sullivan 
Needmore 
Weeks 
Bates 
Newman 
Patterson 
Peoria 
Dayton 
Witcherville 
Coralan 
Sub Rosa 
Webb City 
Ursula 
Toney 

Dean Springs 
Haroldton 
Tone 
Auburn 
Meg 

Cecil 
Beverly 
Cravens 
Stewar 
Golden City 
Peter Pender 
Roseville 
Vesta 
Island 
Lonelm 
Kibber 


Under the definition of a rural area by the Federal REA Act (1,550 popula- 
tion) and the Arkansas Statutes enabling legislation (2,500 population) all 


customers served are rural consumers. 
rural customers. 


The cooperative serves 11,403 so defined 
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Senator Kerr. Are there any other questions ‘ 

Mr. Jones. What is the present rate that you are paying to the 
SPA? 

Mr. Cocuran. On a 50 percent load factor, about 514 mills. 

Mr. Jones. What are you taking on the Arkansas Power & Light 
Co. ? 

Mr. Cocuran. Above 5 mills on a 50 percent load factor. 

Mr. Jones. And the increase proposed by the SPA will go up to 
what figure ? 

Mr. Cocuran. 7.71 mills per kilowatt-hour on a 50 percent load 
factor. 

Mr. Jones. What will the rate increase be if the Arkansas Power 
& Light Co. rate is increased? How much would it go up? 

Mr. Cocnran. About seven and a half. To about 714 mills. 

Mr. Jones. So if both rates go up they will have comparable rates, 
SPA and the Arkansas Power & Light Co. will be practically the same. 

Mr. Cocuran. That’s right. 

Mr. Jones. That rate application is now pending before the Pub- 
lic Service Commission of the State of Arkansas ? 

Mr. Cocnran. Right. 

Mr. Jones. How long has that application been outstanding? 

Mr. Cocuran. It has been three different rate applications filed in 
the last 18 months. The Public Service Commission presently has 
the application pending before them. 

Mr. Jones. Did it occur about the time the power company filed for 
a rate increase before the Arkansas Public Service Commission, or 
along about the time that the Department of Interior set in motion 
this new schedule of allocations of cost to existing projects. 

Mr. Cocuran. I had my first letter from the president of Arkansas 
Power & Light last May, somewhere around May 10. 

Mr. Jonrs. Thank you, sir. 

Mr. Avperr. Mr. Chairman. 

Senator Kerr. Mr. Albert. 

Mr. Arsert. Did you buy power from the Arkansas Power & Light 
Co. before SPA started selling power ? 

Mr. Cocuran. That’s right. 

Mr. Atsert. How much did you pay for the power ? 

Mr. Cocuran. About 5.6 mills per kilowatt-hour. 

Mr. Avzerr. Prior to the time that the SPA started selling ? 

Mr. Cocuran. That was just immediately. In our earlier days we 
paid over a cent. 

Mr. Avzert. When did you start paying 5.6 mills? 

Mr. Cocuran. I couldn’t answer that. I would have to check the 
record. I can supply it. 

Senator Kerr. With relation to the time that SPA had begun to 
make it available or was about to make it available ? 

Mr. Cocuran. It was about the time SPA started to come into effect 
in 1946. 

Mr. Agert. Would you supply the rates back to the time you first 
started purchasing power ¢ 

Mr. Cocuran. Yes, sir. 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 177 
(There follows requested information :) 


ExHipit No. 2 oF STATEMENT BY JACK COCHRAN, PRESIDENT, ARKANSAS STat! 
ELECTRIC COOPERATIVE, INC., AND MANAGER, NORTH ARKANSAS ELECTRIC CooPpreRa 
TIVE, INC., SALEM, ARK. 


Wholesale power cost charged by Arkansas Power & Light Co. to North Arkansa 
Electric Co-Op from August 1940 to November 1955 


Month 


August 

snuary 

August... 

February 

August........ 

February . 

August ae. 5 ‘ 1¥43 

February : : ; 1044 

August a 1944 

February ean Deine ; he 2 1945 

\ugust rma ‘ ; 1945 

February 1946 

August eee vif 

February . . . sited ; ; 1947 

August ait od don ote wines 1047 

February aa - coaeonn a as 1948 

August Siabbnkowid aed ; . 194s 

February pak = . a 1949 

August. 5 ; ‘ 1949 

November... h : ; 1953 152, 2 
May > aban bade s a 19544 231 OW) 
November . icoeinn é =e 1954 73, 000 
a : ae se Sha 1955 282, SOO 
NR hates ccdioncaks aahteaee : ; , 1955 422, 100 





Mr. Atzert. Do some of the cooperatives buy from the G. & T.’s in 


the area ¢ 

Mr. Cocuran. No. All of the cooperatives buy from private power, 
the Arkansas-Missouri Power Corp., Arkansas Power & Light Co., 
Southwestern Gas & Electric, Oklahoma Gas & Electric. 

Mr. Apert. And your rates would be directly affected in all co-ops, 
but yours only, by the impact of raising the power rates to the utili- 
ties by the Southwestern Power Administration, because the different 
utilities there do buy power from the Southwestern Power Adminis- 
tration ; is that true / 

Mr. Cocuran. Yes, sir. 

Mr. Ausert. That is all. 

Mr. Jones. Mr. Cochran, do you know the total amount of tax 
amortizations that the Arkansas Power & Light Co. are paying? 

Mr. Cocuran. In 5-year writeoffs ? 

Mr. Jones. Yes. 

Mr. Cocuran. I attended a Public Service Commission last week 
33 million, It believe. Dr. Blalock can supply that. 

Mr. Jonxs $33 million on new generaitng facilities and transmis- 
sion lines for the Arkansas Power & Light Co. .» you think ¢ 

Mr. Cocuran. I believe that is right. I don’t know exactly. It 
is close. 

Mr. Jonrs. Can you tell us whether or not the amortization was 
taken into consideration by the Arkansas Public Service Commission 
in establishing a rate for the Arkansas Power & Light Co. ? 

Mr. Cocuran. They are taking into consideration this and spread- 
ing it out over a longer period. 
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Mr. Jones. I said will the Arkansas Power & Light Co. rate reflect 
the benefits that they will get from the tax amortization ? 

Mr. Cocnran. Could I ask Mr. Blalock to answer? He testified 
on that before the Public Service Commission last week. Could he 
answer that ? 

Senator Kerr. Surely. There is a precedent here for the witness 
to have technical staff assistance. 

Mr. Bupee. I hope it will be continued, Mr. Chairman. 

Senator Kerr. Very good. We will try to have that done. 

Mr. Buper. I think anyone with any information should volun- 
teer it. That is what we are seeking, is information. 

Senator Kerr. Very good. 

Mr. Buiarock. Mr. Jones, I testified in that case and presented an 
exhibit, and I would be very happy to supply this committee with a 
copy of this exhibit, which I think would contain information helpful 
to you. 

Senator Kerr. Can you, from memory answer the Congressman’s 
question ? 

Mr. Biarock. I don’t believe I got the question. 

Mr. Jones. The question is whether or not the rate to be charged or 
fixed by the Arkansas Public Service Commission would take into 
account the tax amortizations that are being enjoyed by the Arkansas 
Power & Light Co.? 

Mr. Buarock. I hope so. I made such a recommendation. The 
present rule of the Commission is that the savings in income taxes will 
be put into a deferred tax account to pay the taxes in subsequent 
years. 

My exhibit tended to show that the benefit 

Mr. Jones. I am not asking that question, Doctor. The question 
is whether or not they are taking into account the tax-amortization 
certificate in establishing a rate. Are they passing on the savings that 
the Arkansas Power & Light Co. obtained by virtue of this tax amorti- 

zation to its customers, or is the company itself enjoy ing that? 

Mr. Biatock. Under the present rules of the Commission, the com- 
pany itself is enjoying the benefits of the tax-amortization certificates. 
I recommended that the Commission reverse its rule and pass the bene- 
fits on to the consumers. 

Mr. Jones. Do you know whether or not the Federal Power Com- 
mission itself, in establishing a rate, takes into account the benefits 
enjoyed by the utilities in fixing a rate? 

Mr. Buavock. No, sir. The Federal Power Commission has pre- 
cisely the same rule as the Arkansas State commission in that the tax 
savings are put into the deferred account to pay the taxes of the com- 
pany in subsequent years, and none of the benefits are passed on to 
the consumers. 

Mr. Jones. Dr. Blalock, have you examined the cost allocation cri- 
teria issued by the Department on March 12, 1954? 

Mr. Buiavock. I am generally familiar with it. 

Mr. Jones. Do you know that they are taking into account alterna- 
tive costs based upon the estimates that would be received in Federal 
income tax, provided of course the public function was a private in- 
stitution? Do you understand that they are taking that into con- 
sideration ? 

Mr. Buatock. Yes, I understand that. 
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Mr. Jones. So therefore they are applying a rule in which the bene- 
fits of government are being sustained for the utility, and the same 
rules are not applying to the public buyer, or a government function. 
Is that true? 

Mr. Biatock. I believe that is true. 

Mr. Jones. That is all. 

Mr. Buper. Mr. Chairman, may I ask an additional question ¢ 

Senator Kerr. Yes, sir. 

Mr. Buper. Mr. Cochran, does the Arkansas Power & Light—is 
that the name of it ? 

Mr. Cocuran. Yes, sir. 

Mr. Buper. Does it purchase power from the Southwestern Power 
Administration ¢ 

Mr. Cocnran. Yes, sir. 

Mr. Buper. With regard to these other 17 REA’s in your associa- 
tion, Congress won’t have anything to do with fixing those rates, 
will it? 

Mr. Cocnran. No, sir. 

Mr. Buper. Those will all be fixed in the State of Arkansas by your 
own statutory body; is that right / 

Mr. Cocuran. That’s right. 

Mr. Buper. That is all, Mr. Chairman. 

Senator Kerr. That is all, Mr. Cochran. 

We thank you for your contribution 

Mr. Frank M. Wilkes, of the Southwestern Gas & Electric Co., at 
Shreveport, La. 


STATEMENT OF FRANK M. WILKES, ON BEHALF OF THE SOUTH- 


WESTERN GAS & ELECTRIC CO., ACCOMPANIED BY RICHARD 
ARNOLD 


Mr. Witxes. Mr. Chairman, gentlemen of the committee, my name 
is Frank M. Wilkes. I reside in Shreveport, La. I am chairman of 
the board of the Southwestern Gas & Electric Co. Since 1919, when 
[ got out of the Army, after World War I, I have been in an executive 
position with electric utilities, 23 years in Arkansas, and for the past 
16 years, or 17 years, in Louisiana. I am very well acquainted, of 
course, with the general area of the Southwest. 

Senator Kerr. Mr. Wilkes, I am trying to find a copy of your state- 
ment. 

Mr. Wrixes. I haven’t got one, Senator. I will tell you about that 
inaminute. I donot havea prepared statement. All I have is these 
charts. 

Senator Kerr. You are prepared to make a statement but you don’t 
have a prepared statement? 

Mr. Wrixes. I don’t have a prepared statement for the reason, Sena- 
tor, that I got very short notice and came up here very rapidly. 

Senator Kerr. Very good. Then you are impressed by the ability 
of the Assistant Secretary to get his statement ready so quickly ? 

Mr. Wirkes. I certainly was. Sitting here with me and taking ad- 
vantage of the precedent already established, I have a very eminent 
lawyer, Mr. Richard Arnold, a lawyer from Texarkana, Tex., with me. 
The whole genesis of this matter of the Southwestern Power Adminis- 
tration came about through the Flood Control Act of 1944. When 
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that was being considered in the Senate I had the honor of appearing 
before the committee as a representative of the Edison Electric In- 
stitute of the United States. The committee worked out section 5 of 
that bill which covers the whole matter and is the whole law as con- 
cerns sale of power and energy from multiple-purpose projects built 
by the Army. 

In section 5 of the Flood Control Act, when it was reported from 
the committee to the Senate, the committee stated that it was the desire 
of the committee to have an amendment prepared which would pro- 
vide an economic and readily feasible method of disposing of power 
and energy from these multiple-purpose projects without setting up 
public power trusts which would be unduly competitive with private 
business. It was with that understanding of the purpose of the com- 
mittee that the Secretary of the Interior, through Mr, Tex Goldsmith, 
I think an assistant Secretary, said that the bill was feasible and that 
the bill was satisfactory to his organization. 

In the period of the late twenties the C ongress of the United States 
authorized comprehensive studies—— 

Mr. Jones of Alabama. Mr. Chairman, may I ask a question at 
that point? 

Senator Kerr. Yes. 

Mr. Jones of Alabama. Do you contend that section 5 of the Flood 
Control Act of 1944 changed the allocation of cost method used by 
the Congress in arriving at the various costs to a multiple-purpose 
project ¢ t 

Mr. Wirkrs. No, sir; I do not do so and I don’t want my testi- 
mony to be aimed at any of these allocations because I know nothing 
about them. 

During the period of the late twenties the Congress of the United 
States authorized studies of practically every watershed in the United 
States with the idea of taking care of flood control, irrigation, navi- 
gation, and, wherever fe asable, incidental power—incidental hydro- 
electric power. 

In looking over the projects in the Southwest, without exception 
the Army engineers who had examined the projects, at that time said 
it would be impossible to produce hydroelectric power at those projects 
that could be sold in competition with the steam-electric generating 
stations then in operation. Along in the early thirties the Congress 
of the United States ordered a reexamination of those same projects 
and I think in that reexamination, Senator, almost without exception 
they did recommend including power facilities. The reason for that 
change in attitude I have shown on chart No. 1 which I would like 
to refer to. This chart shows a cost curve, a typical cost of produc- 
tion curve, for a typical steam generating station operating at different 
load factors. The cost is taken at $150 per kilowatt. The fixed 
charges at 12 percent per annum are $18 per year or $1.50 a month. 

The fuel and miscellaneous charges are taken at a fixed price of 2 
mills per kilowatt hour. At the bottom of the scale we have hours 
of operation during the month. To-the left hand of the scale we 
have mills per kilowatt hour. It can be readily seen that if a plant 
only operates 100 hours during the month, the price would be 100 
divided into $1.50, plus the 2 mills of fuel charges or 1.7 cents, or 
17 mills per kilowatt-hour. If you go to 200 hours use, the cost 
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becomes 914 mills. If it goes to 400 hours use it is in the order of 
5.95 mills. And at 500 hours it becomes 5 mills. 

When the Army engineers made the first appraisal of the prop- 
ositions in the Southwest they made them on the basis of selling power 
and energy in competition with this kind of a picture. At a 50 percent 
load factor you see they would have to sell energy at somewhere around 
5.6 mills per kilowatt-hour in order to compete with the steam plants; 
5.6 mills per kilowatt-hour would not pay out the electrical facilities 
necessary for putting power in the dams. So they turned them down. 

When they reappraised these things they decided to appraise them 
on the basis of making a different kind of power, peaking power and 
peaking energy. Peaking power means an amount of power that 
can be used in the system, and the energy accompanying it, between 
the average load during a given period and the maximum load, It is 
generally somewhere between 25 and 30 percent of the total required 
capacity. That is expressed in kilowatts. It can be furnished as 
peaking power. 

Senator Kerr. May Lask you a question there 

Mr. Wixkes. Yes, sir. 

Senator Kerr. In order that I may understand you, when you say 
that the peaking power constitutes about 25 percent of the total 
load 

Mr. Wrkes. It is about 25 to 30 percent of the total load. 

Senator Kerr. Does that mean that the total power used during 
the hours of peak demand constitutes 25 to 30 percent of that used 
throughout the 24 hours, or does it mean that that part of the load 
during the peaking hours above the average, and the maximum 
required, i is the 25 to 30 percent ¢ 

Mr. Wixkes. Yes, sir. If you take the total load during the day— 
[ will show in later charts in detail—if you take the load, hour after 
hour, and add them up, at the end of the day you have a total number 
of kilowatt-hours which have been furnished. Divide those kilo- 
watt-hours by 24 and you get the average. That will be the average 
number of kilowatts that you have used duri ing the day. 

Senator Kerr. Per hour? 

Mr. Wikes. Yes, sir; per hour. Every hour during the day. 
Then if you have the maximum kilowatt-hours which you have used 
for the day, the difference between the maximum and the average 
will be what we call peaking capacity or peaking power. 

Senator Kerr. Then peaking power does not include the total 
power used during the peaking power but only that used in the peak- 
ing period which is above the average for the day. 

Mr. Wirikes. It wouldn’t take many kilowatt-hours. If you will 
turn to chart 2 I think you will get very quickly what I am talking 
about. 

Mr. Jones. Just a moment before you leave that chart, Mr. Wilkes. 
Am I understanding you to say that the only justification for the 
authorization of multiple-purpose projects in the area, where the 
power is sold to the Southwestern Power Administration, was based 
on peaking power alone ? 

Mr. Wirkes. No. What I mean is this: When the studies were 
made, the studies were made to decide, first, the different benefits. 
The primary one of course with us is flood control. That is No. 1. 
The second for consideration is navigation. 
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Mr. Jones. Under the new formula we are changing it. The power 
is going up. 

Mr. Witkes. What I am saying is that when they consider the 
electrical end of it, if. they immediately sold that electricity at 5.6 
mills per kilowatt-hour, the return is not enough to make the ratio 
of benefits to cost exceed 1 percent. So they turned down the electric 
end of it. That was back in the late twenties. Now if we go ahead 
with this I think you will see on the next chart. 

The amount of energy, primary energy, producible in a given res- 
ervoir is determined by the height of the dam and the amount of 
water available in an average year. We have a hypothetical dam 
which approximates the dams in that area, but are not the actual 
figures for any given dam. I have taken the available energy at 
175,200,000 kilowatt-hours. That is all the energy you can get out 
of it, no matter what capacity you put in. If you wanted to, you 
could put in 175,200,000 kilowatts of ¢ apacity, and if you get rid of 
the water fast enough, you can turn it all out in 1 hour. 

Take different load factors, however. The first supposition I have 
taken is that we sell it to a customer who can use it every hour during 
the entire year, or 8,760 hours. We see that that amount of water will 
support only 20,000 kilowatts. What is it worth? I go back to my 
cost. curve—20,000 kilowatts times $18 is $360,000 per year. The 
175,200,000 kilowatt-hours at 2 mills per kilowatt-hour will be $350,400. 
The total value will be $710,400. And that value would be assessed 
against the cost, annual carrying charges of the dam. 

It will go down next to a 50-percent load factor. The capacity 
installed then becomes 40,000 kilowatts. 

We go to a 25-percent load factor and we now install 80,000 kilo- 
watts in that dam. Now our return from that dam has become 
$1,790,400. We have done nothing to increase the number of kilowatt- 
hours that dam puts out, but we have installed additional capacity in 
the dam. When the dams were authorized by the Congress they real- 
ized that an annual load factor as low as 1214 percent would not be 
available in the area at that time. So in building the dams they built 
in extra stalls which could be filled later at a very low price. 

In Norfolk they put in four stalls. In Narrows, the dam from which 
we buy the output from the Government, they put in three extra stalls. 
So on through all the dams. The ultimate plan of the Army engineers 
was to arrive at the bottom figure of 1214 percent for load factor where 
the same amount of water, w hich would produce 175,200,000 kilowatt- 
hours, could be sold to the interconnecting systems "with a return to 
Government of $3,230,400, or slightly less | than 2 cents per kilowatt- 
hour. 

Now, turn to the next chart. This chart is an accompanying chart 
to the one I have just presented. This is a cost chart. I have taken 
the assumed base cost of the dam to produce 175,200,000 kilowatt- 
hours of electrical energy with an installation of 20,000 kilowatts. I 
have assumed a cost of $30 million and assumed the apportionment 
to power in that dam at $15 million. 

I have figured the annual fixed charges of the power portion at 
$1,200, 000, and annual operating and or dinary maintenance at 

250,000, making the annual cost $1,450,000. If you compare that 
with the revenue on the preceding chart of $710,400, you do not have 
half enough revenue to pay out that kind of a dam. 
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Now, we go on down the chart and see that each additional 20,000 
kilowatt unit put in the vacant stalls in that dam will add $1 million 
to the power investment, and will add $100,000 to the operating 
expense. We now find that 80,000 kilowatts installed, the third item, 
there will be $18 million allocated to power. 

We find that for the 80,000-kilowatt installation, annual charges, 
that would be $1,750,000. 

Now turn back to chart No. 2 and you will find that the power - 
be produced by that 80,000 kilowatts would be readily salable : 
$1,790,400, and on that basis the benefits and costs balance. This i is 
ty pical of all dams in the Southwest. 

Mr. Wright I know agrees with me on this. Blakely is 138 million 
kilowatt-hours, and 75 000 kilowatts of capacity; Denison with 70,000 
kilowatts and 140 million kilowatt-hours, and so on for the other 
dams. 

Mr. Jones. Are you suggesting that probably the construction of 
steam plants by the Southwestern Power Administration will firm up 
the hydro they have there, and make it economically feasible ¢ 

Mr. Wixxes. No, sir; I am glad you said that. I want to go on 
record now, and I think most any engineer will agree with me. It is 
absolutely impossible to firm up hydro with steam. 

Mr. Jones. If we put in enough steam plants, we can take the hydro 
and firm up the steam ¢ 

Mr. Wirxkes. You can firm steam with hydro. You can do that. 
But you can’t do the other. 

Mr. Jones. Mr. Wilkes, as a utility man you are not telling me that 
you can’t firm up hydro with steam? 

Mr. Wixkes. You can duplicate your hydro with steam. But when 
your hydro is running your steam is down and when your steam is 
running your hydro is down. The thing which I am advocating here, 
which I am discussing with this committee, is not the firming of any- 
thing with anything. The hydro is firm in itself to do one thing, 
and one thing only, and that is as peaking capacity and peaking 
energy. Nobody i is firming anything in that case. 

Mr. Jones. Provided, of course, you have an electrical distribution 
system that has enough proportion of steam to make it economically 
feasible to put this peaking power in its system. 

Mr. Wixes. It will do that. That is what I am demonstrating. 
Now we can take the great Tennessee Valley Authority, and regard- 
less of how I feel about it, it has now become a true utility using its 
hydro for peaking purposes, where it ought to be. They have now 
3 million kilowatts of hydro and they have slightly more than 7 mil- 
lion kilowatts of capacity in steam, doing exactly what I w as talking 
to the Senator about awhile ago, of 25 percent hydro and 75 percent 
steam. Now their hydro is now firm, their steam is firm. As they 
need more capacity they can build more steam plants. Hydro will 
keep moving up on the load curve. Is that clear’ 

Mr. Jones. Yes, sir. We have lived with it. We have tried to get 
some steam plant’ up here a long, long time ago, to which you folks 
objected. Of course, we know the economics ‘of it. The economics 
that you have advanced. But you have always been hostile and in 
opposition to seeing that TVA operated in an economical fashion. 

Mr. Wirxes. I don’t know who is hostile to who. 
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Senator Kerr. Let’s for the moment eliminate and forget hostili 
ties, and approach it with the spirit of affection and tolerance. 

Mr. Jones. Mr. Chairman, 1 move then we go into executive ses 
sion and report out the TVA refinancing plan here and now, since we 
have such wonderful feelings abroad, ‘and Mr. Wilkes has been in 
opposition to it heretofore. Now that you have gotten us all together, 
I am quite sure Mr. Wilkes and I can agree on that point. 

Senator Kerr. I think you have accurately described the present 
attitude of our witness, but maybe overestimated his power. 

Mr. Jones. I disagree, Mr. Chairman. I know Mr. Wilkes is such 
an influential man in the utility business, whatever he said would be a 
sure go with the rest of the industry. 

Senator Kerr. I would love to explore it if I could agree with you 
on that. But getting back to the matter before us, Congress has 
authorized these projects and made their power available in accord- 
ance with other legislation to the Congress which designates certain 
preference customers. 

Mr. Witkes. Yes,sir. I will cover that. 

Senator Kerr. You may not agree with that policy, but you agree 
that it is the policy. 

Mr. Winkrs. I agree with that thoroughly, sir. 1 am one of the 
few utility men that does. As the Senator said, | have so much influ 
ence with them, but I have never been able to sell them on the idea. 
I am strongly in favor of the preference and supply of pewet to the 
farmers, to the co-ops. Let me finish because I want to be sure I am 
not misquoted. , 

Senator Kerr. 1 want to assure you that in this town you can never 
be sure of not being misquoted. 

Mr. Wiixes. Let me tell you what [am thinking. 

Senator Kerr. Allright. We will have it on the record. 

Mr. Wiikes. In our area, Senator, and you know it better than 
anyone in the room, the cost of gas and coal and oil are all going up. 
The steam plants that use those fuels, costs are going up. Their sales 
prices are going to have to reflect the increase in price of fuel. But 
now these dams when they are once constructed, the energy in those 
dams does not have any escalation, it doesn’t have any change by reason 
of fuel price, and if the cooperatives have the right to the power, then 
they would have the right to a flat rate which would not fluctuate 
except when some new ‘dam would change that price. Do I make 
myself clear? I think that they of all people should be entitled to 
that advantage of preference. 

The unfortunate thing about the preference clause—and that is why 
I think this is fine—is that preference has been given to the coopera- 
tives to something they can’t use in the form it is in now. 

Senator Kerr. Of course that preference under the law is also appli- 

able to municipalities. 

Mr. WiLKEs. =o) sir, But municipalities have different energy 
to the rural areas. The municipality, if it doesn’t want to go into 
business, doesn’t ie to. And there are only a very few of them. 
After they go into the business—it is only a few that even Mr. Wright 
could sell power and energy to—a lot of these munic ipalities have their 
own facilities. They are very much married to them. I know that 
because I have been trying to sell them power for years. 
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Senator Kerr. In making that preference clause effective, either 
the Government must work out contracts with the private utilities to 
exchange peaking power for steady power, or they would have to build 
the steam facility themselves in order to provide steady power to the 
cooperatives or the power to the cooperatives in the only form that it 
would be of value to them, and that is in steady power rather than 
just be shackled so that they would have to sit and deliver them only 
peaking power. 

Mr. Wivkes. I think Mr. Wright would agree with me on this 
matter. Over the last 10 years, in working with and against each 
other, the best contract that has been made so far, and one which I 
think will do the job, is a contract between the Southwestern Power 
Administration and the Brazos River Cooperative in Texas. In that 
contract the Government, SPA, sells the output of the Brazos River 
plant at Whitney Dam to the cooperatives. The price of that current 
would be roughly in an average year about 1214 mills per kilowatt 
hour. Too high for the co-op to use to sell to its own customers direct. 
lhe co-op turns around and makes a deal with the Texas Power & 
Light Co. and deliver that capacity which is theirs, which they bought 
under a preference clause from the SPA, to Texas Power & Light Co. 
and Texas Power & Light Co. delivers it in the vast area covered by 
the company at something like 75 to 100 different points of delivery, to 
the co-ops at 614 mills per kilowatt-hour. 

Taking advantage of my chart No. 1 on the cost curve, and using it 
at a cost of about 12 mills and delivering it to the cooperative on a 
basis where it costs about 614 mills 

Senator Kerr. What they are doing is delivering 2 kilowatts of 
steady power for 1 kilowatt of peaking power ? 

Mr. Wiikes. That is the result eventually. You just get down to 
your cost curve. 

Senator Kerr, That is one method of making the preference clause 
effective ? 

Mr. Wirxes. That is one method. 

Sentor Kerr. You wouldn’t be against some other method if some 
body else could think of one? 

Mr. Wivxes. If they could get one, Senator, that would pay out— 
while I have listened to a good deal of this argument this morning, 
unless these electric facilities in these dams can be made to carry their 
own load, plus a little bit of the load of irrigation and navigation and 
flood control, we are not going to be able to get those projects built 
down there. 

Sentor Kerr. You and I agree on that, that we are not if this budget 
revised A-47 is effective. But now we heard a very prominent and 
able witness here this morning who told us that the higher you place 
the requirement of justification from the power feature in a dam, the 
easier it would be to get it authorized and built. 

Mr. Wixxes. That has always been my opinion of it, Senator, because 
they have the cost of the total project so much, the benefits are so much. 
You can allocate more to power and support it by the costs of the 
power, then it will reduce the other costs. 

Senator Kerr. Provided these preference customers would be willing 
to pay that extra cost. 


Mr. Wirxes. The preference customer cannot pay for it if he 
uses it direct to his own customers. 
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Senator Kerr. That would in effect nullify the preference clause. 

Mr. Wirxes. No, sir, I don’t think so. The preference clause in 
the Whitney contract is very vital and very potent. 

Senator Kerr. How many REA’s do you think would come up to 
Washington and ask the Congress to increase the wholesale rate of 
power in these projects enough to justify a 50 percent higher amount 
of cost Moaihde to power in support of an authorization on that 
basis ? : 

Mr. Wirxes. If they needed the power from these dams and 
needed the dams to be built and wanted to get this $32 million recrea- 
tional value—— 

Senator Kerr. They would have to need it damn bad, wouldn’t 
they? They would need the dams damn bad to do that. 

Mr. Wixkes. It would be a dam proposition; yes, sir. 

I want to show you these other charts, Senator. For the benefit 
of some of these lawyers who are up here, Congressmen and Senators, 
and for the benefit of my lawyer friend here 

Senator Kerr. Any thoughts that you have in mind for the benefit 
of lawyers and Congressmen will be appreciated. 

Mr. Wixxes. I will go into detail on how I get the load factors, 
on chart 4. 

This is a daily chart starting at 12 o’clock at night. It runs through 
to the peak load starting about 8 o’clock in the mor ning and runs 
through to noon, dropping off, and dropping off again after the fac- 
tories get off, and then rising again at the night hours and dropping 
off at 12 o'clock. The use of the av erage is the base load to take care 
of the steam. The upper part, hydro, w vill be utilized for the carrying 
capacity there. That can be made to go into what we call a load- dura- 
tion curve which is easier to study than any other way of looking at the 
load. I have carried the points across there so that you will see each 
hour goes over and makes a point on a smooth curve which will be 
for the 24 hours. 

If you will turn to the next sheet, chart No. 5, this is the load-dura- 
tion curve of the entire Southwest area for the year 1954. It had a 
peak load of 3,820,000 kilowatts. The total kilowatt-hours used 
during the year were 20,921,840,000 kilowatt-hours. Of that, if you 

take the energy that goes with the average, the kilowatt- hours to be 

furnished by. steam, ‘and run-of-steam hydro, it would amount to 
19,147,136,879 kilowatt-hours. The kilowatt-hours furnished by 
stored hy dro would be 1, 774,703,000. That is the optimum that could 
have taken place in the Southwest area last year. 

We could have supported a total of 63 percent of the 3,820,000 kilo- 
watts, or something like 2,600,000 kilowatts would have been the 
steam plants, 1,200, 000 kilowatts would have been in hydro, The 
total hydro last year was only about 500,000 kilowatts. 

You will notice from the first 10 percent of that peak load for the 
year—that is the entire 12 months—only required 66,418,000 kilowatt- 
hours. The second step of 10 percent, required 352 million kilowatt- 
hours. And the 2 steps there together, 20 percent, or 646,000 kilo- 
watts, would have required a little more than 400 million kilowatt- 
hours. 

The results for 1954, the year before last, showed the fallacy of 
trying to sell directly to any customers, and I include the Rey nolds 
Metals Co., which is the worst offender, direct to cooperatives, direct 
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tu my company, to Texas Power & Light Co. or any company, a definite 
number of kilowatt-hours every month, because in the conditions last 
year the dams were dry by the first of August. 

' That is 1954. The dams were dry by the first of August. There 
were 400,000 kilowatts of capacity in that area that was out of the 
picture. If we had been at war we would have been short 400,000 
kilowatts. During World War II we ran at 10 percent over name- 
plate rating for almost 214 years. Everybody had everything going 
they could put on. You can’t get it built during wartime. If that 
had been used as I suggest here, the way I think Mr. Wright—I know 
the Army engineers agree with me because they put it in every one of 
their documents, that this is strictly for peaking capacity—we could 
have had those lakes full. We wouldn’t have had the water sometimes 
t or 5 miles away from the dock, or at a place where they are going to 
have a dance hall, honky-tonk, or something of that kind. The 
recreational benefits would not have been destroyed. And the full 
value could have been received. 

What would happen to the customer? The next chart (chart No. 6) 
represents a typical co-op customer who is going to take his percentage 
of the peaking energy which would be in the part of the sketch marked 
“A.” This customer I have assumed would have a demand of 10,000 
kilowatts; 3,000 kilowatts or 30 percent of his requirements would be 
this high-priced power from Government sources. The remainder of 
it, or the average kilowatts amounts to 7,000 kilowatts, and would be 
furnished by the companies from their own supplies. 

The area A would amount to 4,818,000 kilowatt-hours. Area B 
would be 43,362,000 kilowatt-hours. A plus B is 48,180,000 kilowatt 
hours, which would be a load factor of between 50 and 55 percent. 

Your 3,000 kilowatts at $15, is $45,000. Plus 114 mills for energy 
is $7,227 and 114 mills for carrying charges, the Government would be 
paid $59,454, and the rate per kilowatt-hour would be 1.08 mills in- 
stead of the 7.71 mills that we are talking about in this increased rate. 

"Senator Kerr. You say that we are talking about the increased 
rate ? 

Mr. Wirkes. What we have been discussing. 

Senator Kerr. You mean you and Mr. Aandahl? 

Mr. Wickes. I didn’t mean that. 

Senator Kerr. I didn’t think you did. I didn’t want the record to 
show it unless you did. 

Mr. Wivkes. I mean youand me. For the remainder of the power 
we sell at the standard rates to the co-ops, and it would come out that 
we would get 514 mills for the rest of it. Adding the 2 together the 
co-op would have paid under that condition 6.11 mills. But the ad- 
vantage of this is that because he has a preference to the hydro, as 
long as a single kilowatt-hour is left in the hydro, to be produced, 
there would be no escalation on fuel to him, even though much of his 
»ower would come from steam. As long as the energy was there 
* would have a right, as Mr. Ickes said in the flood-control bill. his 
preference would run to quantity and not price. So he would live 
a right to those kilowatt-hours. 

Let us take a look at what the General Accounting Office has to 
say about the way things are going on this present way of opera- 
tion. If we take the $15 per kilowatt year, 114 mills per kilowatt- 
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hours, 426,000 kilowatts, page 18 of the audit report, we would have 
paid $6,390,000 for the capacity, 800 million kilowatt-hours at Ly, 
mills for $1,200,000, or the total paid in, $7,590,000. 

The GAO shows for all purposes except SPA internal operation 
was $5,657,000. The balance to be left then, net. in the hands of SPA, 
would be $1,933,000. And their own operating expenses would be a 
very small amount to be deducted. The audit report shows that 
instead of a profit the loss was $3,464,866. That was an extraordi- 
narily bad year. 

The next chart which I have here is a summary which I would 
like to present. Section 5 of the Flood Control Act of 1944 provides: 

(1) Preference in “quantity” of power and energy from multiple- 
purpose projects is given to public bodies and rural-electric coopera- 
tives. 

(2) Rates must be high enough to pay all operating expenses in- 
cluding interest, and amortize the power portion of the projects in a 
reasonable number of years. 

(3) Only such transmission lines as are necessary to make this 
power and energy available to facilities owned by the Federal Gov- 
ernment, public bodies, cooperatives, and private companies can be 
financed from Government funds. 

Present rates as charged by the Southwestern Power Administra- 
tion have proven themselves totally inadequate to meet the require- 
ments of section 5. 

I am speaking now of the GAO report. 

Likewise, the proposed rates now being considered and the subject 
of these hearings are also inadequate. 

A market is readily available in the Southwest for all power and 
energy from multiple-purpose projects owned and controlled by the 
Federal Government at rates which are adequate. Power and energy 
can be sold at such rates to the rural electric cooperatives and put by 
them into the interconnected systems where it will be dispatched so 
as to be available strictly for peaking purposes. 


> 
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I don’t mean so much every month, I mean to hold that in the reser- 
voirs until the summer load comes. I have another chart which is a 
very striking chart in that it shows what has happened in the last 
4years. Before that every year our loads were just increasing stead- 
ily. Now we have these summer loads, this air-conditioning—and 
some of these days they will air condition the Capitol throughout— 
and it commenced jumping as shown on the chart. Those summer 
loads are in many cases almost double what they were the year before 
air conditioning started. That means that we are going to have to 
rely largely on these hydro projects. And they are going to be more 
valuable now than they ever were before. They are going to be able 
to store that water in the reservoirs and put in more generating units 
in those empty stalls and then make an arrangement whereby the 
co-ops can get their benefit out of them, which they are entitled to, 
and at the same time that power can be used for the summer peaks 
instead of letting the water get low in the summertime, as it was in 
1954, when it was a terrible disadvantage to our entire territory in 
northwest Arkansas and southern Missouri, on account of the lakes 
being so far down. 

| think Jim Trimble had a bill introduced, Congressman Trimble, 
to find some way that that could be prevented. 

Such a sale will protect national + will relieve taxpayers, will 
»rotect recreational benefits, will give the cooperatives preference to 

ydro energy as provided in section 5, will increase flexibility of the 
entire interconnected and integrated systems, both public and private, 
and will fulfill the very clear intent of section 5 of the Flood Control 


Act. 


I thank you. 
Senator Kerr. We thank you, Mr. Wilkes. 
(There follow charts and illustrations furnished by Mr. Wilkes.) 
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MILLS PER KWH 


CHART No. 1 


COST OF PRODUCTION CURVE FOR TYPICAL STEAM PLANT 
AT VARIOUS HOURS OF OPERATION PER MONTH 


COST OF PLANT $150.00 PER Kw 
FIXED CHARGES 3 12% PER AMMUM 
$18.00 PER YEAR - $1.50 PER 


MONTH 
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FUEL MISC. - 2 MILLS PER KwH 





aa 


12 


10 


0 100 200 300 300 $00 600 730 


HOURS OPERATION IN MONTH 











POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 19] 


CHarrT No. 2 


Example of effect of sale of hydro energy in a given dam at different load 
factors 


Estimated average annual energy available__.__kilowatt-hours 175, 200, 000 
If sold at load factor of 100 percent power would be used uni 
formly for 8,760 hours during the year: 
175,200,000 kilowatt-hours divided by 8,760 hours_kilowatts 20, 000 
23.000 kRowntts at $16... sss i. ee $360, 000. 00 
175, 200, 000 kilowatt-hours at 2 mills : 4 350, 400. 00 





nile eiiipnaenagds sce etagineteeannlh ttacin ectbinthy eacantieatsineseaencltiat tact esaneilaal aiid 710, 400. 00 


If sold as peaking power at 50 percent load factor the water 
would furnish— 

40,000 kilowatts at 18... .-__-_~- I 720, 000. 00 

175,200,000 kilowatt-hours at 2 mills__-_- j P : ; 350, 400. 00 


Cat! lS 


eaoncmeretenanoneias ‘ _...--.. $1, 070, 400. 00 








If sold as peaking power at 25 percent load factor the water 
would furnish— 

ee rn i i tscnibsreheweiteirtnes 

175, 200, 0000 kilowatt-hours at 2 mills 


ieee tienes 7 i 1, 440, OOO, OO 
EN ck 


I nia rhc meant onan es RT ee tall cite ene titpapmmnaiins 1, 790, 400. 00 


If sold as peaking power at 12% percent load factor the water 
would furnish— 

Oe RE Ee ee aot __ 2, 880, 000. 00 

175,200,000 kilowatt-hours at 2 mills__-_ ~~~ = 350, 400. 00 


ipsa Dna otk we asec ge eed aaeiehee a i __ 8, 230, 400. 00 





CHART No. 3 


Base cost of dam to produce 175,200,000 kilowatt-hours of available 

electrical energy with installation of 20,000 kilowatts oe 30, 000, 000 
I ii ictkct eine eniginetenimnnna : 15, 000, 000 
Annual fixed charges, power portion_______---~- i ty 1, 200, 000 
Annual operating and ordinary maintenance_ 7 nia 250, 000 


1, 450, 000 


For each additional 20,000-kilowatt unit cost allocated to power will be 
increasd (estimated) by $1,000,000, and fixed costs by $100,000 per year. 


Allocations to power : 
With 20,000 kilowatts installed_...___________ J aicoscnlitthiheatienitainaies ccs 
op Be 16, 000, 000 
a ss 18, 000, 000 
te 22 000, 000 


Annual charges (including operation, ordinary maintenance, and 
fixed charges )—- 
ror S600: mulowatt imstaliation.._.......................... 1, 450, 000 
For 40,000 kilowatt installation____.____~ 4 Pe 8 1, 550, 000 
For 80,000 kilowatt installation.__.__._________________ =< 1, 750, 000 
For 160,000 kilowatt installation.______________ ti 2. 150, 000 


Indicated selling price per kilowatt-hour from an 80,000-kilowatt plant— 
$1,790,400 for 175,200,000 kilowatt-hours equals $0.01 (1 cent) or 10 mille per 
kilowatt-hour. 

Only on an installation of capacity salable at 25 percent annual load factor or 
less at a rate per kilowatt-hour or per total output which will yield $1,750,000 or 
more will this dam pay out. 

This is typical of all dams in the Southwest. Present methods can but produce 
annual and ever-increasing deficits. 
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IDEAL OPERATION OF COORDINATED 
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CHakrT No. 6 


















"“A* = 4,818,000 Kwh 


: o "B" = $3,362,000 Kwh 
; > = 
> "Av © "B" = 48,180,000 Kw 
= o 
we $000 cw @ $15.00 $45,000.00 
= o 
o o 8,018,000 KwH @ i micas 7,227.00 
I = PAID GOVERRMERT $52,227.00 
$ *a* MaTe PER awe 1.08 Casts 
: | ADO CARRYING CHARGE @ ie 

























wiLes Ss 7,227.00 
: > | a pewrorercrecrce:.-- PAIO BY CUSTOMER $59,458.00 
f OR PEAKIEG POWER 
7000 KW @ $18.00 $105,000.00 
| = | 83.362.000 KWH @ 5 MILLS 130,066.00 
= FURNISHED BY COMPARY $235, 086.00 
S RATE PER KWH 5.5 MILLS 
° 
| = | TOTAL PAID BY CUSTOMERS *A”* $ 59,854.00 
"8° 235,086.00 
= | : TOTAL $298,580.00 
=< = RATE PER Kun 6.11 MILLS 
ws } Me 
= 
” o 
o 
= o 
°o ~ 
a 
. | 
| 
| PER KWH TO GOVERMMERT 10.6 MILLS PER cw 
PER KWH PAID BY CUSTONER 6.11 MILLS PER awn 
i 
} | 
ae 
12 8760 HOURS 
" TYPICAL SUPPLY OF 10000 KW DEMAND PREFERRED CUSTOMER 
4 HAVING 55% ANNUAL LOAD FACTOR 
: CHART NO. 7 
: Return to Federal Government on basis of 1954 operation had power and 
energy been sold at bus bars for— 
Kilowatt capacity : $15 per year. 
All energy at: 14% mills per kilowatt-hour. 
: 426000 kilowatt (see p. 18, audit report) at— 
3 ee WOM is ee a es __.. $6, 390, 000 
‘3 800,000,000 kilowatt-hour at 1% mills___._________--__--_-_--_- 1, 200, 000 
a A tl 7, 590, 000 
Required for all purposes except SPA internal operation__.________ 5, 657, 000 
mesnnen fer GPAs 1a a a tall aa aah 1, 933, 000 
: Loss. as shown in andit, report... 1.4... Se 
4 NoTe.—This was a bad water year. 
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We will recess until 2 o’clock. 
(Thereupon, at 12:02 p. m., the subcommittee was recessed, to re- 
convene at 2 o’clock p. m., of the same day.) 


AFTERNOON SESSION 


Senator Kerr. Mr. H. M. Dillon, Okmulgee, Okla., will be our next 
witness. 


STATEMENT OF H. M. DILLON, MANAGER, EAST CENTRAL 
OKLAHOMA ELECTRIC COOPERATIVE, INC. 


Mr. Dition. Mr. Chairman and gentlemen of the committee, my 
name is H. M. Dillon. I am the manager of an REA-financed coop- 
erative, the East Central Oklahoma Electric Cooperative, Inc., at 
Okmulgee, Okla. The area we serve comprises all or substantial parts 
of 7 counties extending directly south of Tulsa, Okla., some 60 miles. 

Facts about our cooperative: (1) Members served : 6,890, including 
5,100 farmers; (2) miles of rural line: 2,810 including 340 miles 3 
phase; (3) total electric plant : $5,295,000; (4) average electric reve- 
nue per month: $54,000; (5) average taxes paid yearly : $15,850; (6) 
power purchased, 1955: 3.450 kilowatt ; 20,450,000 kilowatt-hour ; (7) 
total cost of purchased power, 1955 : $144,475. 

For the past 6 years time our cooperative has been purchasing a very 
substantial portion of our electric power from the Southwestern 
Power Administration at Tulsa. Our direct purchases from SPA 
during 1955 totaled 4,326,960 kilowatt-hour. This power cost our 
cooperative $22,447.59. ‘The proposed SPA rate increase will mean 
this block of power will cost us approximately $31,650 for a 12-month 
period, upward of more than 40 percent from our present costs. 

Practically all of our other power is purchased from Grand River 
Dam Authority, a State of Oklahoma power project, through the 
KAMO Electric Cooperative, Inc., of Vinita, Okla., a REA-financed 
transmission cooperative. Our cooperative is 1 of 7 Oklahoma coop- 
eratives that are served by the KAMO organization. In addition, 
KAMO has some 11 cooperative members in Missouri, in which State 
it is practically 100 percent dependent on power from Southwestern 
Power Administration at Tulsa. 

Our best estimate indicates that this SPA rate increase will raise 
our power cost from KAMO Electric Cooperative some 21 percent, or 
for a year’s purchases similar to 1955, approximately $23,750. 

Considering our purchases from both KAMO and SPA, our total 
increase in cost of electric power purchased will average well over 
$32,729 per year. Percentagewise this is approximately a net 22.6 
percent increase in total power costs for our cooperative. 

May I explain by saying that the KAMO Electric Cooperative from 
whom we purchase approximately 75 percent of our power has only 
a portion of its power purchased from SPA. The balance of it comes 
from our State owned and operated authority, Grand River Dam. 

Our total indebtedness to the United States Treasury through the 
Rural Electrification Administration is some $5,600,000. Our present 
rates were established in 1938 and will of necessity have to be increased 
by at least 35 percent in order to maintain satisfactory payout to the 
United States Government. Due to a 68 percent farm tenancy with 
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only 32 percent of our 5,100 farm members owning and living on their 
farms, our cooperative now has some. 1,125 minimum users paying a 
$3.25 monthly minimum charge for electricity. We now have 745 
idle services due to the low income per capita of our farmers in our 
area in eastern Oklahoma. 

It is our considered opinion that a 35-percent increase in our rates 
will result in a greatly diminished return for the sale of electricity to 
our present 5,100 farmer members. Not only our farmers will be 
affected, but also some 1,700 other rural roads we now serve will be 
markedly reduced due to a highly competitive situation involving 
natural gas, butane, and propane in our service area. 

Those other loads consist of small communities and schools and 
churches and approximately 1,100 small producing oil wells. By 
small, I mean from 3 to 10 horsepower single-phase pumping stages. 

During 1955 our cooperative has by economical operation and an 
increased electric load established a cumulative black-figure margin 
of some $43,000 for the first time in some 17 years since receiving our 
first REA loan. This $32,749 total increase in power cost will within 
2 years develop a red-figure loss of some $11,000 in our payout status 
with the Rural Electrification Administration. 

In southeastern Oklahoma, adjacent to us, are some 5 other REA- 
financed cooperatives which are practically 100 percent dependent on 
Southwestern Power Administration for their power. They are 
direct purchasers from SPA and this proposed SPA rate increase of 
40 percent to them will in all cases—practically all cases—seriously 
jeopardize their loan payout status with REA. 

The proposed 40 percent SPA rate increase is apparently made 
necessary by very substantial increases in that portion of the costs of 
these various flood-control dams in the Southwest that are set aside to 
be amortized by the revenue gained from the sale of electric power. 
These allocated power costs are now some $80 million higher than they 
were a very few years ago. 

Originally, these various dams were discussed with earlier Con- 
gresses as flood-control dams. I believe that point has been brought 
out by others here this morning. Surely their values in connection 
with flood control on the rivers in the Southwest have not decreased. 

The problem of water for commercial, industrial, and municipal 
purposes is a most vital problem to all of us in the Southwest. Navi- 
gation, irrigation, and recreation should, it would seem, have such 
value in the case of several of these dams that each of these purposes 
would carry—or should carry—its pro rata portion of the costs. 

Electric power from these dams was for years the tail of the dog, 
but during the last few years the tail of the dog has been asked to 
wag the dog. Are these dams not even now basically flood-control 
dams in our area ? 

It is our feeling that the Congress should most carefully consider 
this vital matter of the allocation of power costs on these flood-control 
dams. We are confident that such consideration will very soon lead 
to some definite corrective legislation that will restore to Congress its 
right and obligation to perform this service for the Southwest. 

We appreciate very much the time you have given us. 

Senator Hruska (presiding). Thank you, Mr. Dillon, for your 
statement. 

Congressman Jones, have you any questions? 








196 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


Mr. Jones. No questions. 

Senator Hruska. Congressman Hull? 

Mr. Hot. No questions. 

Senator Hruska. Thank you, Mr. Dillon. 

The next witness is Mr. Cecil Neely, Northfork Electric Coopera- 
tive, Sayre, Okla. 


STATEMENT OF CECIL I. NEELY, MANAGER OF THE NORTHFORK 
ELECTRIC COOPERATIVE AT SAYRE, OKLA. 


Mr. Neery. Mr. Chairman and gentlemen of the committee, my 
name is Cecil I. Neely. I am the manager of the Northfork Electric 
Cooperative at Sayre, Okla. 

Our cooperative is located on the west edge of central Oklahoma. 
Our principal agricultural income is from wheat, cotton, and livestock. 
Our people are of sturdy stock. They have weathered the fury of 
nature with drought, dust storms, and tornadoes and held their own. 

As I prepared this statement—this was last Friday afternoon—we 
were being lashed with a dust storm until I could hardly see from my 
office window the courthouse across the street. 

Our cooperative energized its first lines on Christmas Day, 1939. 
Our progress in construction was retarded during the war years, but 
immediately after the war we made an area coverage survey and ex- 
tended our service to every farm home in our area that wanted elec- 
tricity and we found every home that was found by the draft board 
in building a system to serve between 4,400 to 4,450 farm families. 

Today we have approximately 1,200 idle services because our rural 
folk could not stay unless they were profitably employed. 

In a recent report by Secretary Benson, we have lost 55,000 farmers 
in the United States and gentlemen, we believe most of them came from 
our area. 

Our people and our cooperative cannot survive a 40-percent rate 
increase. Wholesale power cost last year represented 20 percent of our 
total cost of electrical service, including our operations, maintenance, 
depreciation, amortization, and taxes. This increase would raise this 
percentage to 28 percent. In 1955 we earned almost 100-percent debt 
service. If this proposed rate had been in effect, we would have oper- 
ated at a $23,000 deficit. Higher retail rates will not offset this ad- 
ditional cost of operation because people are alike all over the world. 
If we increase their rate they will simply decrease their consumption. 

Our neighboring cooperative immediately east of us has recently 
increased their retail rates and since our cooperative’s boundaries join 
theirs over a wide area to the north and south, the neople from that area 
in discussing their rate increase refer only to the REA cooperative and 
our people think that our cooperative is applying a rate increase to 
them and local dealers have already evidenced concern, because poten- 
tial purchasers of electrical equipment such as clothes drvers, are no 
longer in the market as they understand their rate will be increased. 

This would not only adversely affect our cooperative, it affects busi- 
nesses up and down Main Street. It affects the distributors and manu- 
facturers of these items and when you multiply these instances, times 
the number of consumers, communities and businesses to be affected 
by this increase then you may visualize the tremendous hazard it 
creates to our overall economy. 
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We have suffered mass migration of our farm population and we 
admit that we do need some consideration from other departments 
of our Government to stop this human erosion, but I am sure you 
gentlemen recognize that the obligations we have for the payment of 
this indebtedness is to Government and gentlemen, we respectfully 
request that every consideration possible be given to this problem 
and that we are not required to suffer any more financial burdens than 
we already have. 

Thank you. 

Senator Hruska. Are there any questions? 

Mr. Jones. Mr. Chairman, just one question. 

Senator Hruska. Congressman Jones. 

Mr. Jones. Mr. Neely, I believe you stated that under this rate 
increase you would have to increase your rates approximately 40 per 
cent to your customers. Is that correct ? 

Mr. Neety. I didn’t state a percentage. I said we couldn’t stand a 
40-percent rate increase. 1 stated that it would raise our overall cost 
of operation 8 percent. 

Mr. Jones. That is the increase in the rate? 

Mr. Neety. The increase in the rate, as applied to 1955 statistics. 

Mr. Jones. That is all. 

Senator Hruska. Congressman Hull? 

Mr. Huu. No questions. 

Senator Hruska. Thank you, Mr. Neely. 

Mr. Loomis will be the next witness. 

Voice. Mr. Loomis is absent this afternoon. He has filed his state 
ment and we ask that it be entered in the record. 

Senator Hruska. It is so ordered. 

(Mr. Loomis’ statement is as follows :) 


STATEMENT OF E. V. Loomis, Peorptes Evectric Cooperative, Apa, OKLA. 


Mr. Chairman and gentlemen of the committee, my name is FE. V. Loomis. 
I am manager of the Peoples Electric Cooperative, Ada, Okla. Our cooperative, 
located in the south central part of the State is presently serving 8,100 mem- 
bers, most of which are located on small, low-income farms. 

Although many of our members are renters and farming on a small scale, 
electric power is of vital importance to them in their operations and home. Upon 
receiving notice of the approximate 40 percent increase in power costs and 
published information in the papers, many of our members have expressed their 
concern as to how this will effect their rates. 

Our Board of Trustees, all of which live on the farm, know that any increase 
in our costs must be reflected in our retail rates to our members. They know 
that in our territory many of our farmers are leaving for jobs in the cities 
every month due to high cost and low income. They also know that increase 
in electric rates will only help to accelerate this movement. 

We realize the Southwestern Power Administration wholesale rate must be 
high enough to pay for the costs of generation and installations in the multi 
purpose dams. However, we do not feel the rates should reflect the cost of the 
many other benefits derived from these projects. 

We feel that the allocation of costs should be determined by the will of Con- 
7“ and at the time of authorization for construction of the multipurpose 

ams. 

We believe that if cost allocation were made in this manner it would elimi- 
nate most of the proposed increase in our power costs of approximately $40- 
$50,000 per year and in so doing would eliminate any undue hardship to our 
members. 

We appreciate the opportunity of appearing before the committee to present 


oan what will happen to our people if this proposed rate increase goes into 
effect. 
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Senator Hruska. Is Mr. Shaw present and is he ready to testify? 
He is from Quitman, Tex. 


STATEMENT OF V. B. SHAW, MEMBER OF ADVISORY COMMITTEE 
ON POWER FOR THE SOUTHWEST AND MANAGER, WOOD COUNTY 
ELECTRIC COOPERATIVE, QUITMAN, TEX. 


Mr. Suaw. Mr. Chairman and gentlemen of the committee, I 
am V. B. Shaw, of Quitman, Tex., member of the Advisory Committee 
on Power for the Southwest, and manager of the Wood County 
Electric Cooperative, Quitman, Tex., serving 6,800 members in 9 
counties in northeast Texas. Asa member of the Southwest Advisory 
Committee, I represent 76 cooperatives in the State of Texas who 
will nearly all be affected either directly or indirectly by the change 
in the power allocation of the SPA. 

Our cooperative has been built and the retail rate schedule based 
on the wholesale rate of power, and a reallocation of costs will deal 
a crippling blow to our cooperation. As an example, I present the 
following comparison for these last 7 months which represent what 
will happen in the future: 

Date: July 27, 1955. 

Number of kilowatt hours purchased: 1,639,300. 
Cost: $8,517.40. 

Cost of new rate: $12,638.90. 

Difference: $4,121.50. 

Mr. Jones. May I ask a question, Mr. Chairman ? 

Senator Hruska. Surely. 

Mr. Jones. Mr. Shaw, your new rate of $12,638.90 is based upon 
the memorandum adopted by the Department of Interior on March 
12, 1954. Is that right? 

Mr. Suaw. Yes, sir. Based on the possibility that our rate will 
be increased to 7.71 cents. 

Mr. Jones. $4,121 per month? 

Mr. Suaw. Yes, sir. $4,121.50 for that month would have been 
the increase had that rate been in effect. 

Mr. Jones. It is still on the hypothesis that you would use the 
same amount of electricity? 

Mr. Saw. I was just using that month because that is what we 
purchased from SPA for that month. 

Mr. Jones. I understand. If the new rate were to become effective, 
$12,638.90, how much do you estimate it would be increased by the 
decrease in the consumption of electricity? 

Mr. Suaw. We normally could expect to buy about 10 percent 
more next year in the same month, but in all probability we would lose 
some. 

Mr. Jones. It is universally true that the higher the rate, the lower 
the consumption. 

Mr. Suaw. That is true. 

Mr. Jones. So you wouldn’t expect an increase in rate and also an 
increase in consumption ¢ 

Mr. Suaw. That’s right. 

Mr. Jones. So you would expect a decrease in consumption pro- 
portionate to the increase of the increased cost ? 

Mr. Suaw. That’s right. 
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Mr. Jones. So your figures here of $4,121 would have to be on the 
low side in estimating the increased cost, or the loss to the cooperative 
in its repayment schedule to REA? 

Mr. Suaw. That's right. 

Senator Hruska. Mr. Shaw, what percentage of your power do 
you buy from SPA? 

Mr. Suaw. About 75 or 80 percent. We have two other power sup- 
pliers. But asmall part from each one of them. 

Senator Hruska. Will you continue? 

Mr. Suaw. To continue with the table: 


Number of | 


| kilowatt- . Cast of new 

Date | hours pur- Cost rate Difference 
August 26, 1955_____- | 1,744,740 | $8,058 96 $13, 451. 94 $4, 402. 0 
September 27, 1955. ......_.__.. | 1, 630, 800 8, 448. 20 12, 573. 46 4, 125. 26 
October 27, 1055............- a i 1, 291, 800 7, 092. 20 | 9, 959. 77 2, 867. 57 
November. EE can bee sepen : 1, 335, 000 7, 265. 00 10, 292. 85 3, 027.85 
December 29, 1955... _._. cle 1, 311, 600 7, 171. 40 10, 112. 43 2, 941.03 
January 27, 1956._............... ek 1, 344, 000 7, 301. 00 | 10, 362. 24 3, O61. 24 

|—_——_—$_$—— | —___—_ eeenememnemnnnnanns ae 
ee ee dleedde 2 |. i Ji. 24, 637 43 
Average per month... Da ial aT a a waren a 3, 519. 63 
Total per year....._......_- ae Se ee ee 42, 235 '6 


Mr. Jones. And the same observations that I made with respect 
to the previous figures, would apply here? 

Mr. SHaw. Yes. We have nine cooperatives in our area that are 
buying SPA power and will be equally affected. The private power 
companies anticipated this raise and hoes raised their rates accord- 


in 

at Jones. You say the private power companies anticipated this 
rate. What evidence do you have that the private companies antici- 
pated the raise? 

Mr. Suaw. They raised their rates to correspond almost identically 
with the raise that SPA is planning to raise theirs. 

Mr. Jones. You think that is no accident? 

Mr. Suaw. I don’t think it was. I don’t think it was any accident 
that they lowered the rates about the same time SPA came into ex- 
istence. We were paying quite a lot more for our power until that 
time, and they automatically lowered their rates. 

Senator Hruska. Are those private power companies located in 
Texas, Mr. Shaw ? 

Mr. Suaw. No, sir. One of them is Texas Power & Light Co. 
The other one is the Southwestern Gas & Electric Co. at Shreveport. 

Senator Hruska. Did they get an approval of their increases in 
rates from their Public Utilities Commission in Louisiana and Texas 
respectively ¢ 

Mr. Suaw. Texas doesn’t have a utility commission. I understand 
they did in Louisiana. 

Senator Hruska. Do you know whether in the showing on that, in 
the justification of the raise, evidence was given which showed that 
this anticipated raise was dependent on as a part of the reason for 
their increase ? 

Mr. Suaw. That is just an opinion of mine. 

Senator Hruska. I just wondered how large a part it might have 
played in it. Will you continue please. 
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Mr. Suaw. As I pointed out in the beginning, we are a nonprofit 
organization and have set our retail rates to correspond to the whole- 
a rate we were receiving, and if these new rates go into effect it 
will force us to increase the retail rate to our people who are small 
income farmers and cannot afford higher rates, which will deprive 
quite a few of them of the benefits of electricity. 

Senator Hruska. Congressman Jones? 

Mr. Jones. Mr. Shaw, have you examined this cost allocation No. 
57981-2, bearing date of March 12, 1954, on cost allocations on the 
existing project ¢ 

Mr. Suaw. No, I haven’t. 

Mr. Jones. On page 2, under the title of “Project Feasibility” I 
will read item 1: 

Projects will be considered economically feasible when the value of power 
as defined above will at least equal the project cost allocated to power, plus the 
amount of taxes which would be foregone as a result of Federal development of 
the power, rather than the most likely alternative method. 

Did you think it would be necessary for the cooperatives in buying 
power from federally constructed projects to have your base rate 
estimated on what it would cost in the open market to some private 
utility? Did you expect that your rate would be based on an analysis 
of costs, the alternative of which is to charge you the same rate that 
you would have to pay from any private utility ? 

Mr. Suaw. No, I didn’t expect that. 

Mr. Jones. Mr. Shaw, did you know really of a project that had 
been constructed where the allocation of costs has ever been employed 
to bring into economic factors such as I just read to you in determinin 
the economic ratio of benefit compared with the economic ratio o 
cost, everything being used heretofore by the Government? 

Mr. Suaw. No, sir. 

Mr. Jones. So the new rate is predicated upon estimates of cost 
of projects already constructed as to what it would be necessary for 
the Government to pay for power if the Federal Government had to 
go out and buy it from a private utility that paid income taxes. That 
is the rate that you are now being asked to pay. Isn’t that true? 

Mr. Suaw. Yes, sir. 

Senator Hruska. Mr. Shaw, I would like to address you as a member 
of the Advisory Committee on Power of the Southwest. In that 
capacity you represent 76 co-ops down there. Again I assume that 
you didn’t bring any such figures with you but in common with the 
witness who testified this morning, I am wondering if I could ask 
you to have prepared and to have you supply for the record the rates 
of those 76 cooperatives, and also their power distribution and the 
sources thereof. 

Mr. Suaw. I am sure I can. 

Senator Hruska. That would be fine. Would you forward them to 
the committee ? 

Mr. Suaw. I will be glad to. 

(The information requested is contained in tabulations included 
herein. ) 

Mr. Jones. Mr. Chairman, I have 1 or 2 more questions and I will 
be through. 

Senator Hruska. Iam sorry. I thought you were through. 
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Mr. Jones. That is quite all right. Mr. Shaw, have you examined 
the water resource policy by the Cabinet report that was transmitted 
to the Congress on {ee 17 of this year? 

Mr. Suaw. No, sir; I haven't. 

Mr. Jones. You have not examined the principle of cost allocation 
in this document ! 

Mr. Suaw. No, sir. 

Mr. Jones. A recommendation to the Congress for enactment. 

Mr. Suaw. No, sir; I have not. 

Mr. Jones. There is one recommendation and I will read it to you, 
and it is as follows: “The wide difference in interest in taxes applicable 
to Federal and non-Federal investment raises a special problem in 
project evaluation.” aak 

If that presents a special problem which can be resolved, is it your 
opinion that they resolved it in this document, the recommendation 
contained in the Cabinet report? 

Mr. Suaw. It seems that way. 

Mr. Jones. Are you familiar with the Hoover Commission’s recom- 
mendations on the same subject ? 

Mr. Suaw. Vaguely. 

Mr. Jones. Do you agree that they concur with the recommenda- 
tions of the President’s Cabinet report ? 

Mr. Suaw. The Hoover Commission ? 

Mr. Jones. Yes... 

Mr. Suaw. Yes, sir; I am sure they did. 

Mr. Jones. On cost allocation. Have you examined the Circular 
A-47 heretofore adopted by the Bureau of the Budget? 

Mr. Suaw. No, sir. 

Mr. Jones. You don’t know what that contains? 

Mr. Suaw. No, sir. 

Mr. Jones. Under the recommendations of the adoption of this 
criteria for cost allocation, the application of the recommendations of 
the water resource policy by the Cabinet, and the recommendations 
contained in the Hoover Commission’s Committee on Reorganization 
of the Executive Branch of the Government, do you think there is 
any hope for the continued existence of cooperatives in this country— 
electric cooperatives ¢ 

Mr. Suaw. No, sir; there isn’t. It is just a pretty good way to get 
rid of them. 

Mr. Jones. That is all. 

Senator Kerr (presiding). Thank you very much, Mr. Shaw. 

The next witness is Mr. Rex Dewey. 


STATEMENT OF REX E. DEWEY, MANAGER, KAMO ELECTRIC 
COOPERATIVE, INC., VINITA, OKLA. 


Mr. Dewey. My name is Rex E. Dewey. I am manager of KAMO 
Electric Cooperative at Vinita, Okla. 

KAMO transmits power to 14 cooperatives in Oklahoma and Mis- 
souri. The power to serve 7 cooperatives in Missouri and 1 coopera- 
tive in Oklahoma is purchased by KAMO from the Southwestern 
Power Administration. It is transmitted over the KAMO system 
and delivered to the cooperative load centers for the use of 40,000 
rural consumers who are members of the distribution cooperatives. 
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In 1955, KAMO purchased 88,015,785 kilowatt-hours from the 
Southwestern Power Administration. In the next 5 years, KAMO 
expects to purchase 657,231,560 kilowatt-hours from SPA. If the 
»sroposed rate increase goes into effect, instead of this power costing 
$3,621,345.90, it will cost $5,067,255.35. This is an increase of $1,- 
455,909.43. Inthe next 10 years KAMO expects to buy 1,498,629,560 
kilowatt-hours from SPA. If the proposed rate increase goes into 
effect, instead of this power costing $8,257 ,448.88, it will cost $11,554,- 
433.93. This is an increase of $3,296,985.03, or an increase of ap- 
proximately 40 percent over present rates. 

The necessity of such an increase, we are told, is due to certain 
increased costs assigned to power on Government flood control proj- 
ects. The large portion of this increased cost appears to be in the 
amount of the investment in the flood control dams that is allocated 
to power. We understand that the Congress set forth the method to 
be followed in determining the investment to be allocated to power 
in the Denison and Norfolk projects. Here we find only 31.9 percent 
of the investment allocated to power at Denison and 46.5 percent 
allocated to power at Norfolk. 

In five other projects in the Southwest area, we find that costs allo- 
cated to power range as high as 76.6 percent on the Table Rock proj- 
ect. We understand that Congress has not as yet set forth a method 
on these other projects. 

We believe that as Congress has authorized these flood control proj- 
ects, so should they determine the cost allocations assigned to flood 
control, water supply, recreation, stream flow regulation, navigation, 
and power. We sincerely hope that the new proposed rate of the 
Southwestern Power Administration will be held in abeyance until 
Congress can make this determination on the other dams. 

Senator Kerr. Thank you, Mr. Dewey. 

A question now: In your judgment would it be more conducive to 
the development of more multiple-purpose projects, including power, 
or more power in projects that would be otherwise built, if the costs 
allocated to power would be as high as 75 percent of the total cost, or 
for it to be less than that? 

Mr. Dewey. I don’t think we can afford to buy the power if the cost 
allocation will run so high in these dams. 

Senator Kerr. Don’t you think the cooperatives would be anxious 
to come up here and tell the Congress that we ought to charge more 
of the cost of the dams, and that second, they would be glad to take it 
on that basis and pay them enough for it so they could pay it out in 
50 years? 

Mr. Dewey. Iam notsure. That cost is going to have to be borne by 
these cooperatives. I am not sure how far they will go. 

Senator Kerr. Do you share my opinion that if we want to get more 
power projects built that we have a better chance to do it first where 
a smaller percentage of the total cost is chargeable to power, and sec- 
ond where the power can be sold so as to bring the reimbursement 
back in more than 50 years instead of 50 years? 

Mr. Dewey. I think it would be well if the cost would be spread 
over more than 50 years; yes. 

Senator Kerr. you think it would be well to hold the amount of 
the total charged to power to the lowest possible figure ? 

Mr. Dewey: I certainly do. 
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Senator Kerr. You heard Secretary Aandah! this morning give an 
opinion which I interpreted as meaning that he thought that the 
higher the amount of the total cost charged to power in the first 
place, the easier it would be to justify the project getting built and, 
second, that he based that on the belief that those buying the power 
would be very glad to come in and pay a price for it so that the 
higher cost all be returned in 50 years instead of the lower cost in 
100 years. 

Mr. Dewey. I got lost in there somewhere. I never could follow 
through to the end on that. 

Senator Kerr. If that is what he said you don’t agree with him. 

Mr. Dewey. I don’t think you will find many of our cooperatives 
coming in there and supporting higher costs for power in these dams. 

Senator Kerr. And shorter periods of payout 

Mr. Dewey. That is right. 

Senator Kerr. That was the impression that I had and I am glad 
to have you confirm it. 

Are there other questions ? 

Senator Hruska. Yes, I have a question. I am wondering, Mr. 
Dewey—of course our beloved chairman and others in the room don’t 
agree with the interpretation placed on the Secretary’s testimony—l 
understood it to mean and I suppose the record will show, that the 
higher that rate is within a fair and equitable allocation of costs for 
that power project, the more palatable that whole pene will become 
from the standpoint of receiving approval at the hands of Congress, 
and at the hands of those who determine whether or not these projects 
shall be authorized and set forth. 

I understood there was a limitation on his higher cost which would 
be bound by fair and equitable allocation, and I believe the record will 
so show when it is read back. 

Let me ask you this, on the other side: Suppose there is a fair and 
equitable allocation say of 25 percent, and a proposal is made here for 
authority for 15 percent as a basis for cost allocation. Do you think 
that would be conducive to more or to less projects of this kind being 
approved by Congress and being permitted to be created and to 
function ? 

Mr. Dewey. I am sure I cannot say, Senator, just exactly what the 
situation would be. But I know that some of the people who were 
up here and supported it, for instance, Table Rock, now they find that 
a much larger percentage of that dam apparently will be charged to 
power than they ever thought possible at the time they supported the 
eoenees to construct the dam. 

can’t agree with Secretary Aandahl’s theory because I say frankly 
I couldn’t follow him on it this morning. 

Senator Hruska. You appreciate that after all there are many Rep- 
resentatives and Senators in Congress who do not come from reclama- 
tion States. By rough count I suppose there are 17 reclamation States. 
I happen to come from one, as you do. 

If there is a pro 1 made to Congress which will not quite ring 
just about fair an uitable, in the judgment of all Congressmen, 
isn’t there apt to be a little dragging of the feet when it comes to ap- 
proving these things if there is overreaching the other way! 

If there is overreaching by way of reaching too low a cost alloca- 
tion basis? 

76239—56——14 











204 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


Mr. Dewey. That might be possible. 

Senator Hruska. I want to say for the record that I would agree 
with the Secretary’s general statement. Now then, when we get into 
the consideration of what is fair and equitable, on that I would have 
an open mind, and I would like the record to so show. Particularly 
with reference to those things to which you called attention, Congress- 
man Jones, and which you read into the record at bit ago. To that 
extent I want to call attention to a little different interpretation to the 
testimony given a little earlier in the day. 

Senator Kerr. I thank my friend from Nebraska, not only for that 
but for his whole attitude of friendliness in the matter. I want to say 
that I can readily subscribe to the proposition, if it is a proposition, 
that it is far more easy for us all to agree that we favor that which is 
fair and equitable, than it is to agree on what constitutes what is fair 
and equitable. 

Senator Hruska. I think so. That goes to both extremes, the 
high and the low extreme. 

Senator Kerr. Congressman, do you have any questions? 

Mr. Jones. Mr. Chairman, I don’t want to get into any controversy 
as to what the Secretary said here this morning or yesterday, or any 
other time. 

But, Mr. Dewey, I am wondering if in the New England States 
where they have had a recurrence of disastrous floods, and we built 
projects that would carry out flood contro] and also generate hydro- 
electric power, and where they have the highest electric rate of any 
other section of the United States, that if we applied what the Secre- 
tary has proposed in this formula of cost allocation, the alternate plan, 
the alternate method of cost allocation, then the only way that you 
could fix the cost of the hydroelectric rates in that area is on the going 
rates of the private utilities in that area. Isn’t that so? 

Mr. Dewey. I guess so. 

Mr. Jones. It would have to be. There would be no other way that 
it could be fixed, because the alternative method of cost allocation 
means that you would have to carry the rate of all the utilities in 
that area, and therefore you would have to make an application which 
would mean that whatever power was generated in any federally con- 
structed project must carry the existing high rates for the cost of 
energy. 

Senator Kerr. Congressman Hull? 

Mr. Hutz. No questions. 

Senator Kerr. Thank you very much, Mr. Dewey. 

Mr. Lloyd Evans, of Vinita, Okla. 


STATEMENT OF LLOYD EVANS, KAMO ELECTRIC COOPERATIVE, 
BONHAM, TEX. 


Mr. Evans. Mr. Chairman, gentlemen of the committee—— 

Senator Kerr. Do you have a prepared statement? 

Mr. Evans. Yes, sir; I have a written statement. For the benefit 
of the stenographer I would like to say that I wasn’t satisfied with it 
and have written several other interpositions to go in at various 
places that you all have to keep up with. 

Senator Kerr. All right. We will try to do that. 


nae slapd Tia at ARNE: 
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Mr. Evans. This was done ina hurry. I was called on short notice 
to come to this hearing. That is the reason for it. 

My name is Lloyd Evans. I am president of the board of trustees 
of KAMO Electric Cooperative, a transmission cooperative, composed 
of 21 distribution cooperatives, 3 in Kansas, 3 in Arkansas, 8 in Mis- 
souri, and 7 in Oklahoma. The headquarters are at Vinita, Okla. I 
reside in the village of Fairfax, Okla. 

Gentlemen, I hope that you will bear with me if I seem to be some- 
what ill at ease in this atmosphere. I am just a country boy and 
my statement may not be too well written, or polished. I use just 
plain country words. I humbly feel somewhat out of place with you 
men in this high position of our Government. I worked until a late 
hour last night trying to get my thoughts together for this appear- 
ance before you today. I earnestly desire to try to have something 
worth while to say to you. 

Our KAMO Electric Cooperative has been in existence now for 
15 years. I could recite to you a number of serious stumbling blocks 
that have been thrown in our way from various sources and condi- 
tions which were overcome one by one, but in spite of all, KAMO 
is successfully operating at this time. 

But now we are confronted with a proposed wholesale power rate 
increase of approximately 40 percent under our contract with the 
Southwestern Power Administration which will be another blow to 
us if it is not scaled down. 

After giving study to this new rate schedule proposed to be pre- 
sented to the Federal Power Commission for approval, we have a 
very serious objection to one of the items in it that is offered as justi- 
fication for the rate increase. The item in question is the unjustifiable 
allocation of costs of generating facilities in several of the flood- 
control dams. 

We believe it is within our rights to protest this and ask for further 
study and adjustment of it. Other statements offered this committee 
point out the inequities of the cost allocations applied to some of 
the dams as compared to others. These are items that run into mil- 
lions of dolars of valuations of investment on which rates are based. 

Here is where I want to interpose. We should have a clearly de- 
fined understanding of the wherefore of these inequities. Like the 
traveling man caught in a storm—and of course such stories as these 
are laid in Arkansas—he stopped at a farmhouse for refuge for the 
night. The good farmer said, “Sure, you can stay, but you will 
have to sleep with the redheaded schoolteacher.” “Now look here,” 
the traveler said, “I want you to understand that I am a gentleman.” 
“That is well and good,” the farmer said. “I want you to understand, 
too, that the redheaded schoolteacher is a gentleman.” They closed 
their deal with a clear understanding of the hidden details. 

Excuse this homely story, but let me add there needs to be a clear 
understanding of these cost-allocation details concerned in this pro- 
posed rate increase. We can see no reason why so much larger figures 
are applied to some dams than are charged to others of like kind, 
and can only deduce that the figures have been arrived at by various 
administrative agencies in which there has been no accord. 

We are under the impression that the formula now set up makes 
the power allocation supposed to be a byproduct of the flood-control 
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dams amount to four-sevenths, or over one-half of the total cost of 
the projects. Would Administrator Douglas Wright care to confirm 
or comment on this figure ? 

Mr. Wricurt. That is correct. 

Mr. Evans. It is our opinion and desire that Congress inquire into 
the cause and perhaps the purpose of this, and take remedial action 
to establish a sound and just basis for the figures. 

Certainly KAMO and the other G. and T. cooperatives and the dis- 
tribution cooperatives and the municipalities which are direct. cus- 
tomers of SPA cannot sit idly by and let this rate increase go through 
with the apparent discrepancies. 

An adjustment of the cost-allocation figures to a fair basis would 
make a considerable decrease in the rate. As the statements point 
out, such a 40-percent increase in the rate as is now proposed would be 
a tragedy to the economy of every electric cooperative. An adjust- 
ment of the cost of power facilities in the various dams will scale the 
rate down considerably and make the cost of power more reasonable 
to the cooperatives and their farm members. 

We are sure you do not want to see the cost of our power supply 
priced out of reason because of one item alone. 

I would like to continue this statement briefly with a few more com- 
ments. In Secretary Aandahl’s testimony before this committee on 
Monday, he tended to minimize what a 40-percent increase in rates 
would mean to the farmers of our area, that on the average monthly 
bill of 150 kilowatts it would mean only about 38 to 40 cents. The 
Secretary is talking in pennies. Let us talk of the millions of dollars 
that this increase will cost the farmers in our area. 

For instance, as has been shown in our manager’s statement concern- 
ing KAMO, just preceding my appearance here—I refer to the third 
paragraph there—in 1955 KAMO purchased eighty-eight-million- 
and-some-odd kilowatt-hours from the Southwestern Power Admin- 
istration for the seven member co-ops of KAMO in southwestern 
Missouri. In the next 5 years—this is on a 5-year study—KAMO 
expects to purchase six-hundred-and-fifty-seven-million-and-some- 
odd-thousand kilowatt-hours from SPA. If the proposed rate in- 
crease goes in effect, instead of this power costing $3,621,345, it will 
cost $5.067,255. This is an increase of $1,455,909. 

In the next 10 years KAMO expects to buy 1,498,629,560 kilowatt- 
hours from SPA. If the proposed rate increase goes into effect, 
instead of this power costing $8,257,448, it will cost $11,554,433. 

This is an increase over the 10-year period amounting to $3,296,985, 
or $314 million. In this not something to be concerned about for the 
economy of the farmers of southwest Missouri who are already in dire 
distress, as was pointed out in the hearing Monday by the Missouri 
Congressmen and Senators who were in this room? Three and a third 
million dollars in 10 years for 7 small electric co-ops in Missouri. 

If this raise by SPA is taken advantage of as a pattern by other 
power suppliers in our whole 6-State southwest area, with over 200 
co-ops, multiply that by 30 and, goodness gracious, you have an added 
burden on the farmers of our area of over a billion dollars in 10 years. 
And the Secretary testified the raise wouldn’t amount to much. 

Senator Kerr. I believe that figure would be $100 million instead of 
a billion dollars. 

Mr. Evans. I am sorry. 


Wass id ana 
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Senator Kerr. I will say it is big enough, and I think it is accu- 
rate and I think it is significant, if that is the correct figure. I know 
that is what you want the record to show. 

Mr. Evan. Yes, sir. I thank you for the correction. It may not be 
much to him, but these figures are staggering to a country boy. And 
I say this is not peanuts, when you go into money like that. I do not 
have any figures or proof that the SPA Administrator might answer. 
I would say the SPA at this time or soon will be approaching the 
point where it is in better position as to the sale of power and volume 
of revenue therefrom than it has ever been in its history. This now 
in spite of the fact that through policies of the Interior Department 
it suffered a serious setback and almost became a dead horse in the 
years 1953, 1954, and up to July 15, 1955. 

It was 214 years until the Congress in 1955 made it possible to 
reactivate the original SPA G. & T. contracts which the high courts 
of our land declared to be good and valid. 

I point out this good condition of SPA as compared to what it 
might have been if it had not been for the wise action of our Congress. 
Also it is the general understanding, as I have heard it said, that in 
the electric business, good growth and increases in sale of power add 
to velvet, to profits that make it so healthy that increases in rates 
are not necessary even at increased costs of operations, materials, 
labor, and so forth. 

Probably there are instances where rates could be lowered, from 
profits, from the top velvet. It is a possibility that if the economics 
of SPA continue to get better, serious consideration could be given 
to leaving the rate right where it is, or maybe reduce it a little. You 
might visualize that an increase in rates is not absolutely necessary 
at all. 

I also have this question in my mind: Would a rate increase have 
been asked by Interior if their policy had been successful in trying 
to push the G. and T.’s into integration contracts with the utility 
companies in our area? I recall with reluctance that 2144 years was 
frittered away through 1953 and 1954, and up to July 1955, when 
Interior with the help of the electric utility companies was tryin 
to put over this experimental theory of a partnership that didn't 
work at all. In the light of the above circumstances, I wonder if 
u rate increase at this time is justified at all. 

I also wonder, should the threatened 40-percent rate increase go 
into effect as proposed, how would the electric utility companies be 
affected in their arrangements with SPA for large amounts of hydro 
power? Are the companies amply protected under their contracts 
at the present time so they would suffer little or any if the proposed 
rate schedule is approved ? 

The utility companies are pretty crafty dealers for this hydro 
power. Would they, by chance, have a way of getting around the 
rate increase so they would not suffer or perhaps even be affected 
These are just my own simple questions, but they may be pertinent 
to the committee in this hearing. 

Senator Kerr. Thank you very much, Mr. Evans. I must say that 
in what you referred to as your simple way, you haven’t done bad. 
Are there any questions? 
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Senator Hruska. Yes. I would like to say for one who starts out 
so humbly and who feels ill at ease, he has made a good contribution 
to the hearings this afternoon. 

Mr. Evans. Thank you, sir. 

Senator Hruska. I would be in favor of witnesses who were ill at 
ease if they would all do that well. 

Mr. Evans, you suggested that maybe the private companies are 
pretty crafty dealers, and you would kind of like to know if they 
would pull their load if this thing were worked around to the point 
where rates were increased. I have been looking over the dates. In 
the first place you would concede, wouldn’t you, Mr. Evans, that it 
takes two to make a deal, and the private companies had to work up 
a contract with people in the Interior Department. I presume they 
are not novices. I imagine if you would want to extend that craftiness 
to the private power companies, you would have to almost extend it 
to those who dealt with them at that time. Isn’t that about right? 

Mr. Evans. Senator, I just hold the opinion that the utility com- 
pany people are really shrewd at this electric business. They are not 
novices. They know how to write contracts in their favor. 

Senator Hruska. Were you here yesterday when the testimony of 
the Secretary was given and his statement read ? 

Mr. Evans. Yes, sir. 

Senator Hruska. Didn’t you hear those parts of his statement 
which dealt with the abstract and summary of the various contracts 
made with the private companies by SPA ? 

Mr. Evans. Yes, sir. 

Senator Hruska. Isn’t each of those contracts, with the exception 
of that one for Reynolds Aluminum, ones in which the contracts pro- 
vided for rates which would go to approval. For example, in the very 
first one mentioned, Texas Power & Light, that the rate was approved 
July 7, 1947, and to extend concurrently with the approval of the 
rate schedule A, but in no event beyond February 13, 1953. So that 
there was a terminal date on the period of time in which that rate was 
established, a terminal date that it would be effective. Do you recall 
that part of his statement? 

Mr. Evans. I don’t know too much about the technicalities of these 
contracts, Senator. But as you know, in Oklahoma we have integra- 
tion contracts with SPA with the two utility companies. I under- 
stand they run a term of years. In a way they have worked out very 
satisfactorily. What I had in mind was through the shrewdness of 
the companies—we know they are good businessmen and are looking 
out for the company’s interest first and last—I just wondered if there 
was any way under their present contracts or contracts to be made 
whereby they would still be beneficiaries of the benefits they have 
been receiving even after the new rate structure went. into effect. 

Senator Hruska. I think that is probably a good thought, and it is 
all right. But at the same time a question of that kind, carrying that 
type of innuendo, would also go over to the second party to the con- 
tract, which is the United States Government. I wonder if you 
wanted your implication to go that far, that perhaps there was some- 
thing on behalf of the Government which lent to that craftiness and 
so on when they worked out this contract with the private companies. 
Would you want to go that far? 
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Mr. Evans. No. I would say that these deals just bear very close 
watching. 

Senator Hruska. That they bear very close watching ! 

Mr. Evans. Yes. 

Senator Hruska. I don’t know that it would have been up to the 
Secretary here to testify yesterday in justification of these contracts. 
They were all made under someone else when they were in charge of 
the administration. They weren’t his contracts. But at the same 
time, I do think, in view of the fact that his testimony clearly showed 
that there was opportunity for rearranging and readjusting these 
rates any time that an increase of rates would be made by SPA, that 
perhaps the interests of the Government were being protected. 

Mr. Evans. There is no question about the interests of the Govern- 
ment being protected, I think, at all times. But maybe we are getting 
just a little bit off the subject that I had in mind. I just wondered to 
what extent these new rates would affect the utility company dealings 
with SPA. If it would be to the extent that it is going to affect the 
electric cooperatives. 

Senator Hruska. My point is that in the evidence so far here con 
tained in the testimony of the Secretary, that was made plain. If 
that escaped your knowledge, that is one thing. But on the other hand, 
you said you were here, and yet in spite of what is contained in these 
abstracts of the private company contracts with the Government, you 
raise the question as to whether or not they are pretty crafty dealers 
I just wonder if that is the right thing to say. 

Mr. Evans. Well, sir, I might have missed that point in the Secre- 
tary’s testimony. 

Senator Hruska. It covers about 4 pages of his statement. 

Mr. Evans. I didn’t have a written copy of his statement. 

Senator Hruska. I would say further that there was some sug- 
oe here yesterday as to this Reynolds Metals Co. contract, and 
there was some questioning of the Secretary on that. 

Mr. Evans. I heard that. 

Senator Hruska. That contract was entered into in 1952. I willsay 
in all fairness it is big business. Reynolds Metals Co. is considered 
big business. But I will say in all fairness to Mr. Aandahl’s prede- 
cessor that there was, as I understand it, there were coniderations of 
defense production that entered into the matter of the signing of that 
contract over a bigger period of time. And I don’t know how well 
that is justified or not. But I do think, in all fairness here, that if 
we are going to start imputing craftiness to people you see we get into 
an area which sometimes doesn’t exactly leave some of us with the best 
of thinking on these things. 

Mr. Evans. That is possible. I respect the utility companies, and 
I have no disrespect for them. We have been in contact and worked 
along with them. Despite the fact though, they have made a deter- 
mined effort all through the life of KAMO, I know personally, on that 
case, to stop us at various times. 

Senator Hruska. That is something that you would have more ex: 
perience in than I, and I would defer to your testimony on that. 

Mr. Evans, you suggested that in any event this rate increase would 
be a severe blow to your industry, that is to your co-ops, and if the 
rate increase is not scaled down, it is going to be a severe blow. And 
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you ask for further study of this thing. Is it your thought that the 
rate increase is too high or that there shouldn’t be any at all? 

Mr. Evans. It was brought out, I think by other witnesses, that allo- 
cation of the cost of power is a big item that is causing the rate in- 
crease to be as large as it has been figured out here. 

Senator Hruska. If the same allocation of costs were made and 
applied as to the completed cost of construction, as was applied to 
the estimated cost of construction back in 1947, would that bring more 
fairness and equity into the picture in your judgment # 

Mr. Evans. I think on the table increases of the figures showing the 
cost applied to each of those seven dams, there are some of them that 
are way out of line on percentages as compared to the ones that 
were built earlier in the program. 

Senator Hruska. I don't know that that quite answers my ques- 
tions. There was a certain allocation of costs formula that was a 
plied apparently in arriving at the rates as they were established in 
1947. That formula was applied on an estimated cost of construction. 
In that exhibit, table A—1, that estimated cost of construction at the 
time of authorization was just a little under $200 million. The actual 
cost, as estimated by the Corps of Engineers in 1954, was about $357 
million. Now, then, there may be some element of unfairness in 
changing the ground rules when the game is started, so that maybe 
the cost of allocation formula should be the same rather than changed. 
But suppose we use the same cost of allocation formula that was ap- 
plied to the original estimated cost of construction back in 1947, and 
apply it on the figures of actual construction. Would that be, in your 
judgment, a more fair way to go about this reconsideration of rates? 

Mr. Evans. You are asking a country boy who is not too well versed 
in engineering or other details of this program, more than the general 
principles of it, a question that perhaps I couldn’t answer intelligently. 

Senator Hruska. Of course the order of the Federal Power Com- 
mission in establishing these rates, Mr. Evans, back in 1947, said that 
this was, and I am quoting: 
to remain in effect only until such time as further study and experience indicate 
the desirability for revision, but not for more than 6 years from the date of this 
order. 

Experience indicated that the cost of construction increased a great 
deal. Without changing the cost allocation formulas, wouldn’t it 
appear fair that th eactual experience in construction should be the 
basis for rate determination rather than the estimate of construction ? 

Mr. Evans. I would answer the Senator this way: I understand 
that nearly all of these projects cost considerably more than they 
first were estimated to cost. But surely all those extra costs—this 
is just my opinion—wouldn’t be charged just to the power features 
of the dam. It would only be a proportionate cost. 

Senator Hruska. That’s right. And my thought would be that 
any increased cost allocable to power only, by that same cost alloca- 
tion by that allocation, that same proportion—— 

Mr. Evans. As in the statement made by Mr. Dillon, originally we 
figured that the addition of power to these flood-control dams, as he 
said, would be the tail of the dog, the dog wagging the tail. With this 
formula—Senator Kerr I notice has had to look up—separable costs- 
remaining benefits formula—as Mr. Dillon said in his testimony, now 


eB eT RD = oe am NR hn 5: tn A ee 88 OY IMIR ES om 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 2]] 


the tail is going to wag the dog because the percentage charged to 
power is way over the halfway mark. :, 

Senator Hruska. It is out of deference to the possible wisdom of 
that statement that I put it on this basis: Without J ana tee the alloca- 
tion of costs, using the same formula that was used in the original 
instance, wouldn’t it be fair to apply that same formula to the actual 
construction costs in order to determine how much, if any, the rate 
should be increased ¢ 

Mr. Evans. You are not talking about this formula that the Secre- 
tary develened on yesterday. You are on the original. é 

Senator Hruska. Incremental cost, or whatever that formula is; yes. 

Mr. Evans. In proportion, I would say yes. 

Senator Hruska. That is what lam driving at. I assume you come 
in here with a fair attitude. You wanttodotherightthing. If those 
construction costs had proved to be 30 percent lower than the original 
authorization, I have an idea that there would be a delegation here 
from people like-minded with you and you would be applying for 
a reduction in rates. Isn't that reasonable to assume?! 

Mr. Evans. Yes. 

Senator Hruska. I think it would be and I would be for you. I 
think you would be right. 

Mr. Evans. If the costs happened to be 30 percent less than the 
engineers estimated, they might not then in that case have had to 
charge anything for the power unit that was put in. 

Senator Hruska. I am speaking of 30 percent less in that part of 
the cost attributed to power. I don’t mean the gross cost of the 
dam. I mean that part allocated to the power. 

I think you have been very fair and again I want to say that you 
have made a fine contribution to this hearing. 

Mr. Evans. Thank you. 

Senator Kerr. Thank you, Mr. Evans. 

Mr. Sam Morgan. 


STATEMENT OF SAM MORGAN, MANAGER, FANNIN COUNTY 
ELECTRIC COOPERATIVE, BONHAM, TEX. 


Mr. Morgan. Mr. Chairman, and gentlemen of the committee: I am 
Sam Morgan, manager of the Fannin County Electric Cooperative, 
Bonham, Tex. 

I represent a traditionally proud, honest people who have never 
asked for charity in any form. My people are ready to pay their part 
on any project they enter into; however, they do believe they should be 
consulted and come to a common agreement with all concerned in a 
movement that vitally affects them. 

Our electric cooperative was planned and set up to operate on the 
original cost allotment. Under this plan we could see how we could 
repay our debt to the Federal Government according to the agree- 
ment. 

The sailing has not been smooth. Unforesen ice storms have cost 
us $350,000. This act of God depleted our reserve funds. Being farm- 
ers who are accustomed to setbacks, we recognized that we would have 
to raise our rates a reasonable amount to make up the loss. This we 
were preparing to do to meet our obligations. 
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Then we were informed that the cost of the dams in the Southwest- 
ern Power Administration area had been reallocated. More of the 
cost had been placed on electric power and our wholesale rates were 
going up about 40 percent on a take-it- -or-leave-it basis. 

It has been our custom, in dealing with each other, to set a price 
agreeable to the buyer and seller. When the transaction has been 
made, the seller does not come back 15 years later and try to collect 
more money on the thing he sold. Hence, we do not understand this 
reallocation thing. 

Our electric cooperative can never be on a sound footing until we 
have an ample source of power that is not subject to the whims and 
fancies of an administrative agency that has a political ax to grind. 
It is a dangerous thing when an administrative agency of the Gov- 
ernment can jeopardize the electric cooperatives by proposing so dras- 
tic a rate revision as to constitute a reversal of policy. 

Our cooperative made an all-out effort to reach 100 percent debt 
service this past year. By shaving everything closer than we can on 
a longtime plan, we reached 96 percent debt service. 

We had our plans made to reach 100 percent debt service in 1956. 
An effective power use program and a reasonable rate raise to our 
members would have put us in good shape, Under the wholesale rate 
proposal now pending, it will not be possible for us to make 100 per- 
cent debt service without placing an excessive rate schedule on our 
members. 

We do not believe we were given due consideration by those who 
reallocated the cost of the dams in our area. We do not believe Con- 
gress would want us priced out of the electric distribution field. The 
proposal before us batt well do that very thing. Therefore we humbly 
request you, the people we have elected to represent us, to take for 
yourselves the authority to allocate the cost of these dams. With 
equal consideration we can and will pay for our electric cooperative— 
without it, we are doomed to failure and the wolves will devour us. 

I thank you. 

Senator Kerr. Thank you, Mr. Morgan. 

Are there any questions, Senator ? 

Senator Hruska. No, sir. 








STATEMENT OF J. S. ROBBINS, MANAGER, JEFFERSON DAVIS 
ELECTRIC COOPERATIVE, INC. 


Senator Kerr. Mr. Robbins, I see that you have an electric coopera- 
tive designated “Jefferson Davis.” 

Mr. Rossrns. Yes, sir. 

Senator Kerr. You are from Louisiana ? 

Mr. Rosstns. Yes, sir. 

Senator Kerr. I thought Jefferson Davis was in Arkansas. 

Mr. Rosstns. We have a cooperative in Louisiana named Jefferson 
Davis Electric, Mr. Chairman. 

Senator Kerr. The other Jefferson Davis was Mississippi. You 
are not poaching a little on their territory? 

Mr. Rossrns. No, sir. I don’t believe so. We are proud of him. 
We are proud of him. We don’t care what State he comes from. 

Senator Kerr. You may proceed. 
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Mr. Ronsins. Mr. Chairman and gentlemen of the committee, my 
name is J. S. Robbins, of Jennings, La. I am manager of the Jeffer 
son Davis Electric Cooperative, Inc., an REA cooperative serving 
approximately 3,600 members in ary in southwest Louisiana. 

J am here representing the statewide Louisiana Electric Cooperative 
Association composed of the 13 REA co-ops serving over 100,000 farm 
families in Louisiana and also as a member of the Southwestern Power 
Advisory Rate Committee representing the 6 States in the area. 

About 6 years ago the 15 rural-electric cooperatives serving over 
100,000 farm families, which represents over 50 percent of the farm 
families in Louisiana, were and had been experiencing high whole- 
sule power rates. A power corporation was formed and after an 
engineering study had been completed a request for a loan to build 
three generating plants strategically located to serve all distribution 
electric co-ops of the State was presented to REA. Before feasibility 
study and review of the loan request was concluded by REA, the 
power companies selling wholesale power to the co-ops submitted a 
new rate and contract reducing power cost from §.25 mills to an 
average of 5.1 mills. This was essentially exactly the same rate in 
effect by SPA. 

This is considered by us to be a very equitable and fair rate—one 
which has been in effect continuously until June 1, 1955. The redue- 
tion in wholesale power rates made the construction of generation 
plants less feasible than otherwise. Therefore, no loan was obtained 
from REA for such a purpose. 

We have until recently enjoyed this same rate. However, within a 
very short time after the SPA was curtailed, cooperatives in south- 
west Louisiana experienced a rate increase in the form of a fuel clause 
addition. ‘This resulted in a new contract which will mean approxi- 
mately 1.6-mill increase on a graduated basis over the next 10 years. 

Now, it has come to our attention that a new rate schedule has been 
completed by the SPA which will result in approximately a 40- to 
50-percent—my individual co-op 48.5 percent—increase in wholesale 
power costs to all cooperatives, municipalities, and other customers in 
the immediate area. 

Since the SPA rate is a yardstick for all of the Southwest, we think 
your committee should be informed as to how the proposed new rate 
schedule, if approved and placed in force, can wreck or most seriously 
jeopardize the financial success of all REA cooperatives. 

We borrowed money from REA on a feasibility study which was 
predicated on an average rate then in effect in the general area. Even 
then and now some 30 percent of the co-ops are having some financial 
difficulties. 

In Louisiana itself we are fortunate in having a rather high density 
of members which results in all co-ops in the State being financially 
stable. However, if we are faced with a 40- to 50-percent wholesale 
power rate increase this sound financial condition can be seriously 
undermined. 

Co-op residential rates are as high as the market can stand, so it is 
not justifiable to try to raise our residential rates to consumers. This 
would resuit in a loss of members to power company lines in and 
around our service area since the company rates are already lower 


than cooperative rural rates. This would further undermine finan- 
cial condition. 
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The new SPA rate schedule, if approved and placed into effect, 
would continue to be the yardstick of wholesale rates in the South- 
west area and Louisiana. Within a short period of time our present 
wholesale rate under contract with the local power company will 
naturally likewise be raised to match SPA level. 

This increase with addition of fuel clause increases will put into 
effect a 3 mill per kilowatt-hour raise resulting in more than 50 percent 
increase of present wholesale power costs. 

This increase in operating costs can and will cause a large number 
of the REA co-ops to become delinquent to REA and unable to con- 
tinue meeting their payback or amortization obligations to the Gov- 
ernment. 

Naturally, all REA co-ops have prided themselves on their past 
record of being able to operate at no cost to the taxpayers or Govern- 
ment and we still wish to continue to pay our way. If, however, 
we are continuously faced with power increases such as the new SPA 
rate schedule, we will be unable to continue to serve the farmers of 
the rural area at a reasonable rate. 

Also, it is our understanding that the present proposed power rate 
schedule is predicated or based upon increased allocated cost of hydro- 
power as charged to the several dams now constructed or under con- 
struction in the Southwest area. 

It is also our understanding that this increased allocated cost to 
power is the reason for the major part of the rate increase. If this is 
so, who is authorized to make this allocation of cost to power? What 
formula is used and why or how is it that this cost can be increased 
so greatly ? 

We note from SPA figures that Denison and Norfork Dams (first 
two completed and authorized in this area) have approximately 32.5 
percent and 46.5 percent, respectively, of the total cost charged to 
power—Bull Shoals, 63.7; Fort Gibson, 36.4; Tenkiller Ferry, 52.2; 
Blakely Mountain, 75; and Table Rock, 77.5 percent. 

It just seems that a rather large percentage of total cost is charged 
to power. It is also noted that very little or no charge is allocated to 
water, conservation, recreation, navigation, water supply pollution, 
et cetera, 

My particular area of southwest Louisiana is solely dependent upon 
rice production. To raise a crop of rice requires 3 feet of water per 
year. Now, in this area where 60 inches of rainfall per year is normal, 
we are short of fresh water. 

The water table is dropping and the water producing strata is not 
being replenished. Drainage has been accomplished and on past dry 
years rice crop failures have resulted from salt water intrusion. Fres 
water and its conservation in our area of abundant rainfall is now a 
most serious problem. We have read about the serious water short- 
ages 2 or 3 years ago in New York State; Dallas, Tex. ; and Oklahoma. 

I witnessed the water shortage in Oklahoma City some time ago. 
This fresh water storage supply and conservation in my opinion is 
the Nation’s No. 1 problem. Consequently, shouldn’t some allocation 
of cost be made to other benefits? 

Mr. Chairman, since the disastrous flood of 1927 the Nation has 
been conscious of this great menace. These projects were developed 
to bring relief to the great flood dangers of this region. Conse- 
quently the primary purpose of all these projects is flood control. 








POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 215 


Power is a byproduct and incidental. I believe the cost allocated 
to power should take this fact into consideration. 

Also, it seems to me that all resources of the United States should 
be developed where possible. Only certain sections of our country 
are adaptable to successful dam sites with hydro power benefits. 

Hydro power, being peaking power and not firm, results in greatly 
reduced power costs when properly integrated with steam generated 
power and is so vitally needed by all areas. 

It is unfortunate for all that future projects will not be able to in- 
corporate what power benefits could be enjoyed due to a formula being 
applied that makes the cost of the sale of power from such project too 
high to make it feasible. 

McGee Bend Dam is the only project that can be developed to serve 
Louisiana directly. Ifthe present formula used for allocated costs to 
power results in higher cost power, then this project will not benefit 
our farm people with cheap power. Yet this particular project will 
protect a large area with dense population from disastrous floods. 
It will also assure many rice farmers of irrigation and a successful 
rice crop, besides opening up a fine recreational area that will develop. 

The new proposed rate is projected over a 50-year period when in 
the past SPA has used 100 years in its rate studies. This is a matter 
we believe should be the ree St aE Hd of Congress. Reducing the 
payout period is also a contributing factor to the increased rate. 

Since these matters appear to be controversial and changeable, what 
assurance have the municipalities, co-ops, and other customers that 
other increases won't be forthcoming? We have been advised that 
since the new rate schedule has been completed that additional allo- 
cated cost to power has been made in the amount of approximately 
$2,900,000. 

It is also noted that downstream benefits on Blakely Mountain Dam 
have been reduced from $214,000 per year for 1954 to $68,000 in 1955. 
This is a reduction of $146,000 per year which will be reflected in 
higher rates for SPA customers. 

This downstream benefit represents the value of the water released 
at the Government’s project to the two hydro projects of the power 
company located below the Federal project. This reduction may be 
justified but it seems like a rather drastic cut from 1 year to the next. 
Should this reduction not be justified it amounts to the power company 
being given approximately $146,000 benefit a year which if not justified 
amounts to a subsidy. 

The one other significant item is the fact that an aluminum company 
contract with SPA exists which results in power being sold to a 
private company at a rate far below the actual cost of such power. 
This is brought about by the fact that the Government authorized 
such a contract during the Korean war to alleviate the shortage of 
aluminum. 

This, we feel, was a necessity of war and certainly agreeable to 
all—but, we feel it should be paid for by the Government and not 
charged to the co-ops, municipalities, and other customers of the 
Government and certainly not included for the next 50 years as a 
part of the new rate schedule. 

I would like to refer the committee to the audit reports from the 
Genera] Accounting Office on the Southwestern Power Administra- 
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tion for the fiscal years ending June 30, 1952, 1953, and 1954. Ex- 
cerpts are as follows: 

Mr. Chairman, I hate to read these excerpts but 1 think they are 
very pointed. Each year I think they incorporate more or less the 
same report. There are some recommendations in here to Congress 
that state very definitely 

Senator Kerr. You can put the recommendations in the record and 
refer to such parts of them as you wish. ~ 

Mr. Ropsrns. I don’t have them in mind in such a manner that [ 
can pinpoint the outstanding parts, but I will attempt that if you 
prefer it to curtail the length of the report. 

Senator Kerr. You are the witness. 

Mr. Rossrns. Cost allocations excerpts from comments by General 
Accounting Office: Excerpts are taken from audit reports to the Con- 
gress of the United States regarding the activities of the Southwest- 
ern Power Administration,.an agency of the Department of the In- 
terior, for fiscal years 1952, 1953, and 1954. 

Fiscal year ended June 30, 1952. Page 1: 


Of primary significance in this report are the comments and recommendations 
on the jurisdictional dispute between the Department of the Interior and the 
Corps of Engineers, Department of the Army, on the allocation of costs in 
multiple-purpose projects. This dispute extends also to other water resources 
programs in which the Department and the corps have responsibilities. 


Page 2: 


The act (Flood Control Act of 1944) further provides that the power rate 
schedules are to become effective upon confirmation and approval by the Federal 
Power Commission. While the Commission has given tentative approval, all 
rate schedules of SPA, with the exception of those in one contract, were subject 
to review and reapproval not later than February 13, 1953. 

Upon the request of the Administration this action was deferred by the 
Commission. In 1952 the Department of the Interior transmitted to the Federal 
Power Commission a payout study showing the proposed allocation of costs 
applicab'e to 12 Corps of Engineers multiple-purpose projects in the Southwest. 

The proposed allocation of estimated cost of construction to power and the 
estimated annual cost of operation and maintenance, including amortization of 
the investment, show that SPA would be able to justify rates for the sale of 
electric energy which are about one-half of those that would be necessary to 
amortize the Federal investment based on cost allocations made by the Corps of 
Engineers. 


Page 16: 


The allocation of costs to power and to other purposes for the projects in the 
Southwest has not been finally resolved because of the controversy on respon- 
sibility between the corps and the Department. 


Page 18: 


The costs allocated to power and the annual power charges must be finally 
decided before any determination can be made that the rate schedules meet the 
requirements of section 5 of the Flood Control Act of 1944. So long as the 
allocations are not fixed, the adequacy of the financial administration of the 


power function will remain in doubt. 
Page 19: 


Based on information we have obtained from the interested agencies, we 
have concluded that the issue on the responsibility for making allocations of 
costs among all of the purposes served will not be resolved by these agencies. 
In a letter dated April 15, 1952, to the Administrator of Southwest Power 
Administration, the Chief of Engineers stated: 

“The Corps of Engineers is responsible for constructing, operating, and 
maintaining the projects for all of the purposes involved up to the point where 
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power is turned over to the Department of the luterior. Carrying out those 
responsibilities involves maintaining cost accounts and records, Maintaining a 
comprehensive audit program covering all of the activities of the corps, and 
making equitable allocations of costs among all of the purposes served,’ 


During the 82d Congress, a subcommittee of the Committee on 
Public Works, House of Representatives, held hearings to study civil 
works. In testifying before this committee on May 7, 1952, the Under 
Secretary of the Interior stated: 


Under the Flood Control Act of 1944, the Secretary of the Interior is charged 
with the marketing of the power, which marketing is to be based on the alloca 
tion of costs and sound business principles. The agency which is charged 
with the marketing of the power cannot very well be subject to cost allocations 
made by one or two other agencies. 

In testifying before this committee on May 2, 1952, the Chairman 


of the Federal Power Commission submitted recommendations for 
consideration by the committee and the Congress. Two of these ree 
ommendations are as follows: 


1. That the Congress be more definite in laying down the standards, particu 
larly with respect to cost-allocation procedures and periods for amortization 
of investments, under which the power generated at Federal reservoir projects 
shall be sold. 

2. That the agency of the United States, if any, to which the Congress may 
hereafter give effective rate-making authority with respect to the sale of power 
produced at Federal reservoir projects also be given complete authority to allo 
cate the costs of such projects. 


Page 20: 


The subcommittee’s report (House committee print No. 23) on the study dated 
December 5, 1952, stated that the agencies are operating in considerable confusion 
in the problem of allocation of costs and that the Congress has not been adequately 
specific in outlining a policy to be followed in cost allocations. In discussing the 
responsibility for allocation of costs the report stated: 

“There is, however, no general legislation on the subject and no specific pro- 
vision for allocating costs of any functions of either other specific projects or 
general categories of projects. Section 5 of the Flood Control Act of 1944 provides 
for the Federal Power Commission to approve rates for sale of surplus electric 
energy from dams built by the Corps of Engineers and for the Department of the 
Interier to sell such energy. This provision by implication seems to require a 
review by the Federal Power Commission of allocations to power at the projects 
involved, but the absence of specific legislation leads to some confusion.” 


Three of the recommendations contained in the subcommittee’s 
report are as follows: 


1. That all costs of a water resource development project be allocated so that 
each authorized purpose of the project will bear its own fair share of these costs 
and share equitably in economies or savings resulting from the use of a multiple- 
purpose development. 

2. That the proposed allocation of costs for a project to the various purposes of 
water-resource development be initiated by the pertinent construction agency 
and that the comments of agencies properly concerned with the allocation or the 
project be made on such proposed allocation. 

3. That final allocations of capital cost be made only after completion of 
construction when all investment costs are known. 


Fiscal year ended June 30,1953. Page 8: 


The above act (Flood Control Act of 1944) does not specify the agency respon- 
sible for allocating the construction and operating costs to the various purposes 
on multiple-purpose projects constructed and operated by the Corps of Engineers. 
Both interested agencies base their claim for responsibility for making the allo- 
cations on the provisions in the basic legislation. 

The jurisdictional dispute between the Department of the Interior and the 
Corps of Engineers on the allocation of costs was discussed in detail in our audit 
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report of Southwestern Power Administration for fiscal year 1952. At June 30, 
1953, this dispute had not been resolved 


Page 12: 


The construction costs allocated to power and the annual power charges must 
be finally determined before power rates can be properly established in accord 
ance with the requirements of section 5 of the Flood Control Act of 1944. 

As long as the allocations are not fixed it is impossible to state affirmatively 
that the accumulated income from operations is sufficient to cover the cost of 
producing the electric energy and to amortize the Government's investment. 

We were informed by the administration that they recognize the deficiency 
in revenue as shown above, and it is expected that the power rate schedules will 
be increased in the near future. 

Page 43: 

* * * Because of this situation it is impossible to state affirmatively that the 
accumulated income from operation is sufficient to cover the cost of producing 
the electric energy and to amortize the power portion of the Government’s in- 
vestment in the projects. 


Fiscal year ended June 30, 1954. Pages 9 and 10: 


Section 5 of the Flood Control Act of 1944 provides, in part, as follows: 
* * The above Act does not specify the agency responsible for allocating 
the construction and operating costs to the various purposes on multiple-purpose 
projects constructed and operated by the Corps of Engineers.” 

Our reports for fiscal years 1952 and 1953 on the Southwestern Power Admin- 
istration suggested that action be taken by the Congress to end the jurisdictional 
dispute between the Departient of the Interior nd the Corps of icngineers on 
the allocation of costs in multiple-purpose projects. 

Early in fiscal year 1954 the Department established a Cost Allocation Com- 
mittee to establish principles to be used by departmental agencies in the alloca- 
tion of costs of multiple-purpose projects. The committee succeeded in reaching 
agreement on principles to be followed within the Department, and in March 
1954 representatives of the Department met with representatives of the Federal 
Power Commission and the Corps of Engineers to discuss principles and policies 
to be followed in allocating the cost of multiple-purpose projects. 

No written agreement resulted from these meetings. In a memorandum dated 
April 2, 1954, by the Assistant Secretary of the Interior to heads of bureaus and 
offices in the Department, it was stated that general agreement on cost alloca- 
tion of multiple-purpose projects had been reached with the Corps of Engineers. 

The memorandum provided also for joint participation by field offices of the 
interested agencies of the Department in making cost allocations and for refer- 
ring failures to reach agreement in the field or by staff members to the Secretary 
for consideration. 


>, ° 
Page 13: 
The construction costs allocated to power and the annual power charges must 


be finally determined before power rates can be properly established in accord- 
ance with the requirements of section 5 of the Flood Control Act of 1944. 


Page 15: 


* * * Because of this situation it is impossible to state whether the accumu- 
lated income from operations is sufficient to cover the cost of producing the 
electric energy and to amortize the power portion of the Government’s invest- 
ment in the projects. 


Pages 36 and 37: 


* * * For fiscal year 1954 we reviewed the policies, procedures, and accounting 
records of the Corps of Engineers district and divisional offices having responsi- 
bility for Arkansas, White, and Red River Basins projects. 

The unresolved questions relating to cost allocations, depreciation, and interest 
on the Federal investment, however, makes it impracticable to show combined 


financial statements for the projects in the Arkansas, White, and Red River 
Basins at this time. 
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Cost allocations excerpts from recommendations by General Ac 
counting Office : Excerpts are taken from audit reports to the Congress 
of the United States regarding the activities of the Southwestern 
Power Administration, an agency of the Department of the Interior 
for fiscal years 1952, 1953, and 1954. 

Fiscal year ended June 30, 1952. Page 5: 


We recommend that the Congress designate specifically the agency to make 
the allocation of costs for projects either constructed or authorized for construc- 
tion by the Corps of Engineers in the Arkansas, Red, and White River Basins. 

The conflicting contentions of the Corps of Engineers and the Department of 
the Interior, and the existing confusion on the responsibility for cost allocations 
ean only be resolved through legislative action. 

In the absence of a specific assignment of responsibility by law, both the 
Corps of Engineers and the Department of the Interior have made cost alloca- 
tions and they have been unable to resolve their differences, which are funda- 
mental in character. 4 

Until definite allocations of the construction costs are made, it will not be 
possible to evaluate adequately the financial administration of the projects in 
the Arkansas, Red, and White River basins. 

Both the Corps of Engineers and the Department of the Interior base the claim 
for responsibility for the allocation of costs of multiple-purpose projects on the 
provisions in the basic legislation. 

The Corps of Engineers is responsible under the various acts for investigating, 
justifying, constructing, operating, and maintaining the projects. These proj- 
ects must be operated and maintained for all the purposes served, and the 
Corps makes available the surplus power for disposal by the marketing agency. 

For these reasons the Corps of lingineers contends that it is their responsi- 
bility to make the cost allocations to all the purposes served, including power. 
The Department of the Interior contends that the establishment of power rates 
which will meet the requirements of section 5 of the Flood Control Act of 1944 
necessarily implies the responsibility for allocation of construction costs to 
power and cannot be subject to allocations of costs by someone else. 


Page 6: 


* * * Through the choice of a method of allocation and the number of vears 
to amortize the amount allocated to power, a wide range of power rates can be 
justified. 


Fiscal year ended June 30, 1953. Page 13: 


We recommend that the Congress designate specifically the agency to make the 
allocation of costs for projects either constructed or authorized for construction 
by the Corps of Engineers in the Arkansas, White, and Red River Basins. The 
conflicting contentions of the Corps of Engineers and the Department of the 
Interior, and the existing confusion on the responsibility for cost allocations, 
can only be resolved through legislative action. * * * 


Pages 14 and 15: 


Section 5 of the Flood Control Act of 1944 provides that the power-rate sched- 
ules of the Department of the Interior shall take into consideration, in addition 
to the production and transmission costs, the amortization of the capital invest- 
ment allocated to power over a reasonable period of years. 

The Corps of Engineers has made tentative cost allocations on nine projects 
in the Southwest that are either in operation or under construction. The De- 
partment of the Interior has made tentative cost allocations on eight of these 
projects. These computations for 8 projects show that the annual power charge 
as determined by the Corps of Engineers is about 36 percent higher than the 
amounts determined by the Department of the Interior. 

The differences arise principally because: 

1. The Corps of Engineers and the Department of the Interior have used 
different methods to allocate the construction costs for most of the projects. 
The Corps methods result in a higher allocation of costs to power. 

2. The Corps of Engineers and the Department of the Interior use different 
rates in computing interest. 
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Through the choice of a method of allocation and the interest rates used a 
wide range of power rates can be justified. 


Fiscal year ended June 30,1954. Page2: 


In previous years a jurisdictional dispute has existed between the Depart- 
ment of the Interior and the Corps of Engineers, Department of the Army, 
concerning the allocation of construction costs of multiple-purpose projects. 

We have been informed that general agreement on allocation of costs of mul- 
tiple-purpose projects has been reached with the Corps of Engineers. The pro- 

cedures agreed upon, however, leave unresolved the basic problem of final respon- 
sibility for making allocations. 

We believe that the basis for the differences that existed in the past which 
were fundamental in character should be resolved with finality by clarifying 
legislation. 

Page 10: 


Although the progress in reaching agreement on allocations of costs accept- 
able to both the Department of the Interior and the Corps of Engineers is 
commendable, it leaves unsettled the basic problem of final responsibility for 
making such allocations. 

Accordingly, we repeat our recommendation contained in previous reports 
that the Congress designate specifically the answer to make the allocation 
of construction costs for projects either constructed or authorized for construc- 
tion by the Corps of Engineers in the Arkansas, White, and Red River Basins. 

This very inadequate attempt to present the views of the 13 elec- 
tric cooperatives we hope will result in some action by the Congress 
to solve this Pap rere ing of allocated costs for Federal hydro proj- 
ects and to set a definite method by which a fair and equitable cost 

‘an be set and approved by the Congress itself. 

Please be assured that there isnt’ one of us who wants the Federal 
Government to subsidize our power costs. However, we do ask that 
the matter of allocated costs be settled once and for all. It is im- 
possible for use to continue to run our farmer business—paying 
back our obligations with interest—if our cost of power continues 
to increase. 

The history of the cost of power has been a continual reduction for 
the last 50 years as the volume increased. The volume is increas- 
ing greater than we can meet the demands, yet cost of power seems 
to be jumping upward. Therefore, we request that the committee 
study and consider this problem and recommend to Congress a solu- 
tion either administratively or legislatively. 

I thank all of you for this opportunity to tell you of this problem 
and how it affects us in Louisiana and the six-State area. 

Senator Kerr. Thank you, Mr. Robbins. 

Are there questions, Senator ? 

Senator Hruska. I don’t want to prolong this hearing. 

Mr. Robbins, do you think that an adjustment in the 1 ates would be 
justified on the basis of taking into consideration the actual invest- 
ment costs in the hydroelectrics that have been completed since 1947? 

Mr. Rosrins. I do not believe I quite understand your question, sir. 

Senator Hruska. Do you think it would be fair to have an adjust- 
ment of rates here which would be predicated upon the actual cost 
of construction of these dams, as opposed to the estimated cost of 
constructing the dams? 

Mr. Rosprys. If I catch what you mean, you want to know if the 
allocation of costs be made on the actual cost of the dam after it is 
completed ? 
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Senator Hruska. Yes, and if the rates should be based on the 
actual cost of the project. 

Mr. Rospins. | think it would be the way to do it if the formula by 
which the allocated cost was determined accurately. 

Senator Hruska. If the same formula were used on the completed 
cost of construction as was used on the estimated cost of construction 
would that be fair? 

Mr. Rogsrns. I believe it would have to be, sir. 

Senator Hruska. So that you would say that order of 1947 in the 
Federal Power Commission in fixing and approving these rates meant 
what it said when the term of those rates was named at not to exceed 
6 years, and that revision would be made at that time in the light of 
experience and further studies that would be made in the meantime. 

Do you think that order meant what it said in that respect ? 

Mr. Ropsins. I believe it did, yes. 

Senator Hruska. And that was known to all, was it not, who 
undertook the construction of REA projects or the cooperative meas- 
ures or anything else. Was there anyone who felt that there would 
be no revision made of rates after 1947 ? 

Mr. Rosprns. You are talking about the allocated costs. I am not 
an expert on allocated costs. 

Senator Hruska. I am not talking about any change in the formula 
for allocating costs. All I am talking about. is the applic ation of that 
same formula which was used in computing the rates that you have 
today. Apply that same formula to the final cost of construction as 
was applied to the estimated cost of construction. 

Mr. Roserns. Are you talking about the incremental formula being 
applied on the estimated cost and then the same formula being ap- 
plied on the final cost ? 

Senator Hruska. Yes. Do you think that is fair? 

Mr. Rogrrns. I cannot answer your question until I know exactly 
what the incremental cost formula is. I wouldn’t be able to judge, sir. 

Senator Hruska. Then are you saving that you don’t know whether 
the present rates are fair or not? They are based upon the incremen- 
tal costs formula. 

Mr. Rosprrns. pega I have made a complete engineering study 
myself, 1 could not say, sir. I am not an expert on it. I have never 
made a cost study on AQ - am. But when they start out with Congress 
setting something like 32 percent on the first dam, and it ends up 
with 75 percent on the last dam, or 77 percent, it seems to me like 
somewhere along the line the percentages change. 

Senator Hruska. Of course there you see you are confusing the 
issue a little bit because in that process of changing from 32 to 72, or 
whatever it was, there was involved a change in formula, wasn’t 
there? 

Mr. Rossrys. If that is the —— costs-remaining benefit, ves, 
sir, I assume that is the change. I do not know. 

Senator Hruska. I can see some merit, conceivably some objection 
to the changing of formulas. Let’s use that same formula. That is 
the basis for our present rates. Use that same formula. The ground 
rules won’t be changed. 

Mr. Rospins. If that was a fair formula, Senator, to start with, 
a it should be applied in the end, if it is a fair formula to begin 
with 
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Senator Hruska. And it should be applied on the basis of the actual 
cost of construction. Do you think that is fair? 

Mr. Roserns. I think that is fair; yes, sir. But now when they 
do not charge anything to any of the other benefits which was brought 
out I think in the testimony yesterday, some place along the line, it 
seems to me as a layman operating a very small cooperative, it seems 
to me where water is so vital an issue in our Nation today and they do 
not give it any consideration whatsoever to speak of in the formula, 
it seems to me that the cost allocations could not be right. 

Senator Hruska. Of course that is not true under the incremental 
formula, is it? 

Mr. Rogeins. I do not know the details of the incremental formula. 

Senator Hruska. That is all, Mr. Chairman. 

Senator Kerr. I think you have opened up a very interesting 
avenue of discussion in asking the witness if he thinks that certain 
things are fair. How long has your cooperative been paying the rate 
it now pays? 

Mr. Ropprns. We have had a new contract in existence since June 1, 
1955. It will be a year old in June of this year; a new contract. 

Senator Kerr. How does it compare, what you are paying to what 
you had prior to that time? 

Mr. Roseins. It is the same contract except a fuel-clause addition 
has been amended. 

Senator Kerr. Added to it? 

Mr. Rorrsrns. So far we have not paid any more. 

Senator Kerr. How long have you been paying approximately 
the rate you now pay ? 

Mr. Rogsins. About 6 years. 

Senator Kerr. Is that when you started ? 

Mr. Rossrns. Yes, sir. We started with a 5-year contract 6 years 
ago, in June. 

Senator Kerr. There would be some basis to feel that a contract 
entered into and effective over a 6-year period must have had some 
elements of fairness in it, or it either wouldn’t have been entered into 
or effort would have been made to change it in the meantime? 

Mr. Ropgsgrns. Yes, sir. 

Senator Kerr. If in the interest of fairness you are going to look 
at a renegotiation of the contract, it is just as reasonable to recognize 
elements that might exist to justify a decrease in the rates as to recog- 
nize elements if they exist to warrant an increase in the rates. 
Wouldn’t you think so? 

Mr. Roggins. Yes, sir, I should, if it is equitable. 

Senator Kerr. If, for instance, the project is built and the rate 
basically fixed, as our friend from Nebraska indicated, on the incre- 
mental cost formula, as I understand it, that means just that part of 
the cost which wouldn’t have to be paid if the power feature was not 
added. That is, that the incremental cost is the amount which is 
required to add power facilities to the dam as it would otherwise be 
built without the power facility. 

Now, let us say that when the estimate was made on the flood-control 
value of that project, we will say 15 years ago, when it was author- 
ized, that they found 60 percent of the total cost was justified on the 
basis of their estimate of what it would save in flood control, and in 
prevention of flood damage. If the experience over those 15 years 
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disclosed that the flood-control features of that dam had prevented 
twice as much flood damage as was estimated when the project was 
authorized, and if you are going to reappraise the elements of fair 
ness about the amounts charged to the various phases of the construc 
tion, wouldn’t you think it would be just as fair to refigure the flood 
control benefits on the basis of experience if you were going to refigure 
the benefits ¢ 

Mr. Rossrns. Mr. Chairman, if the elements have changed, yes. 
Getting back to the Senator, he was asking a question about whether 
the same should be applied in the beginning and the end, I believe. 

Senator Kerr. What he asked you, if I understand it, and I will ask 
him to correct me if I didn’t understand it, was this: If the incre- 
mental cost basis was fair upon which to fix the rates when they 
started, wouldn’t it still be fair to fix the rates on that basis? Isn't 
that substantially your question, Senator / 

Senator Hruska. Yes, that is right. 

Mr. Rogsrns. I answered his question, I believe, that it would be. 
But I assumed that there had been no change in the evaluations of 
any of the benefits in the interim, naturally. 

Senator Kerr. I understand that. 

Mr. Rossrns. If there were any changes I think they should be 
considered. 

Senator Kerr. You see the incremental cost formula is a principle, 
not a set of figures. It is a principle from the application of which a 
set of figures can be determined, if I understand it. So that let us 
say that it was the intention of the Government and the Congress 
when they built that project to have the incremental cost formula the 
basis of power rate to be charged from the power facilities of the 
project. 

The Government could only do the best that it could on the infor- 
mation before it at the time in estimating the benefits of that project 
for flood control, couldn’t they ? 

Mr. Rossrns. That is right. 

Senator Kerr. It could only do the best it could on the estimates 
that it had and then apply the incremental cost formula on the basis of 
its best estimate of what that cost would be. The thing that I asked 
you is this: If you are going to first apply the incremental cost basis 
and second, do so in a fair manner, then where would you be if the 
experience of 15 years operation of that project demonstrated that 
the flood-control benefits were far greater than what the estimate on 
which it was built was justified, if it wouldn’t be fair to reappraise the 
value of the flood-control benefits so as to arrive at a basis to which 
you could apply the incremental cost principle. 

Mr. Rosetns. To be fair I think you would have to reevaluate your 
benefits then at the 15-year period. 

Senator Kerr. In the light of actual experience. 

Mr. Rospins. Actual experiences; yes, sir. That would be the only 
fair way. 

Senator Kerr. Suppose in addition to finding that flood-control 
benefits were 25 percent or 50 percent or 100 percent greater than had 
been estimated, it was also disclosed that the recreational benefits had 
been estimated at a figure which turned out to be but a mere fraction of 
what the actual benefits proved to be, and you are still as of today 
going to apply the incremental cost basis. Then wouldn’t it be fair to 
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figure the actual recreational benefits in the light of the experience to 
intelligently be able to apply the incremental cost basis / 

Mr. Rossrns. In my own opinion I think they should. I have said 
so in the report here, I believe. 

Senator Kerr. Suppose that in addition to that it was found that 
where there had been no estimate made of the sale of water from the 
project for municipal or industrial use, that the engineers or Recla- 
mation Department, if it were a reclamation project, had gotten to 
where they were selling considerable quantities of water from that 
project, bringing about a cash income which would be credited to the 
reimbursement of the cost of that project. 

Now since the incremental cost principle means that you would only 
charge the power what it would cost for power, and aside from what 
it would cost for these other projects, it would be just as reasonable to 
utilize the information developed from experience as to evaluate it 
for the municipal or industrial water supply, wouldn’t it? 

Mr. Roppins. Yes, sir. 

Senator Kerr. Therefore, if we are going to depart—or if it is 
suggested that we depart—from the rates fixed 5 or 6 years ago, and 
which were fixed under a certain formula and in accordance with the 
best knowledge the parties had, wouldn’t you think it imminently fair 
to give consideration to all of the elements that have entered into it 
which make the picture look different than it was when the rates were 
fixed, rather than to look at the single element either of the change 
in the formula to make the cost of power more, or the increased cost 
of some phase of the power project and look at that alone in exclusion 
of changed conditions in all the other elements of the project? 

If you are going to reevaluate the thing in the light of the knowledge 
of today, shouldn’t you give the preferred customers the benefit of any 
assets you developed that you didn’t expect, as well as charge them 
for any deficits that you didn’t expect ? 

Mr. Rowers. Yes, sir. I think you should. 

Senator Hruska. Mr. Chairman, with your permission I should 
like to say that I think you put it very well. If my line of questioning 
seemed to indicate that I wanted to limit this reappraisal only to the 
difference in cost, it was not what I had in mind. 

Senator Kerr. I didn’t so judge. I took my cue from the question 
about something being fair, and I appreciate your injecting that. 

Senator Hruska. The way you developed this certainly has a lot 
of validity, ond I say it is in keeping with that order of the Federal 
Power Commission, which again subparagraph A, which says that this 
rate which they fixed at that time— 


should remain in effect only until such time as further study and experience 
indicate the desirability for revision, but in on case longer than 6 years. 

That desirability for revision, that study and experience, will certainly 
not be limited to the cost of the project. It would go into the fields 
of maybe flood control or recreation or any of these things. -I would 
be willing to accept the validity of that way of looking at it. 

Senator Kerr. I took it that you would, and I didn’t develop the 
questioning that you started to counter. I did it in the hope that it 
would enforce it. 

Senator Hruska. Fulfill it. 

Senator Kerr. Yes. 
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Senator Hruska. I will have to ask to be excused, Mr. Chairmat 
Senator Kerr. Very well. 

We are delighted to learn that Senator Fulbright is in the room. 

Senator, will you come up? 

Sentor Furericutr. I will be delighted. I will bring Mr. Bostick 
withme. He is from my State and is going to testify in a few minutes. 

Are you ready for Mr. Bostick ? 

Senator Kerr. I am perfectly agreeable that you do so. I want to 
reassure you, though, that you don’t need him. You will be safe here. 

Thank you, Mr. Robbins. 

Senator Futsricur. | would like to introduce Mr. Bostick, Mr. 
Chairman. 

Senator Kerr. We will be glad to hear you, Mr. Bostick. 

Mr. Rossrns. I would like to ask a question, if I may. After 50 
years on this new rate, of course it may be adjusted in between times, 
but after 50 years of the life of that dam, what will happen to the 
electricity they will sell after that, after we have paid for it? Will 
they give it to us? 

Senator Kerr. That was the other question that I had in mind to 
ask you, when my good friend from Nebraska brought his question 
in, in view of the fact that he had to leave. 

I would like to at this point have the record show, if it is your 
opinion, that you also think that if this project is one whic i will last 
for a hundred years, that the incremental cost principle would cer- 
tainly be implemented and reenforced if a recognition of that fact 
was made in figuring the rates charges, so that the preference cus 
tomer, in paying a rate that would reimburse the a ‘rmment for 
the incremental cost of the power, might have the benefit of what the 

rate would be on the 100-year basis instead of the 50-year basis. 

Mr. Rosetys. That is right, sir. 

Senator Kerr. I think it is all right for men to take the position that 
this generation should not create debts for ings generations to pay 
off, any more than circumstances compel, but I think it is just as 
equitable for us to take the position that this generation shouldn't 
be charged a premium on what he uses in order that the benefit of it 
might be made available to future generations with reference to whom 
you might not have any blame on your shoulders. 


All right, Mr. Bostick. 


STATEMENT OF T. E. BOSTICK, MANAGER, WOODRUFF ELECTRIC 
COOPERATIVE CORP., FORREST CITY, ARK. 


Mr. Bostic € My hame is as Ke. Bostick. ] am manager of the 
Woodruff Electric c ooper: ative C orp.. of Forrest C Ark.. a corpo 
ration organized by the farmers under the laws of A St: ite and Rural 
Electrification Act, to serve a seven-county area of east central Arkan- 
sas with rural hghts and power, and we serve approximately 13,000 
farm families over #,000 miles o f distribution lines. 

It has been one continuous battle over rates with the power com- 
panies since 1938—starting out with 1.2 cents per kilowatt-hour 


thence 9 mills, 714 mills, 6 mills, and 514 mills. These graduations 
downward have come about through a painful process—battles with 


the power companies—and have been in direct proportion to the 
intensity of the SPA program’s participation. It was only through 
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the threat of getting our power through SPA that we were able to 
bring our rates down. 

Senator Kerr. Do you mean had the SPA not been present as a 
competitive factor, with either the possibility or a, of being 
able to provide you power on a basis of somewhere near its value, 
you are telling this committee that in your judgment you never would 
have gotten these downward revisions in the rates from the utilities? 

Mr. Bostick. That is correct. We, in the beginning, didn’t have 
SPA inthe picture. But as the years went on, SPA began to show up 
as a possibility and we couldn't get the power companies to even talk 
to us until that did show up, sak we began to get our revisions down- 
ward, 

Last May we received a letter from the power company, and the 
same letter was sent to all the co-ops, telling us that our rate was 
to be raised to approximately 714 mills, or a 43 percent increase, 
effective with the June billing, even in the face of our holding a 10- 
year signed contract with the power company for an approximate 
rate of 514 mills. 


At about the same time, another power company operating in the 


SPA area increased its rate to approximately 7.6 mills. That was 
Oklahoma Gas & Electric. 

Senator Kerr. The first was what? 

Mr. Bostick. Arkansas Power & Light Co. 

Senator Kerr. And they are still delivering power to Reynolds 
Metals Co. for about 5.2 mills? 

Mr. Bostick. That is right. 

Senator Kerr. I don’t know how you boys over in Arkansas are, 
but our folks in Oklahoma are against any combine they ain’t in on. 

Mr. Bostick. I agree with you 100 percent. 

Senator Kerr. We are glad to have all strangers in our midst and we 
are glad to naturalize them and localize them and give them equal 
treatment. But I wouldn’t say it is universal, nor would I say that 
there is no exception to the rule. 

But the average fellow in Oklahoma would resent a joint cor- 
poration coming into Oklahoma and buying power at 5.2 mills over 
a period of 30 years, and a local utility raising a farm cooperative 
right along side him, from 514 mills to 714 mills. 

If you boys in Arkansas feel differently I would like to have you 
tell me. 

Mr. Bostick. We are certainly in accord with your feeling. Just 
a few days ago following this we received a notice from SPA that 
they are about to file with the Federal Power Commission a rate 
increase of approximately 40 percent to all cooperatives in the area, 
which would be about 7.7 mills. 

This similarity of pattern is almost unbelievable. 

Senator Kerr. I am disappointed. I must say that one of these 
Oklahoma boys, if he were to come here and say that he was surprised 
at this, I would feel that they were pulling my leg a little bit. 

Of course, now if you were shocked and if it came as a surprise to 
you and if you couldn’t understand it, I think it is perfectly right 
and proper that you should say so. But if you weren’t, I don’t 
think you ought to pretend that you are. 

Mr. Bostick. Frankly, I wasn’t very much surprised. In a recent 
hearing before the Assistant Secretary of the Interior, the Advisory 
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Committee on Power for the Southwest, of which I am a member, 
was told that three agencies of Government, namely, Department of 
the Interior, Corps of Engineers, and the Federal Power Commission 
had agreed among themselves on a formula to adjust the costs allo- 
cations on these dams on the Southwest as to the percent of total 
cost that should go to power. 

Senator Kerr. Did it ever occur to you gentlemen that maybe that 
agreement between the Interior, Engineers, and FPC didn’t come 
about solely by the initiative and thought and action of those three ¢ 
Did it ever occur to you that there might be a higher kind of power 
movement on it 

Mr. Bostick. I wondered; yes. 

Senator Kerr. If any of you boys know anything on that, I would 
be glad to have it. 

Mr. Bostick. As a result of this newly devised formula, the amount 
chargeable to power on the Table Rock Dam will be approximately 76 
percent of the total cost of the dam. Denison’s cost was set by the 
Congress at about 30 percent. 

When hardly without exception these dams are major flood control 
dams, with recreation, soil conservation, navigation, irrigation, water 
conservation, and reclamation intermingled, why should electric 
power—that is supposed, under the Flood Control Act of 1944, to be 
delivered to the people at the lowest possible cost—be made to bear 76 
percent or the major cost of a flood control dam ? 

Senator Kerr. Would you permit a little amendment there by in- 
serting the word “total” in lieu of “major”? 

Mr. Bostick. It would hardly bear total, would it? 

Senator Kerr. No, but as I understand the Sec retary of the Interior, 
what he told us, was that they wanted it to bear 76 percent of the 
total cost. 

Mr. Bostick. 76 percent of the total. That is what I mean. 76 
percent of the total cost. 

Senator Kerr. You said, “or the major cost.” 

Mr. Bostick. Yes, sir. 

Senator Kerr. I misread the word “or” for “of.” Your statement 
is correct in line with what I was thinking. 

Mr. Bostick. Naturally when costs chargeable to power in those 
dams can be changed at the whim of any governmental agency, it 
makes unstable the financial stability of the SPA rates, and they must 
be adjusted up accordingly to such a high point that it may become 
unfeasible to build flood’ control dams from a power standpoint. 
Could this be what some people are aiming at? We wonder. 

Senator Kerr. In response to that question, I can‘t say that I 
wouldn’t say “Yes,” but I wouldn’t say “No.” 

Mr. Bostick. The Subcommitee on Public Works reported Decem- 
ber 5, 1952— 


the agencies [the three above mentioned] are operating in considerable confu- 
sion in the problem of allocation of costs and that the Congress has not been 
adequately specific in outlining a policy to be followed in cost allocation. 


And further the Comptroller General in his audit reports to the 
Congress in 1954, regarding the activities of the SPA, said: 
In previous years a jurisdictional dispute has existed between the Depart- 


ment of the Interior and the Corps of Engineers, Department of the Army, con- 
cerning the allocation of construction costs of multipurpose projects. 
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We have been informed that general agreement on allocation of costs of mul- 
tipurpose projects has been reached with the Corps of Engineers. The pro- 
cedures agreed upon, however, leave unresolved the basic problem of final 
responsibliity for making alocations. We believe that the basis for the differ- 
ences that existed which were fundamental in character should be resolved 
with finality by clarifying legislation. 

We humbly ask the Congress to correct this confusion by restoring 
to itself the responsibility of m: aking these allocated costs as was done 
in the beginning on Denison Dam, and forever s stop this exploitation of 
our people, so that we may have low cost, stable, and dependable power 
for the rural areas as was the original intent of Congress in the Flood 
Control Act of 1944. 

I would like to extend my statement there for the record, if I may, 
as to what it will cost our own system should this rate go into effect. 

Senator Kerr. All right. 

Mr. Bostick. Last year we purchased 58 million kilowatt-hours of 
electricity. A 2- mill i increase would mean $116,000 total cost per year. 
For a 10-year and it has been stated here and accepted, I 
think, by all parties concerned that power consumption is going to 
double each 10 years—on that basis for the first 10 years it would 
cost our cooperative $1,740,000 on this rate increase. 

Senator Kerr. You heard the Secretary of the Interior say here 
that this little increase would hardly be noticeable, didn’t you? 

Mr. Bostick. Yes, sir. But my figures don’t agree with the Sec- 
retary. 

Senator Kerr. In other words, your noticeability is more acute than 
his? 

Mr. Bostick. I believe so. The second 10 years it would cost us 
$3,420,000. The third 10 years, which is about the life of our REA 
loan, it would cost us $6,960,000. A total of $12,120,060 over a 30-year 
period. 

Senator Kerr. You think that is a sufficient item for you to be able 
to notice it ? 

Mr. Bostick. Yes, sir. It is $5 million more than the total amount 
of our loans today. ‘We have borrowed about $7 million—something 
over $7 million. 

Senator Kerr. Thank you very much, Mr. Bostick. 

Mr. Bostick. That over the entire State, based on the consumption 
of the entire State, carried forward in the same manner, would cost 
the State of Arkansas $72,720,000. And we have only borrowed ap- 
proximately $70 million. 

Thank you, gentlemen. 

Senator Kerr. Mr. Lyle Killingsworth. 





STATEMENT OF LYLE KILLINGSWORTH, PRESIDENT OF THE 
LOUISIANA ELECTRIC COOPERATIVE, INC. 


Mr. Kitiineswortu. Mr. Chairman and gentlemen of the com- 
mittee, my name is Lyle Killingsworth. I ‘Tepresent the State of 
Louisiana as president ‘of the Louisiana Electric C ooperative, Inc., a 
State organization made up of all 18 REA co-ops serving over 105,000 
farm families in Louisiana, and the Washington-St. Tammany Elec- 
tric Cooperative, Inc., a local distribution cooperative, as its manager. 

The Southwestern Power Administration does not deliver whole- 
sale power to the electric cooperatives of Louisiana; nevertheless, the 
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SPA rates apparently have been used as a pattern. The private power 
companies of Louisiana have given the cooperatives power rates that 
have been comparable to the SPA rates. We believe that if the SPA 
rates are increased the private power companies will increase the 
power rates to the cooperatives immediately after existing contracts 
expire. 

The 138 electric cooperatives of Louisiana are now serving approx! 
mately 105,000 rural consumers. The ability of these cooperatives 
to furnish dependable, low-cost electric service to the rural people 
of our State is directly dependent on the cost of wholesale power. 
If the cost of wholesale power is increased, eventually it will be nee- 
essary to increase retail rates which will result in a further price 
squeeze on the farmer. 

Each month the cooperatives are called on to furnish more power to 
new rural industries. These small industries are the backbone of the 
growing economy of our rural areas. Without the benefit of cheap 
electric | power these small industries cannot expand. 

During the calendar year 1954, the cooperatives of Louisiana pur- 
chased 196,375,114 kilowatt-hours. The total cost of purchased power 
was $1,063,031. The average rate per kilowatt-hour was 5.41 mills, 
Based on the proposed SPA rate of 7.71 mills—which is the rate at 
50 percent load factors—the cost would have been $1,514,052 or $451,- 
021 more than was paid on present rate. 

Senator Kerr. Do you know the amount of the annual installment 
which the cooperatives of Louisiana, under their contract, are now 
paying the REA here in Washington on their loans? 

Mr. Kititincswortu. The total of the 134 

Senator Kerr. Yes. 

Mr. Kititineswortn. No. Our total is $55,000 per year on the prin- 
cipal, not interest. 

Senator Kerr. I understand that. Is your cooperative average, 
smaller, or larger than average ? 

Mr. Kititineswortnu. It is average. 

Senator Kerr. Then if you multiply 500,000 by 13, you get 6,500,000, 
If you multiply 50,000 by 13, you get 650,000? 

Mr. Kiziurncswortu. Yes, sir. 

Senator Kerr. You are paying $55,000 a year ? 

Mr. Kitirneswortu. Yes, sir 

Senator Kerr. So that this $451,000 represents actually about 70 
percent of the amount of money your rural cooperatives are now called 
upon to pay under your contracts with the REA here in Washington? 

Mr. Kitiineswortnu. Yes, sir; that is correct. 

Senator Kerr. And under the formula that Mr. Bostick was using, 
it wouldn’t be very long until the excess that you would be paying 
would more than pay your annual installments on the principal that 
you owe here in Washington ? 

Mr. Kiniinesworrn. Y es, sir. I have a few figures below on that. 

Senator Kerr. Proceed. 

Mr. Kuzineswortu. During the calendar year 1955—I will break 
this down to a local cooperativ e—the W ashington-St. Tammany Elec- 
tric Cooperative, Inc. , purchased 23,160,947 kilowatt-hours. The pur- 
one price was $121,179.84; the average cost per kilowatt-hour was 

3 mills. The load factor for the year was approximately 50 per- 
— 
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Based on the same figures and applying the proposed SPA rates 
of 7.71 mills per kilowatt-hour, which is the cost at 50 percent load 
factor, the power cost for 1955 would have been $178,570.90, or 
$57,391.06 more than the present cost. If rural loads increase as 
they are expected to, the proposed SPA rates, if applied, would in- 
crease the power cost of the Washington-St. Tammany Electric Co- 

ae by more than $100,000 per year within the next 10 


operative, 
years. 

The Washington-St. Tammany Electric Cooperative, Inc., is about 
the average size electric cooperative in Louisiana. There are 6 cooper- 
atives larger and 6 smaller. Using it as an average, the proposed 
SPA rates, if applied to Louisiana cooperatives, would increase the 
wholesale power cost by approximately $1,300,000 per year within 
10 years. 

This would greatly affect the financial standing of the cooperatives 
and would probably jeopardize the ability of the cooperatives to meet 
its interest and principal payments to the United States Government. 

The cooperatives of Louisiana certainly have no desire to have the 
Government subsidize the cost of electric power. However, all the 
information we have received indicates the reason for the proposed 
increase of rates is due to the reallocation of the cost of the power dams 
in the Southwestern Power Administration area. We urgently re- 
quest that allocated cost of the dams to power be made on a fair and 
equitable basis and that it be made whereby it is not subject to radical 
change from time to time. 

Might I add that since there has been some discussion as to what 
is a fair and equitable share, that we would like for that to be decided 
by the Congress of the United States. 

Senator Kerr. Thank you very much Mr. Killingsworth. 

Mr. H. D. Miller, general manager of city utilities, city of Spring- 
field, Mo. 


STATEMENT OF H. D. MILLER, GENERAL MANAGER, CITY 
UTILITIES OF SPRINGFIELD, MO. 


Mr. Mruter. My name is H. D. Miller. I am general manager of 
city utilities of Springfield, Mo. 

In March 1954 the city of Springfield, Mo., purchased its electric, 
gas, steam heating and bus transportation utilities serving the city 
and suburban territory adjacent thereto, a population of approxi- 
mately 100,000 persons. This includes electric service to about 2,000 
farms. These municipally owned utilities are operated by a board 
of public utilities appointed by the mayor with the approval of the 
city council. 

Springfield has had a steady and uninterrupted growth over a 
period of several decades and the municipally owned electric system 
likewise has experienced rapid growth and expansion since purchased 
by the city. The number of customers served by the electric system 
has increased from 22,148 in 1945 to 33,672 at the present time. There 
has been a corresponding increase in the peak system demand from 
18,000 kilowatts to 48,000 kilowatts, an increase of more than 165 per- 
cent during the 10-year period. The demand for the summer of 1956 
is estimated to exceed 55,000 kilowatts. 
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This rapid increase in demand on the electric system of the city of 
Springfield, Mo., has created a continuing probes of finding ade- 
quate sources of power supply at reasonable cost. At the present 
time the city is operating a very old steam powerplant—I might add 
that the newest unit was manufactured in 1923—with a total capa- 
bility of approximately 20,000 kilowatts and a firm generating ca- 
pacity of only 12,000 kilowatts. The remainder of the city’s power 
requirements is obtain by purchase of 15,000 kilowatts from the South 
western Power Administration with the balance coming from a pri- 
vate utility. 

Springfield is the Queen City of the Ozarks and the Ozarks are the 
playground of the Midwest. 

Senator Kerr. I wonder if you would amend that by saying that 
Springfield is one of the Queen Cities. 

Mr. Miter. I would be very happy to, Senator. 

The residents of Springfield and the southwest Missouri have long 
been loyal supporters of the Federal Government’s development of 
natural resources and have staunchly advocated the construction of 
Norfork and Bull Shoals Dams in northern Arkansas and Table Rock 
Dam now being constructed in southern Missouri. All of these pro- 
jects are situated within a radius of approximately 100 miles from 
Springfield. The development of these multipurpose dams is and 
will continue to be a ra asset to the entire Southwest area. The 
hydro power made available by the development of these dams is 
of tremendous value to the economy of the area. In fact, when the 
growth of Springfield indicated a need for additional power supply 
the citizens of the city demonstrated their faith in the Federal soelit- 
purpose projects by twice voting down the proposition that Spring- 
field expand its own power-producing facilities. 

About 2 years ago we were notified by SPA that they had no 
further capacity available for the city of Springfield and that the 
city could not rely upon SPA to provide for future load growth. As 
a result the citizens of Springfield voted bonds in the amount of 
$11,127,000 for the construction of a new powerplant to have an 
initial capacity of 44,000 kilowatt. This plant is expected to be 
in operation about February 1957. Until that time Springfield will 
operate on an extremely narrow margin of total capacity without 
any allowance for reserve requirements. A major breakdown of 
equipment prior to that time would certainly create an emergency 
and could involve the necessity of power rationing. 

As reflected above, Springfield is a rapidly growing community. 
Its board of public utilities, all of whose members serve entirely 
without compensation, is vitally concerned with the necessity of pro- 
viding and planning for adequate electrical energy to serve its present 
needs and its future requirements. The long-range planning re- 
quired cannot be accomplished upon a year-to-year basis. We must 
know what we can rely upon as to source of supply and economics 
involved. 

Within the past few years it has been necessary for representatives 
of Springfield to appear before and occupy the time of various 
congressional committees and other governmental agencies relative 
to appropriations for the continued operation of the Southwestern 
Power Administration and many other problems. It has been a 
continual struggle to protect our present contract. We are still 








232 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


engaged in an effort to obtain our fair share of the additional SPA 
capacity now being built and planned. An example of this is the 
recent attempt, stopped only by action of Congress, to nullify the 
rights of the preference customers by subterfuge through the so- 
called “replacement contracts.” 

We are now involved in a proposed increase in SPA rates and the 
problem of cost allocations. We are inclined to ask the question, 
“What will it be next year?” It is our view that something is needed 
to stabilize the relationship between SPA and its customers. In the 
Flood Control Act, reference is made to “sound business principles.” 
Certainly sound business calls for a consistent policy and stability 
in customer relations. 

It has previously been brought out in this hearing that the proposed 
rates are based upon a cost ‘allocation theory embodied in a three- 
agency agreement. We all know that the present policies as related 
to pub lie ] power are very different than they were 4 years ago. Four 
years hence, or perhaps sooner, we may experience another reversal. 

Senator Kerr. I want to thank you for that hope. 

Mr. Miturr. Are we as SPA customers always to be subjected to 
the vagaries of changing policy climate nlus the risk that every 5 
years some future administrative group will have a new pet theory of 
cost allocation to try out on us? Please understand that we do not 
anestion the sinceritv or good intentions of anv of those who have 
developed the so-called separable-costs. remaining-benefits formula. 
Tt does, however, represent a substantial change and new faces in the 
future. equally well intentioned, may well find another approach to 
the nroblem. 

We would call to your attention that the separable costs, remaining- 
benefits formula is, to a great degree, a formula in name only to the 
extent that it implies a mechanical computation based on a prede- 
termined set of facts. One of the most important elements of this 
formuls is the determination of the value of the benefits of each func- 
tion. This does not lend itself to a rigorous mathematical computa- 
tion and can only result in a reflection of the opinions of those who at- 
temnt this evaluation. 

We apnear before vou today at your invitation, Senator Kerr. We 
desire only fair treatment, and we ask no more. _ For several years, 
even nrior to the time we first started taking SPA power. we have 
been living under the cloud of an impending i increase in SPA rates. 
There have been frequent references in public speeches and private 
conversations to this probability but each time we attempted to probe 
as to details we were put off with the plea that it had not yet “jelled” 
and that we would get more information after the studies were com- 
pleted. 

Finally, on December 14, 1955, a meeting was held to disclose the 
proposed new rates. Less than 60 davs later. the formal filing of the 
rates was delaved only through the intervention of Members of Con- 
gress. Since the rate increase has been pending for several years, 60 
days seems a verv short time to allow the customers an opportunity to 
studv the basis for the new rates and to determine what action should 
be taken. 

Prior to December 14, 1955, we did receive formal notice from the 
Federal Power Commission of the filing of revised rates by SPA on 
December 29, 1954. However, this notice was not sent until January 
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28, 1955. On February 19, 1955, we wrote the Federal Power Com 
mission indicating our interest in the matter. Since we had learned 
through direct inquiry that hearings would not be held, we felt there 
was little else we could do. 

This does highlight the danger of arbitrary action beyond the 
reach of the customers of SPA. It seems most unusual that any rate 
proceeding should be so established that the entire operation may be 
carried on (which could have happened in this case) without the cus 
tomers, those most vitally affected, having an opportunity to be heard. 

Our present problem brings into focus another weak spot in the gen 
eral routine in the handling of the cost allocations. Initial authoriza 
tion of these projects and appropriations therefor were made on the 
basis of original estimates both as to total cost and feasibility of the 
power phase which bear no resemblance to the final results as set 
forth in this hearing. As a registered professional engineer I can 
not refrain from expressing my concern that any project might 
end up with costs so widely at variance with original estimates—in 1 
case being more than 4 times greater. Might I depart for a moment, 
Senator, from my text? 

Senator Kerr. Yes. 

Mr. Minier. I would like to bring into this problem or this hearin 
another thought that I haven’t so far heard completely clarified. 
you were to enter into a contract to lease a building for, let’s say, 25 
percent per year of the cost of that building, and say you were going 
to pay $250 a year for a building that was estimated to cost a thousand 
dollars, and then after you had entered into that contract the owner 
comes around and says: “We are sorry, boys, but that building actu- 
ally cost $4,000, so you are going to have to pay us a thousand dollars 
a year. That is the position we are in insofar as these particular 
projects are concerned.” 

I made a comparison last night of the figures reported by Secretary 
Aandahl. In one case. I believe it was the Narrows, the origina) esti- 
mate for the Whitney project was $10,200,000, according to Secretary 
Aandahl’s report. The final investment is shown on the final table of 
his report as $44,026,000. I find I am at a loss for words to explain or 
understand how such a thing could have happened. 

We have another case, Table Rock, starting out with a $37 million 
estimate, and ending up with $71,765,000, and the amount allocated 
to power is $55,104,000. In other words, even using the so-called in- 
cremental cost basis, we are getting caught with nearly double the 
original estimated cost to the project because somebody—words fail 
me. Let me go back. 

The effect of these increased costs has been to completely erase any 
resemblance of the final burden on the power revenues to that con- 
templated and approved by Congress at the time of the original au- 
thorization of the projects. It seems most unfair that the power cus- 
tomers should be saddled with greatly increased rates, without re- 
course except to Congress, merely because someone was wildly over- 
optimistic in his cost estimates. _ oat . . 

Senator Kerr. I want to remind you that it is entirely possible, 
before we get through with this hearing, to see that these figures and 
rates may have been caused as much by the wildly overpessimistic cost 
figures of those who are not happy about you getting this power at all, 
as they are by the wildly overoptimistic figures of some who estimated 
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what it would cost and who in the final analysis might feel that you are 
entitled to them on the basis of a contract which they regard as fairly 
valid. For whatever comfort that may be to you. 

Mr. Mixer. This same result appears when greatly increased power 
cost allocations are made after Congress has given its approval based 
on lower figures. Certainly some continued control by Congress or 
by some other body responsive to the needs of the power customer 
should be established. 

Before we leave the cost business I would like to suggest that you 
check with Mr. Wright on one other thought that I do not believe has 
been introduced so oe If I understand correctly, not only are these 
power allocations being increased, but the payoff period, although tech- 
nically 50 years, is actually only slightly more than 40, because they 
start back with the beginning of the project, and we in effect are going 
to be asked to pick up the deficit—I put a question mark on that— 
which presumably has grown up in the last approximately 10 years of 
operation of these projects. 

Senator Kerr. I think your fear is well grounded, well founded, 
and I want to assure you that one of the things I expect to ask Mr. 
Wright in the morning is about that, in the event in his primary state- 
ment. he does not enlighten us. 

Mr. Mitier. Thank you. 

There are many other facets of the problem you are now considering 
which have been covered by other witnesses appearing before you. 
There are others which probably would develop after more intensive 
study and investigation. We believe that the situation merits a full 
investigation with corrective legislation and urge that you give seri- 
ous consideration to delving into the problem more deeply and in more 
detail. We hope that the new rates can be held in abeyance until such 
an investigation is made. 

I understand that Mr. Aandahl did agree to further delay this 
morning. 

May I express my personal appreciation of the time you have given 
me and your courteous reception. I will be glad to furnish any further 
information which might be helpful to the committee in the future. 

Senator Kerr. Thank you, Mr. Miller, for being here, and for your 
statement. 

Mr. L. J. Johns, Gilbert, Tex. 

I might say at this point 

Mr. Jonns. I have another statement of Mr. Troy Mitchell, of Kir- 
byville, Tex. Mr. Mitchell had to leave this afternoon, and I would 
like to submit it for the record. 

Senator Kerr. All right, sir. 

(Mr. Mitchell’s statement follows :) 


STATEMENT OF Troy L, MiTcHELL, MANAGER, JASPER-NEWTON ELECTRIC 
COOPERATIVE, INC. 


Mr. Chairman and gentlemen of the committee, my name is Troy L. Mitchell. 
Iam manager of the Jasper-Newton Electric Cooperative, Inc., of Kirbyville, Tex., 
an REA-sponsored cooperative operating over approximately 2,000 square miles 
of territory in the extreme southeast corner of Texas in the rural and small com- 
munity areas lying between the border of Louisiana and Neches River. A mem- 
bership of 5,800 is served by this cooperative on over 1,400 miles of distribution 
line, with total loans from the Government under contract of $2,500,000. 
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This cooperative was started in the middle of 1943 and its major growth was 
during the years between 1945 and 1953 through the high cost of construction 
time. It serves one of the largest dairying sections in the State and the broiler 
industry is only second to dairying in this farming field 

In 1945 the cooperative entered into a contract with the Gulf States Utilities 
Co., of Beaumont, Tex., for the purchase of wholesale electric power and 
the flat rate on this power was 8.25 mills per kilowatt-hour. At tha time the 
average cost of gas to this company was much less than it is today and yet we 
have a much lower wholesale power rate. Our latest average cost with 12-cent 
gas at the Utilities Co.'s plant was 5.46 mills 

We are certain that the influence of the Southwestern Power Administration 
and its power rate of 5.6 mills per kilowatt-hour has been the reason for this 
rate reduction in our area as well as those all over Texas, Arkansas, Oklahoma, 
and Louisiana. This yardstick alone can stabilize the cost of power in the 
Southwest to the cooperatives and municipal utilities without it being necessary 
for these agencies to spend millions on generation and transmission facilities. 
The utilities give the cooperatives better rates in order to keep them out of 
the generation and transmission business using the cost of power from Govern- 
ment dams as a yardstick. Most of the cooperatives are perfectly willing to 
stay out of the generation and transmission business so long as wholesale power 
costs are equal or better than they can produce power for. 

We submit here for your observation the benefits this cooperative has realized 
in the past 6 years on our wholesale power cost: 


r . Unde oposex 
K ilowatt - hours; Cost under old Actual cost a + pene 
purchased, 8.25 mills con- | under present (“") 4 ¢; , 
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The above figures should be convincing to this committee that a higher rate 
to the consumer member would be necessary in order that debt service can 
be made. This would in effect greatly retard the use of electric service on the 
farm where it is most needed for the farmers to compete in their production of 
the Nation’s agriculture needs with due regard to high cost of labor and ma- 
terials used by the farmer and his recent reduced revenue due to declining farm 
prices. 

We feel that the primary purpose of Federal dams on our rivers is for flood 
control and conservation of water, yet we find in the cost allocation on the dams 
in the Southwest that power is carrying the lion’s share of more than 60 percent 
of these costs. Due to this high allocation cost to power it has been necessary 
for the Department of the Interior which, charged with the marketing to increase 
rates in order to amortize powers, allotted part of the cost. Certainly these 
allocations of cost should be thoroughly investigated by this committee of the 
Congress, and we are certain that when realistic figures have been arrived at, 
that this committee and all the members can set a more accurate cost figure 
that will result in the power cost being unchanged. We feel that the Congress 
did an excellent job when they set the cost of the power installation in Denison 
Dam between Texas and Oklahoma. We are convinced that the allocations of 
cost in the other dams of the Southwest can be handled by the Congress in the 
same manner. 

Thank you. 


Senator Kerr. When Mr. Johns finishes his statement we will recess 
until 10 in the morning, at which time we will hear Mr. Douglas 
Wright. 
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STATEMENT OF J. L. JOHNS, MANAGER, UPSHUR RURAL ELECTRIC 
COOPERATIVE, INC. 








Mr. Jouns. Mr. Chairman and members of the committee, my name 

is J. L. Johns. I am manager of the Upshur Rural Electric Co- 
operative, at Gilmer, Tex. 

My organization is an REA-financed electric distribution system 
operating in northeast Texas, and serving over 9,000 rural members 
their electric energy requirements. 

My system is located in portions of nine counties. This area is 
principally engaged in small farm operations, with quite a number 
of dairy and poultry farms—of which their very economic existence 
depends upon the cooperative serving them with dependable low-cost 
electric power. 

This is the reason I am appearing before this committee today— 
to appeal to you to help my people in the SPA area to be able to 
continue to receive dependable low-cost electric power. 

The cooperative which I represent purchased approximately one- 
third of its wholesale power from SPA last year, or approximately 7 
million kilowatt-hours of a total purchased of approximately 20 
million kilowatt-hours. Our other wholesale power requirements 
are supplied by Southwestern Gas & Electric Co. 

Our present rate with SPA is 5.6 mills per kilowatt-hour at a 50 
percent load factor. We enjoyed a rate of approximately 5.4 mills 
last year from SPA. Our rate with Southwestern Gas & Electric Co. 
is a flat 5.6 mills per kilowatt-hour without regard to load factor. 
Also, our contract with Southwestern Gas & Electric Co. has a dual- 

rate clause which almost prohibits the cooperative in serving any 
given load in excess of 50 kilowatts. 

Our contract with Southwestern Gas & Electric Co. has a fuel clause 
which can be invoked at any time when the price of gas exceed 8 cents 
per million B. t. u. 

Approximately 2 years ago I, along with other cooperative people, 
had a meeting with Southwestern Gas & Electric Co. .,1n which meet- 
ing we discussed the fuel clause and the possibility of the company 
applying same to our rate. 

We were informed by Mr. Frank W. Wilkes, president of South- 
western Gas & Electric Co., that his company would not invoke 0 
fuel clause in our wholesale power contract until the price of ga 
reached 25 or 26 cents per million B. t. u. 

I went back to my cooperative feeling secure that our wholesale 
power rates from the power company would not be increased—based 
on this statement—and also thinking that our contract with SPA did 
not include a fuel clause; and I assumed, also, the SPA rate was a 
stable rate. 

I was under the impression that the SPA rate was established on the 
basis that the cost of the power in the SPA dams had been properly 
allocated at the time the rate was established, but evidently I was 
wrong in assuming this. 

T have been giving you the above information to preface the state- 
ment I am about to make. 

It is my opinion that the cost allocation formula has been changed 
so that a general rate increase could be made by the wholesale power 


suppliers in the SPA area. Why, in 1954, did Southwestern Gas & 
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Electric Co. make the statement that it would not invoke the fuel 
clause until gas reached 25 or 26 cents per million b. t. u.; but 
immediately after SPA notified its customers of its proposed rate 
increase in December 1955; and in January 1956 we were notified by 
Southwestern Gas & Electric Co. that they were invoking the fuel 
clause, effective on the February billing of this yea 

Senator Kerr. You realize that that might have been just purely 
coincidental. 

Mr. Jouns. No, sir; I don’t. 

Senator Kerr. I fear that you are a suspicious personality subject 
to undue concern over apparently irrelevant matters. 

Mr. Jouns. I think you are probably just about right, Senator. 
Is this not evidence that the power company rate is now going to 
seek the level of the SPA rate 3? My cooperative, along with 
several other cooperatives, challenged Southwestern Gas & Electric 
Co. on raising our rate by invoking the fuel clause and called their 
attention to the statement made by their president, Mr. Wilkes, in 
1954. We were able to renegotiate the fuel clause in our contracts 
but not to our satisfaction, and my cooperatives’ wholesale power 
bill will be increased this month, February, by 0.042 mills per kilowatt 
hour which will continue to escalate higher as the price of gas goes up. 

On this basis I contend that the power company rate will seek the 
level of the SPA rate, and if the SPA rate is made effective as pro- 

osed it will cost our cooperative approximately $40,000 per year, 

ased on our past year’s operations, or approximately $14,000 a year 
to SPA only. 


My cooperative cannot stand this increase and continue to earn 


its debt service. One other thing I would like to call to your atten- 
tion is a statement made by the Interior Department’s Mr. Aandahl. 
He gave one of the reasons for SPA having to increase its rate as 
the drought that has been experienced in the SPA area. 

Gentlemen, I hardly know how the farmer in this area who has 
already been hit by the drought, along with the recession in prices 
of his on is going to be able to survive much more; especially, 


when the cost of electric power is being increased by the same drought 
that has almost put him out of business. 

As I have said before, it is my honest opinion that this proposed 
increase has been planned purely and simply so the commercial power 
companies could raise their rates. 

I thank you gentlemen for the opportunity of appearing before you. 
you. 

Senator Kerr. Thank you, Mr. Johns, for your statement. Just 
as one friendly neighbor to another, [ would urge you to reappraise 
this situation to see if you might not arrive at the conclusion that 
there was less evidence upon which to formulate a doubt or a suspicion 
than you had heretofore thought to be the case. 

We will recess until 10 o’clock tomorrow morning. 

(Thereupon, at 5:08 p. m., the subcommittee was adjourned, to 
reconvene at 10 a. m., Wednesday, February 29, 1956.) 








POWER RATES—SOUTHWESTERN POWER 
ADMINISTRATION 


WEDNESDAY, FEBRUARY 29, 1956 


Unrrep STates SENATE, 
CoMMITTEE ON Pusiic Works, 
SUBCOMMITTEE ON FLoop Conrrot—Rivers AND Harpors, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 412, Senate Office Building, Hon. Robert S. Kerr (chairman of 
the subcommittee) , presiding. 

Present: Senators Kerr and Hruska, and Congressmen Albert, Ed- 
mondson, and Jones of Alabama. 

Also present: Staff members John L. Mutz, T. W. Sneed, Eloise 
Porter, and Frances Clark. 

Senator Kerr. Senator Hruska has told us that he will be a little 
late and has asked that Mr. Wright’s appearance be delayed until his 
arrival, so we will start with Mr. Jack Gambrell. 

Congressman Albert, do you want to introduce Mr. Gambrell ? 

Mr. Aupert. Yes, sir. Senator Kerr, Mr. Jack Gambrell is a con- 
stituent of mine and a very outstanding REA cooperative manager. 
He manages the Choctaw Electric Cooperative, which lias headquarters 
in Huga, Okla., and which serves constituents of mine in at least 4, 
maybe 5, counties. 

Mr. Gambrell’s cooperative is a direct purchaser from the South- 
western Power Administration and, of course, any impact on the rates 
which Southwestern Power Administration might have to charge to 
its customers is going to affect his cooperative immediately and di 
rectly, and all of his customers who are for the most part small up- 
land farmers in southern Oklahoma, and I certainly am happy that I 
am able, Senator Kerr, to be here to hear the presentation of my 
friend, Jack Gambrell. 

Senator Kerr. All right, Mr. Gambrell. 


STATEMENT OF JACK GAMBRELL, MANAGER, CHOCTAW ELECTRIC 
COOPERATIVE, INC. 


Mr. Gamprett. Mr. Chairman, gentlemen of the committee, Con- 
gressman Albert, I appreciate those kind remarks. I am Jack Gam- 
brell, manager of the Choctaw Electric Cooperative, Huga, Okla. 
This cooperative serves over 5,700 farm families in southeastern Okla- 
homa. This cooperative receives its entire power supply from the 
Southwestern Power Administration, an agency of the Department 
of the Interior. 
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The Department of the Interior now has a new proposed rate, 
which I understand will presently be filed with the Federal Power 
Commission for their approval, which will increase the wholesale 
power rate of this cooperative by some 40 percent. . 

This proposed increase in rates will cost this cooperative an addi- 
tional $25,000 per year. 

This proposed increase is pr imarily due to the costs which have been 
allocated to power facilities in the dams which have been constructed 
and those under construction in the Southwest. I would like to call 
this committee’s attention to the cost allocations covering these instal- 
lations. 

With the chairman’s permission I would request not to read those 
figures. 

Senator Kerr. Very good. 

Mr. Gampreti. Total allocations which have been charged to power 
facilities are in excess of $200 million. These dams were built pri- 
marily for flood-control benefits, and it is my opinion that it was the 
intent of Congress that such benefits should be charged for the larg- 
est part of the total cost. However, under present conditions, power 
sales will repay 56 percent of the total costs of these dams. 

I believe that the cost of installation of the power facilities should 
not be required to pay for the other benefits received from these multi- 
purpose projects. I believe that the allocation of costs on the multi- 
purpose projects should be determined by the Congress of the United 
States at the time legislation is enacted authorizing the building of 
such projects, and that appropriate legislation should be enacted 
making such allocation of costs on these projects now in operation and 
those authorized and under construction. 

For the fiscal year 1955, this cooperative failed to earn debt service 
requirements by some $17,000. Had this rate increase been in effect 
during this year, this would have amounted to some $42,000. 

Debt service requirement is a formula which has been devised by 
the Rural Electrification Administration as the amount of money 
which the omens must have in order to be able to repay its 
obligation to the Federal Government as well as setting up a suffi- 
cient reserve to maintain our electric facilities in order that proper 
service might be maintained for our members. 

It is my opinion that such allocation of costs on these projects 
would eliminate the need of this proposed rate increase which would 
allow this cooperative to continue to serve its members at a reason- 
able rate. 

In the event this proposed increase goes into effect, then I feel that 
this cooperative has no alternative but to increase its retail rates to 
its members, which I believe will result in undue hardship on this 
cooperative and the members it serves. 

Mr. Chairman, for the record, I would like to call this committee’s 
attention to two of my neighboring cooperatives, the cooperative at 
Durant and the cooperative at W iIburton, as to how this increase in 
cost will affect these two systems. 

The cooperative at Durant for the year 1954, these figures are ob- 
tained from the REA statistical report, had a net operating deficit 
of $24,788. Had the new proposed rate been into effect during this 
year, increased power costs would have amounted to $13,180 or a net 
deficit for 1954 of $37,968. 


' 
' 
' 
' 





Eee 


3 


2 ti aC ile Rg a al ATI as 


ete 


ei tn ems Ae ae tat Bly Sarees E 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 241 


Now, in order for this cooperative at Durant to have earned 11 
debt service requirements as outlined by REA, they would have had 
to have had a total of $76,180 additional net dollars to net this re 
quirement. And in onder for this cooperative to have obtained th 
amount of money they would have had to have had a rate increase 
to their members of some 30 percent. 

The cooperative at Wilburton, the Kiamichi Electric Cooperatiy 
for the same period of time had a net operating deficit of S27,130. 
This increased power cost as outlined by the Department of the Inte 
rior would have increased by some $13,900 and this cooperative would 
have had a net deficit of $41,030 for the year 1954 

In order for this cooperative to have earned debt service according 
to REA, it would have had to have had a total of 69,059 additional 
net dollars to have met this debt-service requirement. 

They would have had to have had rate increases to their members 
of 22 percent in order to have earned this amount of additional money. 

Senator Kerr. Thank you very much, Mr. Gambrell. 

The clerk will place into the record a statement by Senator Syming 
ton and other information which he is submitting. 


STATEMENT OF HON. STUART SYMINGTON, UNITED STATES 
SENATOR FROM THE STATE OF MISSOURI 


Senator Symrneron. Mr. Chairman, I am sorry that it has not been 
possible for me to be with you here all day today to hear the witnesses 
testify on these problems important to the present and future electric 
customers in the Southwestern Power Administration area. 

A conflict in committee work on the Armed Services Committee pre 
ae my being here earlier. 

I do want to express for our Missouri people, and for myself, our 
appreciation for the interest and leadership of the senior Senator of 
Oklahoma on this problem. 

You are performing a very real service, not only for the people 
of Oklahoma, but also for Missouri, and all the other States served by 
this agency. We also appreciate the time and attention of all the 
members of the four committees sitting here. 

As was brought out yesterday before the committee, the proposed 
40-percent increase in power rates is a serious matter for the rural 
electric cooperatives in Missouri and for their farmer customers. 

Mr, Chairman, I was pleased to learn that Secretary Aandahl this 
morning agreed to postpone for 30 days the Department of Interior’ 
applic ation to the Federal Power Commission for the proposed rate 
increase in order that this committee and the Congress would have a 
greater opportunity to study the changes planned by SPA. 

It is always difficult for the players to understand a change in the 
rules after the game is well started. That is particularly true in this 
case wherein our rural electric cooperatives, already suffering from 
falling farm income, are now faced with a change in ratemaking pro- 
cedure after they have made their plans under the old rules. 

In the past few days I have received a number of letters and tele 
grams from Missouri commenting on the seriousness of this proposed 
rate increase. I ask that these communications be made a part of the 
record. 
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(The documents referred to above are as follows :) 
Mextco, Mo., February 24, 1956. 


Senator STuART SYMINGTON, 
United States Senate, Washington, D. C.: 


Regard to electric rates proposed by Southwestern Power Administration would 
cost this cooperative an additional $37,800 a year. Over a 5-year period the cost 
would be approximately $200,000. This is only one of many cooperatives affected. 

R. D. BuRESH, 
Consolidated Electric, Mexico, Mo. 


Co-Mo E.Lecrric CooPpERATIVE, INC., 
Tipton, Mo., February 25, 1956. 


Re Hearing, Monday, February 27, before Subcommittee on Flood Control, Rivers, 
and Harbors of the Senate Public Works Committee regarding electric rates 
proposed by the Southwestern Power Administration. 


Hon. Stuart SYMINGTON, 
Senate Office Building, Washington, D. C. 

Dear SENATOR SyMINGTON: We have been advised of the hearing before the 
above-captioned committee (of which you are a member) and the lack of time 
prevents us from preparing and making an official statement before this com- 
mittee hearing. We are vitally concerned, on behalf of our members, over the 
proposed rate increase which has been or is in the process of being filed by the 
Southwestern Power Administration. If the proposed rates are approved and 
put into effect, it will seriously affect the operation of this cooperative causing 
in effect an increase in rates to the farm and rural people in this area. At this 
particular time and under very adverse agricultural conditions which exist in 
this area, this will work a very great hardship on our members. 

This cooperative, because of continuously increasing wholesale power rates of 
power purchased from the private utility companies since the cooperative was 
organized in 1939, had to put into effect a 10 percent rate increase to its members 
in 1950. At that time and since, we have been paying the private companies 
supplying our wholesale power in this area from 9 mills per kilowatt hour at one 
substation to 14 mills per kilowatt hour at several other substations. This co- 
operative was supposed to have been a member of the Central Electric Power 
Cooperative at the time the power cooperative was organized and obtain power 
through it from the Southwestern Power Administration on their B section loan. 
However, they were prohibited from building these lines and extending lines into 
the area of this cooperative because of a lawsuit filed by 12 commercial power 
companies in this area and changes in policy of the Department of Interior and 
other reasons beyond our control. In July of last year, the Central Electric 
Power Cooperative was able to extend its lines to 1 of our 5 substations and to 
another 1 of these substations just last month. We had hoped to obtain SPA 
power through the Central Electric Power Cooperative by the extending of Cen- 
tral Electric Power Cooperative lines to our other substations sometime in the 
near future and at which time we could and would be able to take off the 10 per- 
cent increase in rates which we had previously put into effect as we had advised 
our members would be possible. 

This cooperative during the past year purchased a total of 16,001,360 kilowatt 
hours and in accordance with the increased usage of electricity over the past 
years, this amount will be increased approximately 15 percent each year which 
we believe is a conservative figure. If the proposed rate increase is accepted and 
put into effect and this increase in rates applied to the amount of power we 
anticipate we will purchase within the next 5 years, it will mean an increase in 
power cost to this cooperative in 1956 of $38,000 and a total increase in power 
cost of $255,125 in the next 5 years. We do not feel this proposed increase in 
power rates is justified if the available power is properly marketed and if the 
portion of the cost of the dams attributed to power production is properly 
allocated. 

We sincerely hope that you and your committee will consider the effect this 
increase in power rates from the Southwestern Power Administration will have 
on the rural people of this cooperative and almost all of the rural people, as well 
as many others, in the entire Southwest and— 
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1. Use whatever influence is within your power to see that this power is prop 
erly marketed within the intent of Congress under the Flood Control Act 
2. See that the proper allocation of power costs to the dams are made and, 
3. Only such rate increase as is necessary to properly amortize that part of 
the Government's investment is established. 
Very truly yours, 
Jack H. Neepy, Manager 


JEFFERSON City, Mo., February 25, 1956. 
Hon. Sruart SYMINGTON, 
Senate Office Building, 
Washington, D.C. 

DEAR SENATOR SYMINGTON: Immediately upon receipt of the enclosed tele 
gram from Senator Robert Kerr, which was late Wednesday, February 22, 
I called a special meeting of all REA co-op managers for Friday, February 24, to 
obtain grassroots information and opinion as to the effect the proposed increase in 
electric rates by the Southwestern Power Administration would have on the rural 
electric cooperatives here in Missouri. Almost unbelievably, 26 managers, some 
of whom were required to travel 200 miles, attended the meeting. A list of the 
names and addresses of those who were in attendance is attached. 

Due to a limitation of time during the meeting on Friday, no attempt was 
made to prepare an overall detailed statement. However, I was directed, by unan 
imous vote, to convey the following information to you and Congressman George 
Christopher, since it was our understanding that the vroposed rate increase 
issue would be reviewed before joint committees of the House and Senate. 

The 1954 REA annual statistical report shows that the REA cooperatives 
in Missouri alone purchased 687,300,000 kilowatt-hours in 1954. On the premise 
that the proposed rate increase will amount to 2 mills per kilowatt-hour, which is 
the amount we understand is being proposed; and, on the premise that all REA 
cooperatives in Missouri had been customers of the SPA in 1954, which is our 
ultimate goal, the 2 mill proposed rate increase would have resulted in the farm 
ers paying an additional $1,374,600 for power. The most conservative estimates 
indicate that the rural electric cooperatives in Missouri purchased 790,400,000 
kilowatt-hours in 1955. A 2-mill increase in power rates in 1955 would have 
amounted to $1,580,800. It is conservatively estimated that the cooperatives in 
Missouri will purchase 909 million kilowatt-hours in 1956. A 2-mill rate in 
crease applied here would amount to $1,818,000. 

It was the expressed opinion and belief of the 26 managers who met Friday, 
that should a 2-mill per kilowatt-hour increase in power rates become effective, 
it would bring about the following unfavorable situation : 

1. The feasibility of all the REA cooperatives not only would be jeop 
ardized, but many of them would immediately start going in the red unless 
their rates were increased to the farmer. 

2. Most of the cooperatives would be unable to extend service to those 
farmers who are still unserved. 

3. An increase in electric rates would threaten the economic existence 
of many marginal farmers by magnifying the present cost-price squeeze now 
confronting the farmer. 

On behalf of the approximately 235,000 rural electric consumers in Missouri, 
we urgently request both you and Congressman Christopher to seriously con- 
sider the present economic plight of the farmer when the proposed SPA rate 
increase question is brought before the Committee on Public Works. 

Please feel free to insert this letter in the record if you feel it will be of any 
benefit. 

Very truly yours, 

MtssourI STATE RURAL ELECTRIFICATION ASSOCIATION, 
By Jutius Heim, Ezrecutive Manager. 
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SpPEcIAL MANAGERS’ MEETING, Fepruary 24, 1956 


Ernest C. Wood, Chillicothe 
Steve Schauwecker, Linn 

J. C. Omer, Fayette 

Kenneth E. Brummell, Bolivar 
Guthrie Scaggs, Bourbon 

J. F. Lauderback, Butler 

Paul Henson, Columbia 
Luther A. Riddle, Dixon 

J. L. Powell, El Dorado Springs 
Carl Williams, Hayti 

Ralston B. Young, Higginsville 
James M. Stephenson, Ironton 


ATTENDANCE 


J. W. Haugh, Lebanon 

W. C. Hitchcock, Lewistown 
W. E. Adams, Macon 

Curtis L. Funston, Maryville 
R. D. Buresh, Mexico 

R. F. Freeman, Milan 

Cal Lavender, Neosho 
Robert Alexander, New London 
F. H. Schmit, Palmyra 

J. R. Lambright, Savannah 
George W. Ray, Sedalia 
Jack H. Needy, Tipton 





Cc. W. Holcomb, Jr., Lamar L. G. Gentry, Troy 


LAMAR, Mo., February 27, 1956. 
Senator Stuart SYMINGTON, 
Senate Office Building, Washington, D. C.: 

We the citizens of Lamar, Mo., are opposed to the excessive increase to power 
proposed for SPA at any flood-control dam. Our city was forced to spend nearly 
$100,000 to obtain SPA power. Therefore we disapprove any additional cost 
to SPA. 

Mayor Loyp GATHMAN, 


LAMAR, Mo., February 27, 1956. 
Senator Stuart SYMINGTON, 


Senate Office Building, Washington, D. C.: 


Proposed SPA rate increase would increase our power costs $150,000 in next 
5 years. Costs included in rate base not applicable to power should be elim- 
inated. Farmers in no position to subsidize multipurposes of dams. Trimble 


bill with amendments suggested by Southwestern Power Advisory Committee 
should be enacted. 


ih danas MODE A, in ina SCN A it le li te cae tT Nal: 


Henry LEHMAN, 
President, Barton County Electric Cooperatives. 


os. 





CHILLICOTHE, Mo., February 27, 1956. 
Hon. StTuArRT SYMINGTON, 
Member, Rivers and Harbors and Flood Control Subcommittee, 
Public Works Committee, United States Senate: 
The Department of Interior plan to increase SPA schedule A rates approxi- 
mately 2 mills per kilowatt-hour would impose an unreasonable economic burden 
on farmers, already in an economic squeeze. In 1955 this Cooperative pur- 
chased 18,986,100 kilowatt-hours at wholesale, for resale to its 7,240 rural con- ie 
sumers. This was an increase of 13.4 percent over power purchased in 1954, '@ 
and a 2-mill increase would have caused our farmers to pay $37,972.20 more for 
their wholesale power in 1955. 
Assuming comparable increased kilowatt-hours usage in future years at 13.4 
percent per year, 2 mills would increase the cost of wholesale power by $281,- i 
267,60 for the 5-year period 1956-60 and $527,456.20 for the 5-year period 1961- 
65. This would be a considerable financial burden to the farmers in this area. 
FARMERS ELectric CoorERATIVE, INC., 
Ernest C. Woop, Manager. 
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West Pains, Mo., February 25, 1956 
SENATOR STUART SYMINGTON, 
United States Senate Building, Washington, D. C 
With reference to hearing to be held by Robert S. Kerr on February 27 and 28 
in Senate Public Works Committee, room 412, we respectfully request that you 
support legislation to establish by law a procedure for determining the percent 
age of cost of multiple purpose dams properly chargeable to power. 


City or West PLAINS 
Harry R. Coie, Mayor 





STATEMENT BY JEROME C. BERRYMAN, MANAGER OF THE CrTy ELectric Depart 
MENT, Boarp oF PusLic WorKS, PorpLArR BLurr, Mo. 


The following statement is made concerning contract ISPA-393-1 betwee 
the United States of America and the city of Poplar Bluff, Mo. This contract 
dated December 5, 1950, was originally for 1,500 kilowatts of power amended 
February 14, 1956, to provide 2,100 kilowatts of power to be delivered to the city 
electric plant at Poplar Bluff, Mo. The power in the above-mentioned contract 
to be used to supplement power produced by the city plant. 

The Poplar Bluff plant is a steam generating plant with a total capacity of 
8,000 kilowatt-hours. This contract has been in operation and the city of Poplar 
Bluff has received service since December 1954. Operating under schedule A 
rates, this power has cost the city an average of 5.6 mills. Under the new pro 
posed rate at 50 percent load factor the same power would cost 7.71 mills, an 
increase of approximately 38 percent with certain penalties added, based on the 
ability of the city to maintain a high load factor. We feel that certain elements 
have been introduced into the formula used for establishing this rate which 
probably have caused a greater increase to the preference consumers than is 
justified at this time. It is the purpose and duty of a municipal electric system 
to furnish the best service to the consumers in itS area at the lowest possible 
cost. This increase together with other rising costs will help to establish a 
trend for increased electric rates. 

The City Electric Department, city of Poplar Bluff, Mo., feels that the Govern- 
ment should be paid the proper amount consistent with good business for nower 
purchased from the Southwestern Power Administration. We do feel that a 
major reason for this unusual increase is due to the allocation of cost for power 
on multipurpose Government dams. We feel that when these dams are approved 
for construction by Congress that Congress should establish the cost to be 
charged to power so that a definite pattern can be set up, not subject to changes 
which may come about in the various denartments held responsible for the 
construction of the dams and the sale of the power. 

We offer no apology for public power. Although we represent a small per 
centage of the total power sold in the United States, we feel that public groups 
have done much to hold the cost of power to the consumers at a reasonable level, 
Our municipal plant was organized in 1917. We are in direct competition in 
the city of Poplar Bluff, Mo., with the Missouri Utilities Company of Cape 
Girardeau, Mo. The city electric department serves about two-thirds of the 
consumers in this area, with the balance of the consumers being served by the 
Missouri Utilities Company of Cape Girardeau, Mo. Since 1917, the city electric 
department has reduced the rates four times, the last reduction being in 1941 

Therefore the Board of Public Works, city of Poplar B'uff, Mo., respectfully 
asks that your committee make a thorough study of this matter toward the end 
that proper legislation may be induced to clarify future power costs for the 
customers of the United States Government. 


Senator Kerr. I wish at this point to include several telegrams and 
letters which I have received. 
(The documents referred to are as follows:) 


PARSONS, KANS., February 27, 1956. 
Senator Rosert S. Kerr, 
Chairman, Joint Committee on Rivers, Harbors and Flood Control, and 
Public Works, Senate Office Building, Washington, D.C.: 


The Kansas State Association of Rural Electric Systems at its annual meeting 
in Parsons, Kans., February 27, 1956, respectfully requests that the following 
statement be inserted in the record of the hearings of the joint committee dealing 
with raises in the SPA power rates caused by changes in the formulas. 
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“The sale of power by PSA is a yardstick for determining the present rates 
throughout the Southwest area. To change the formulas for allocation of costs 
after the dams are built creates as much confusion as if the Government would 
change the standards on weight and measures. 

“Farmers dependent on electricity to meet today’s production requirements 
cannot afford increased power costs in the face of declining farm incomes. Con- 
gress should clearly define the formulas for allocations of costs and eliminate 
the confusion that now exists. 

“In Kansas farmers are the third largest distributors of power with an invest- 
ment of $90 million in 54,000 miles of line. We protest the attempts to arbi- 
trarily increase our costs and urge your committee to introduce legislation to 
correct the situation.” 

JOE JENNER, Evecutive Secretary. 


WicniTa, Kans., February 24, 1956. 
Senator RoBerRT KERR, 
Senate Office Building, 
Washington, D.C.: 

Important to preserve yardstick for power for Southwest. Kansas electric 
cooperatives very anxious to maintain present SPA power rate if at all possible. 
We would oppose a change in the formula to arrive at the cost of power as this 
change and the resulting raise of the cost of power in the Southwest would no 
doubt effect our present wholesale power rate in southeast Kansas. 

SEDGWICK COUNTY ELECTRIC COOPERATIVE, 
C. C. WINTER, President. 


Hot.is, OK1iA., February 25, 1956. 
United States Senator Rosert 8S. KErr, 
Senate Office Building, 
Washington, D.C.: 

The proposed SPA rate, if put into effect, will increase wholesale power cost 
to our cooperative members during the next 5 years more than $1,000. We 
believe the job of allocating cost, which each benefit should bear in constructing 
of dams, should be placed in the hands of Congress. This action being made 
retroactive on presently constructed dams. 

HARMON ELEc7TRIC ASSOCIATION, INC. 


KINGFISHER, OKLA., February 25, 1956. 
Hon. Senator Rosert 8S. Kerr, 
Senate Office Building, Washington, D. C.: 


New SPA rate if put into effect will increase our wholesale cost of kilowatts 
2.11 mills more for the Cimarron Electric Cooperative. This applied to the total 
estimated eonsumption for the next 5 years will increase our cost approximately 
$240,000 which the farm members must pay. This increased wholesale power 
cost would necessitate a rate increase to our members. The farm people of this 
area appreciate the effort you are making in our behalf. 


CIMARRON ELEctrIc Co-Op. 


CHEROKEE, OKLA., February 25, 1956. 
United States Senator Rosrert S. Kerr, 
Senate Office Building, Washington, D. C.: 


Alfalfa Electric Cooperative trustees are vitally interested in your joint com- 
mittee hearing on the SPA rate increase. The rate increase as requested, will 
add between $39,000 and $41,000 to our average annual power bill for the next 5 
years. It is our hope that Congress will assume authority for allocating costs to 
hydropower dams. Your usual support of the consumers interest will be 
appreciated. 

CLARENCE R. GREEN, Manager. 
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Cepar VALE, KAns., February 24, 1956 
Subject: SPA hearings. 
Senator Roserr Kerr, 
Senate Office Building, 
Washington, D. C. 

DeaR HONORABLE Keke: It is our understanding that a hearing will be had 
in regard to consideration of the 2-mill rate increase for the Southwest Power 
Administration. This will serve as our objection to the above increase until a 
complete analysis and study justifying such an increase has been offered for our 
further study. 

There are many reasons why an increase of this kind would work as a hard 
ship on cooperatives similar to the one we are representing. Our present whole- 
sale rate of 5'4 mills is believed to have been possible as a result of the present 
SPA rate. It is our belief also that an increase in the SPA rate will be refiected in 
our wholesale power rate from the Kansas Gas & Electric Co. at some later date. 
Such an increase would, without doubt, work a financial hardship on our coopera- 
tive at this time and possibly involve a general rate increase to our members. 

We would appreciate your careful consideration and representation in our 
behalf in regard to favorable support of such a move. 

Thanking you in advance for your consideration and this as well as past 
subjects, we remain 

Very truly yours, 
THE CANEY VALLEY ELECTRIC COOPERATIVE 
ASSOCIATION, INC., 
CARL A. STEWARD, Vanager. 


Hon. Rosert S. Kerr, CLINTON, OKLA., February 25, 1956. 
United States Senate Chamber, 
Washington, D. C.: 


Power requirement study developed October 1955 for our cooperative reveals 
71,429,850 kilowatt-hours will be purchased during next 5 years to serve 3,900 
farmers. The proposed wholesale rate of 7.71 mills, an increase of 2.11 mills, 
will cost farmers served by Kiwash $150,716.98 for 5 years. Wholesale power is 
50 percent of our operational cost. Cooperative will be unable to meet obligations 
without another burden on our farmers. Farm economy has been very low due 
to drought and other causes. 

KIWASH ELEctTRIC COOPERATIVE, INC 
K. J. KLIEwer, President. 


NorMAN, OKLA., February 25, 1956. 
Senater Rozgert S. Kerr, 
Senate Office Building: 

Urge your committee support more equitable cost allocation formula for hydro- 
electric power. SPA proposed rate increase due to present cost allocation formula 
will cost members of this cooperative $250,000 additional for wholesale power 
during next 5 years. 

B. W. CRALLEg, 
Manager, Oklahoma Electric Cooperative. 


WALTERS, OKLA., February 25, 1956. 
Senator Ropert S. Kerr, 
Senate Office Building: 

If wholesale power rate is increased 40 percent due to unreasonable allocation 
of cost of multipurpose dams to power production the members of our cooperative 
will pay $450,000 more for electricity during the next 5 years. The farmers in 
this area are not in position to stand this increase in production cost. Anything 
you can do to insure a fair and equitable cost allocation on multipurpose dams 
will be appreciated. 

Don Dace, 
Manager, Cotton Electric Cooperative. 
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Linpsay, OKtA., February 27, 1956. 
Hon. Rosert 8S. Kerr, 
United States Senate, Washington, D. C.: 


Our board of trustees beg of you to do your best to hold power cost at the 
Government dams at present levels. We feel that farmers of our area are paying 
all they can afford to pay at the present level of power cost. If the cost of power 
at the dams is increased 40 percent it will cost our consumers from $275,000 to 
$300,000 over the next 5-year period. We will greatly appreciate your support 
on the above. 

D. G. Melellan, Harmon Hewitt, C. S. Pratt, C. A. Miller, J. FE. 
Baker, Edgell Stephens, J. A. Baker, W. P. Thomas, B. B. Parr, 
Manager and Board of Trustees, Rural Electric Cooperative, Inc. 


DuRANT, OKLA., February 23, 1956. 
Hon. Rospert S. Kerr, 
United States Senator, State of Oklahoma, 
Senate Office Building, Washington, D.C. 

DEAR SENATOR Kerr: Thank you for your telegram advising of the Senate 
Public Works Committee hearing on SPA electric rates. Circumstances beyond 
my control prevent me from attending said hearing. The consideration of your 
telegram is sincerely appreciated. 

In regard to the matter on SPA electric rates on hydro installations of the 
Southwest, we fully endorse the resolution adopted by the Southwest Power 
Advisory Committee in Tulsa, Okla., last February 14. Feel sure that you 
have been presented with a copy of said resolution and we believe that the 
corrective legislation recommended therein on this subject would be in large 
part our best answer to this rate problem. 

Would greatly appreciate receiving further word from your office as to the 
results obtained from this hearing and any developments from it, both favor- 
able or unfavorable. Thank you again for your telegram. 

Sincerely yours, 
R. D. McCaLMAN, 
Manager, Southeastern Electric Cooperative. 





LAMAR, Mo., February 27, 1956. 
Senator R. 8S. KERR, 
Senate Office Bulding, 
Washington D.C.: 


We, the citizens of Lamar, Mo., are opposed to the excessive increase to power 
proposed for SPA at any flood-control dam. Our city was forced to spend 
nearly $100,000 to obtain SPA power. Therefore, we disapprove any additional 
cost to SPA. 

Mayor Loyp GATHMAN. 

Senator Kerr. What was it, Congressman ? 

Mr. Ausert. I want to ask a few questions. 

Senator Kerr. All right. 

Mr. Atpert. Mr. Gambrell, do you have a contract with the South- 
western Power Administration under which you purchase all the power 
which you use in your system ¢ 

Mr. Gamprety. Yes, sir; we do have. 

Mr. Ausert. And what rate do you pay the Southwest Power 
Administration ? 

Mr. Gampre.L. 5.6 mills per total kilowatt-hour, average rate. 

Mr. Apert. Is there anything in your contract with “the South- 
western Power Administration that would prevent them from raising 
your rates if their costs were increased by reason of a reallocation of 
costs on these dams from which they obtain this power ? 

Mr. GAmBRELL. No, sir, there is not; the contracts which we have 
have an interval of time in which the contracts can be changed. 

Mr. Atsert. How often is that time? 
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Mr. Gampre.w. I believe it is every 3 years, | wouldn't state that 

Mr. Aueert. Have any of the officials of the Southwestern en r 
Administration indicated to you that it might cause an upward change 
in your rates if this matter is settled adversely / 

Mr. en Congressman, we have been so advised in public 
meetings; I don’t believe I have a letter to that effect, but we have 
received the proposed increase of SPA. 

Mr. Ateerr. What is your minimum charge to your members ‘ 

Mr. GamBreti. $3 per month. 

Mr. Auserr. And what is your rate above that—-what is your 
average rate? 

Mr. Gampre.y. Our average selling price is approximately 4 cents 
per kilowatt-hour. 

Mr. Auserr. How much do you think you would have to increase 
that if you had to increase your rates, say, 2 mills? 

Mr. Gampre.t. For the year 1955 in order to have earned our debt 
service and our increased power costs it would have amounted to an 
8 percent increase in rates. 

The increase in power costs would have amounted approximately 
to a 6 or 7 percent increase. 

Mr. Arspert. Can you give the committee the names of the coopera- 
tives which purchased all of its power directly from Southwestern 
Power Administration / 

Mr. GAMBRELL. Kiamichi Electric Cooperative, Wilburton, Okla.: 
Southwestern Electric Cooperative, Durant, Okla.; Choctaw Electric 
Cooperative, Hugo, Okla.; Canadian Valley Electric C ooperative, 
Seminole, Okla.; Peoples Electric Cooperative, Ada, Okla., obtain 
approximately 90 to 95 percent of their requirements from SPA and 
the East Central Electric Cooperative, Okmulgee, Okla., I believe, 
purchases some 40 to 45 percent of their electric from SPA. 

Mr. Arserr. All of these in Oklahoma ? 

Mr. GampreLu. Yes, sir. 

Mr. Apert. I believe that is all. 

Senator Kerr. Thank you very much. 

I would like to put into the record at this point a statement taken 
from page 231 of volume 1 of A Water Policy for the American 
People, being the report of the President’s Water Resources Policy 
Commission of 1950 as it reflects the reductions brought about by com 
petition reductions in power rates. 

I want the part contained in the first column of the page. It shows 
that in 1941 wholesale electric power to rural electric cooperatives in 
Texas was 1.03 cents per kilowatt-hour, in 1950 it was fifty-six hun- 
dreds of a cent or 5.6 mills, that in Oklahoma in 1941 it was 11.6 mills. 
In 1950 it was 5.8 mills. 

In Colorado in 1941 it was 13.2 mills and in 1950 it was 13.2 mills. 

In combined area of Maine, New Hampshire, Vermont, New York, 
New Jersey, Delaware, and Maryland it was 12.5 mills in 1941, and 
14.7 mills in 1950. 

In Texas and Oklahoma there was competition with Southwestern 
Power Administration, in Colorado and the New England areas there 
was no competition. 

Mr. Wesley Clendennen, Kansas Electric Cooperative, Topeka, 
Kans. 

Vorce. Mr. Clendennen could not be here this morning. 
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Senator Kerr. All right. 
Mr. Steve Schauwecker, Linn, Mo. 


STATEMENT OF STEVE SCHAUWECKER, CENTRAL ELECTRIC POWER 
COOPERATIVE, LINN, MO. 


Mr. Scuauwecker. Mr. Chairman, gentlemen: My name is Steve 
A. Schauwecker. I am president of Central Electric Power Cooper- 
ative of Jefferson City, Mo. Central is a generating and transmission 
cooperative serving 100,000 rural electric users in central and south 
central Missouri. 

Central Electric Power Cooperative has an interchange contract 
with the Southwestern Power Administration and is now purchasing 
power from the Southwestern Power Administration at schedule A 
rate. 

I understand that the Department of Interior is now proposing a 
new rate which will be approximately 40 percent higher than the 
old schedule A rate. Allegedly, the Department of Interior is basing 
the increase on higher costs allocated to the electric facilities pro- 
vided for in the construction of the dams. We question the increase 
and wonder what justification for the increase can be given, especially 
on dams already constructed. In allocating costs for the electric 
facilities installed in Denison and Norfolk Dams, Congress charged 
30 percent of the total cost of the dams to the electric facilities. We 
have been informed that bureaus, departments, and agencies are recom- 
mending to the Federal Power Commission a charge to the installed 
electric facilities of dams as high as 76 percent, which we feel is 
unjustified and unwarranted. Therefore, we believe that specific 
legislation is badly needed to correct the inequality in allocating 
costs to power. 

I am also manager of a distribution cooperative which serves 5,600 
rural consumers, mostly farmers who are already in economic distress 
because of depressed farm prices and the high cost of the items they 
have to buy. Therefore, gentlemen, [ hope you can see what an addi- 
tional burden would be placed on these same farmers by a 40 percent 
increase in electric rates as proposed by the Department of Interior. 

If the proposed increase is granted, the consumers of the coopera- 
tive of which I am manager will be required to pay approximately 
$277,200 more for their power during the next 5 years than they would 
under the present Saepieds A rate. Therefore, we urge you gentle- 
men to consider adoption of legislation that will assure our farmers 
of not being saddled with an unfair and unjust economic burden, 
which we believe would be the case if the proposed rate increase were 
approved. 

Senator Kerr. Thank you very much, Mr. Schauwecker. I would 
like to ask you a question. 

You say that it would require your group of cooperatives to pay 
approximately $277,200 more for their power during the next 5 years. 
How did you arrive at that figure? 

Mr. ScuoauwecKer. On past experience we have an increase of 
about 10 percent every year in increased consumption and based on 
past experience and applying the 10-percent increase this figure was 
arrived at. 

Senator Kerr. Giving effect to the expected increase ? 
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Mr. Scuauwecker. That is right. 

Senator Kerr. You say 10 percent a year is the experience of your 
cooperative ¢ 

Mr. ScHauwecker. Yes, sir. 

Senator Kerr. It just happens that the national experience is that 
power consumption doubles each 6 years. On the basis of your experi- 
ence it is about every 9 years. 

Mr. SCHAUWECKER. Well, sir, in the past it has doubled in 5 years, 
but we are up to a consumption of 180 kilowatt hours per month per 
member and the increase is somewhat slower at this period. 

Senator Kerr. Fine, thank you very much. 

Mr. Scuauwecker. Thank you gentlemen for permitting me to be 
heard. 

Senator Kerr. I understand Mr. Floyd Taylor has filed a statement. 

Didn’t you tell me that Mr. Clendennen had filed a statement and 
left ? 

Vorice. Yes, sir, Mr. Taylor has filed a statement and cannot be here. 

Senator Kerr. Mr. Floyd Carter. 


STATEMENT OF FLOYD CARTER, MANAGER, GRAYSON-COLLIN 
ELECTRIC COOPERATIVE, VAN ALSTYNE, TEX. 


Mr. Carter. Mr. Chairman, members of the committee, I am Floyd 
Carter, manager of the Grayson-Collin Electric Cooperative, of Van 
Alstyne, Tex., and representing 4,600 farmers of Grayson and Collin 
Counties with our system lying on the south shores of Lake Texoma. 

Our members are very grateful to the Congress of the United States 
for making it possible for such a business to be organized and making 
it possible for the farmer to have the unequalled benefits of electricity. 

Senator Kerr. I would like to interrupt for just one question, Mr. 
Carter. 

You say your members are on land on the south shore of Lake 
Texoma ? 

Mr. Carrer. Yes, sir. 

Senator Kerr. Are you aware of how much more advantageous it 
would be if they were on the north shore of Lake Texoma? 

Mr. Carter. Well, I might disagree with you on that. 

Senator Kerr. All right. 

Mr. Carrer. The co-op was organized in good faith that it would 
have the financial backing and full support of the Government body 
which made it possible. 

Our aye ang co-op was set up on a feasible basis of three members 
per mile of line and as long as our density was such and we had no 
other losses, our financial operations were in wonderful shape. But 
as time went on our density dropped and ice storms sapped our re- 
serves. Then in 1951 there was no other solution except to raise the 
rates of our members. 

Our good members accepted the new rates remarkably well ond 
within 214 years’ time with a good power-use program, we had over- 
come these losses and were operating in the “black” and have con- 
tinued to do so to date. 

_ But now, gentlemen, we are faced with another obstacle. This 
issue of SPA costs allocations and revised rates, which, if they ma- 
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terialize will definitely cause another adjustment in our retail rates— 
this would be 2 increases in a 5-year period. ‘This would be dis- 
couraging to many of our members, especially those living in our 
suburban areas which border the power company territory—and I 
might mention that these areas are responsible for the progress of 
our co-op—for these customers have taken the place of many farms 
which have been vacated and swallowed up by larger farms. The fact 
is that these customers would finally become so dissatisfied that they 
would be taken over by the power companies and all the co-op would 
have left would be the isolated farms which are now much fewer than 
they were in 1938—and the co-op would have to resort to higher and 
higher rates and the first thing we know, we would be back where we 
started—with electric power too high for the farmer. 

Now our cooperative is a self-sustaining organization and it is 
our intent for it to continue so we do not want to be subsidized; 
neither should SPA be subsidized but that cost allocation should be 
distributed as originally set out by Congress and should be put into 
law in order that the preference customer may have a comparable 
power rate with a sound and soluble organization. 

We appreciate the opportunity of appearing before this committee 
and it is not our intention to rely on your sympathy or request any 
privileges, but we feel that the Congress of the United States who 
laid such a substantial foundation for the electric cooperatives would 
provide a set structure for the development of a sound business 
organization. 

Thank you. 

Senator Kerr. All right, Mr. Carter. 

Are there questions ? 

Thank you very much, Mr. Carter. 

Senator Kerr. Mr. Troy Mitchell filed a statement, Mr. Holladay 
filed a statement. Mr. Milton, T. Potts, Sam Houston Electrie Co- 
operative, Livingston, Tex. 

A Vorce. Mr. Chairman, Mr. Potts is not present this morning. I 
am sure though, he has filed his statement. 

(There follows statements of Messrs. Owens, Holladay, and Potts.) 


STATEMENT OF JAMES OWENS, MANAGER M. & A. ELEctTRIC POWER COOPERATIVE, 
PopLar Biurr, Mo. 


Mr. Chairman and members of the committee: The M. & A. Electric Power 
Cooperative is a generation and transmission cooperative with seven member 
distribution cooperatives in southeast Missouri and northeast Arkansas. Three 
of these member cooperatives are now being served by M. & A. with a gene 
rating plant at Poplar Bluff and purchase of additional power from the South- 
western Power Administration. 

The proposed. 40 percent increase in schedule A rate of SPA had it been ap- 
plied to our 1955 purchases from SPA would have increased our operating costs 
$44,789.52. Based on our 1956 budget estimates this proposed 40 percent in- 
crease will increase our operating costs $56,500. Projecting our power loads 
to 1960 indicates an increase in operating costs of $438,300 for the 5-year period 
1956 through 1960 to supply the 3 cooperatives now being served. 

If such an increase in operating costs occurred at M. & A. as a result of the 
proposed SPA schedule A rate it would result in an increased cost of power to 
the ultimate farm consumer in this area. In the face of generally reduced 
farm income and 4 years drought in this area any increase in cost of such a 


vital necessity as electric power would be very unfavorably received by the rural 
consumer, 
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STATEMENT OF R. E. Hotiapay, JR., MANAGER, NORTHEAST LOUISIANA 
POWER COOPERATIVE, INC. 


Mr. Chairman and gentlemen of the committee, I am R. EB. Holladay, Jr., of 
Winnsboro, La., member of the advisory committee on power for the Southwest 
and manager of the Northeast Louisiana Power Cooperative, Inc., of Winns 
boro, La. 

As a member of the advisory committee, I represent 13 electric cooperatives of 
Louisiana, which served 100,013 connected consumers as of December $1, 1054 

Using 1954, since this is the last year for which I have complete statistics for 
all 13 of the cooperatives which I represent, I present the following: 

During 1954 these 13 cooperatives did not generate any power. They pur- 
chased from electric utility companies in their area, during 1954, 196,575,114 
kilowatt-hours of electric energy. They paid a total of $1,068,031 for this elec- 
tricity, at an average of 5.41 mills per kilowatt-hour purchased. If these same 
196,375,114 kilowatt-hours had cost these 13 cooperatives 7.71 mills per kilowatt 
hour, the amount paid for power would have been $1,514,052, or $451,021 more 
than was paid. If the cost of power at the dams, or from SPA, is raised from its 
present level to 7.71 mills per kilowatt-hour, we can with certainty expect to 
receive a corresponding increase in our present wholesale rates when our present 
wholesale power contracts expire, and probably before. Our wholesale power 
rates in Louisiana were 1.2 cents per kilowatt-hour until Ark-La Generating 
Cooperative was organized and began surveying transmission lines in Louisiana 
This caused an immediate reduction to 8.5 mills per kilowatt-hour: and in 1950, 
when there was a proposed plan to construct lines that would have made SPA 
power available, the power companies reduced our rate to 5.6 mills per kilowatt 
hour, and 30 days later another modification was made in order to kill the 
proposed connections with SPA. 

We are of the firm opinion that the present SPA rates, together with the 
present possibility of our securing power from SPA, it being the only other 
present source in our area other than the private power combine, is the only 
reason that we have been able to hold our wholesale power rates at their present 
level. If the availability of other power is removed or if the price of possibly 
available power is arbitrarily raised, as is now suggested, thus removing what 
is now a very effective bargaining point and what has been a measure or base 
by which we have been assisted in securing our wholesale rates at their present 
level, and at, or below, which level we are sure the present so-called private 
utilities still receive a reasonable profit—if such bargining point and measure 
are removed we believe it will have a very serious effect upon our wholesale rates, 


and thus upon our ability to pay our obligations to the Treasury of the United 
States. 


STATEMENT OF MILTON T. Ports, MANAGER, 
COOPERATIVE, INC. 


Sam Houston ELectric 


Mr. Chairman and members of the committee, my name is Milton T. Potts. | 
am manager of the Sam Houston Electric Cooperative, located at Livingston, 
Tex. 

The cooperative serves 8,675 members on 2,500 miles of line and has an average 
density of 3.36 members per mile, using an average of 178 kilowatt-hours per 
member. 

I do not plan to cover any items covered by previous statement or testimony, 
but to point up some of the things which have not been previously clarified. I 
would like to insert in the record testimony made before the Committees on 
Appropriations for Southwestern Power Administration in preceding years. I 
have further projected these tabulations to include the year 1955, attached as 
Exhibit C. (Exhibits A and B are previous testimonies just mentioned.) 

You will note the statement made regarding rate reductions, beginning in 
1945: Another in 1948, and the last and final one in 1950 which was the South- 
western Power Administration rate without the contract demand feature. The 
utility affected will agree on this, I am sure, since they have not challenged or 
refuted this testimony as of this date. 

We know why these reductions were made and can document them, we believe, 
to the satisfaction of the committee. You will note a copy of a letter from R. S. 
Nelson, president of Gulf States Utilities Co., directed to my attention dated 
July 6, 1950. This was when the last and final reduction to our cooperative was 
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made and we had already bound ourselves by letter to receive service from SPA 
at these two points of delivery and request they not be subject to the regular 
terms of our contract in effect at other points of delivery. 

Douglas Wright will remember a meeting called in Dallas where he and 
members of his staff were present, as well as Mr. W. W. Lynch, president of 
Texas Power & Light, his staff, Mr. R. S. Nelson, D. N. Beasley, manager of 
Deep East Texas Electric Cooperative at San Augustine. Mr. Wright was asked 
by Mr. Nelson, of Gulf States Utilities, to delete all line now projected to serve 
the Sam Houston Electric Co-op. since they had met the SPA rate and were no 
longer needed. Mr. Wright told Mr. Nelson the decision was up to the coopera- 
tives. The lines referred to were Neches River to Corrigan and Corrigan to 
Doucette. Mr. Nelson said his company wanted to build the latter line to tie 
their system together. It was agreed to build the one from Neches River to 
Corrigan and delete the one from Corrigan to Doucette. 

You will note a letter to Congressman Tom Pickett, dated April 19, 1947, which 
also points up to the above subject. I believe this letter was written about the 
time or before the first SPA rate was announced. 

Since I have served on the Wholesale Rate Committee since August of 1944 and 
sat in on negotiating the contracts made by the co-ops in our area; since that 
time I am in a position to know why these reductions and present increases 
were made. 

We recognize the utilities in our area are good business people and are going 
to set rates to give them the best return on their investment if some competitive 
alternate source of power is not available for our needs. That has been true in 
the past and we are confident it will be true in the future. 

We know hydropower may not always be cheap power, but it was so much 
cheaper than what we were paying before that we think it is cheap. I believe 
this is brought out by the charts. 

Another point which must be taken into consideration is we don’t deliver to 
the member meter on the average co-op but 80 to 82 percent of the power pur- 
chased, due to line losses. So if you use the 40 cent increase per consumer per 
month—it would really come out about 48 cents or 20 percent higher. 

Since we are charged with the responsibility of area coverage our job is becom- 
ing more and more difficult, as from 20 to 25 percent of our members are mini- 
mum users who are not now paying their way on an incremental cost basis, and 
have to be carried by the other 75 to 80 percent. 

The cost of power to our members, on an average bill is now higher than the 
utilities operating in our area, so we feel any increase in cost would be a burden 
to our farm people who are already operating under considerable handicap. 

We would like to see the Congress give consideration to corrective legislation 
on cost allocations to power on multipurpose dams and the application of the 
present new formula be delayed until this has been done. 





ExuHrsir A 


STATEMENT OF MILTON T. Porrs, MANAGER, SAM HoUsTON BLECTRIC COOPERATIVE, 
Inc., LIVINGSTON, TEx. 


We have set out in the followjng paragraph why the Sam Houston Electric 
Cooperative and its 6,300 members are convinced the SPA specifically should 
have all the money allocated by the Committee on Appropriations and especially 
that portion requested for miscellaneous construction and plannings. 

It is an established fact in business circles that every business operating, either 
private or public, bas to have unencumbered capital available for emergencies 
which arise in every business. The private utilities have, the cooperatives have, 
and every other form of business successfully operated has. For this reason, we 
do not know why the SPA should not be granted the same privilege. These funds 
are of special interest to our cooperative since a portion of the $500,000 asked for 
was to be used to build lines to us and adjoining cooperative and have been 
responsible for the power company reducing their rates again and again, even 
though the lines have not been completed as of this date. 

Experience has taught the Sam Houston Electric Cooperative and its 6,300 
members it is imperative to have two sources of power available so we will be 
assured of getting the lowest possible rate from the utilities serving us at our 
many points of delivery now. 
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You will note the following chart which explains in more detail every rate 
reduction given to the cooperative can be marked by new activities of the coopera- 
tive to get power from SPA, and the nearer it became a reality the greater was 
the reduction in wholesale power rates. We would like to call your attention espe- 
cially to the last column, which shows what we were paying in 1941 and what 
we are paying in 1950 and 1951. 


Average Average a vores 

: yearly cost to con- Part of dol- — 

, Number of year cost per 

Year : kilowatt- sumer per lar paid for : 

ComaEerS hour used kilowatt power as 
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1943. ... ‘ ; ‘ 1, 327 640 0628 272 01286 
elie ttc ae 1, 579 663 o612 273 01282 
el a Rina Gp dl : 7 2, 006 61 0no2 . 18 OORSS 
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ead eee re 3, 932 883 0528 . 191 . 00775 
WL dA tase neat stoenaeeee it 5, 234 936 . 0406 .176 00659 
LCS EE ee ee 5, 946 1,172 . 0439 -17 . 00586 





1 First negotiation with power company and contact with SPA, 1944 

2 2-year adjustment because of faulty metering equipment on large substation 
3’ Next rate reduction 1948, after activities of Texas and Louisiana cooperatives. 
4 Next rate reduction when SPA line was assured, July 1950. 





GuuF States UtTriiities Co., 
Beaumont, Tez., July 6, 1950. 
Mr. Mrixton Ports, 
Manager, Sam Houston Electric Cooperative, Inc., 
Livingston, Tez. 

Dear Mr. Porrs: On June 6, 1950, we submitted for execution three copies of 
agreement for electric service dated May 25, 1950, containing new rate schedule 
REA. The new agreement covers points at which we are now supplying your 
electric requirements and also contains additional locations at which you pro- 
pose to take electric service. 

It is our understanding that you may, at some later date, wish to discontinue 
taking the electric power being supplied by us at the point of service near Cor- 
rigan, Tex., north of the Corrigan-Lufkin Highway, and at the point of service 
on the west side of Highway 69 at Doucette, Tex. We understand that the 
discontinuance of taking electric service from us at these 2 locations will be 
conditioned upon the transfer of the 2 points of service to the Southwestern 
Power Administration when and if available to you at these 2 points. 

We wish to advise that it is agreeable with Gulf States Utilities Co. for you 
to transfer the two points described for the reasons outlined above. 

Yours very truly, 
R. S. Netson, President. 


City or LIVINGSTON, TEx. 
Hon. Lynpon B. JOHNSON, 


United States Senate, Washington, D. C. 


DeaR SENATOR JOHNSON: The city of Livingston and its citizens are very much 
interested in the hearing on the Department of Interior’s appropriation bill, 


which we understand will come before the hearing committee of the Senate 
Monday, May 21. 
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We are especially interested in that portion of the appropriation bill insofar 
that it concerns the Southwestern Power Administration. 

The city of Livingston owns its light and powerplant, whose production now 
requires its entire capacity. This will necessitate the purchase of power or 
the purchase and installation of a large gas engine within the next 12 months. 
An engine of this size could not be delivered in less than 18 months’ time. 

The city of Livingston’s cost of production per kilowatt for the period of 
1945 to 1951 averages 9.12 mills; our cost of production for the year of 1950, 
10.921 mills per kilowatt-hour. 

The Southwestern Power Administration has now under construction a line to 
Corrigan which is located 22 miles northeast of Livingston. They have assured 
us that unless all appropriation to their department is discontinued, we could 
expect to be furnished power by them within the next 2 years. The Southwest- 
ern Power Administration rates schedule for the municipalities and REA projects 
is approximately 5.4 mills. 

The difference in the two rates as quoted makes Federal power very attractive 
and we understand these rates are based so that all money appropriated by 
the Federal Government will be repaid. 

We would appreciate very much any help you could give us in regard to the 
hearing on this appropriation bill and its final passage. 

Sincerely yours, 
B. E. Cocuran, Mayor. 


Exnursit B 


STATEMENT OF MILTON T. Ports, MANAGER OF SAM Houston ELeEcTRIC COOPERATIVE, 
LIVINGSTON, TEX. 


Through the Southwestern Power Administration the Department of Interior 
has been carrying out the policies as prescribed in the Flood Control Act of 1944, 
as amended, in the marketing of electric power and energy produced at Govern- 
ment-built multiple-purpose projects in the service area of the Southwestern 
Power Administration. This program has embraced the execution of contracts 
for the interchange of power between the Southwestern Power Administration 
and Texas Power & Light Co. in this area. 

The following enumerated accomplishments of the Southwestern Power Admin- 
istration has been extremely beneficial to the economy of this area. 

During the period of operation of the Southwestern Power Administration 
wholesale power rates have been reduced to the rural electric cooperatives 
where such power is available from the multiple-purpose reservoir projects 
owned by the Government. This saving has been substantial to the members of 
Sam Houston Electric Cooperative at Livingston, Tex. 

The Department of the Interior through the Southwestern Power Administra- 
tion has effectuated contractual relations with the Texas Power & Light Co., and 
is now serving the Sam Houston Electric Cooperative at Corrigan, Tex., through 
lines of the Texas Power & Light Co. and 10 miles of line built by the South- 
western Power Administration. 

The program of the Department of the Interior, since the creation of the 
Southwestern Power Administration, has not adversely affected the commercial 
power companies’ generation and transmission development but in our area 
has resulted in bringing additional power to areas where needed, without resulting 
in duplication of capacity. 

The Southwestern Power Administration has carried on extensive negotiation 
with commercial power companies and rural electric cooperatives in order to 
bring the benefits of Federal hydro power to our area in keeping with the policies 
enumerated in the Flood Control Act of 1944, as amended. 

Texas Power & Light Co. contracts with the Southwestern Power Administra- 
tion provide for delivery by the Southwestern Power Administration, into the 
system of the company, certain quantities of capacity and electric energy, with 
the right of the Southwestern Power Administration to recapture, from the 
company systems specified maximum quantities of capacity and electric energy 
for resale. 

On behalf of all the members of the Sam Houston Electric Cooperative repre- 
sented we urge the Administration and the Congress to: 

(1) Retain the Southwestern Power Administration as a marketing agency 
for hydroelectric power in the Southwest area as now defined. 
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(2) Actively support the retention of the “preference clause,” contained 
in the Flood Control Act of 1944, as a necessary safeguard to the general 
public interest, in the development of the Nation's natural resources. 

(3) Support retention of Government ownership and control of generating 
and transmission facilities dedicated to the development of the natural 
resources in the Nation. 

(4) Maintain the construction of additional multiple-purpose reservoir 
projects in conformity with the announced policy of the Congress 

Some of the specific benefits derived by the Sam Houston Electric Cooperative 
are wholesale rate reductions to its 8,000 members since the cooperative began 
in 1940 when they only had 448 members are indicated by the following graph: 
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1 First negotiation with power company and contact with SPA, 1944 

? Yearly average 0.00825. 

3 Next rate reduction 1948, after activities of Texas and Louisiana cooperative 
‘Next rate reduction when SPA line was assured, July 1950. 


The greater portion of these reductions have come about since the injection 
of the Southwestern Power Administration into the area served by the coopera- 
tive and its negotiation with the private power companies on rates for the de- 
livery of power to the cooperatives on their lines. Unfortunately the majority 
of the power has always been purchased from the Gulf States Utilities Co., who 
does not have any connection with any power produced by the Government 
through multipurpose dams, but negotiations are now underway for the co- 
operatives in the southeast Texas and Louisiana to obtain a block of power in 
the Southwest to be moved over the lines of various cooperating private electric 
companies. This is in line with the policy as now expounded by the present ad- 
ministration in the distribution of electric power. It is hoped through the good 
offices of the Department of the Interior, acting through the Southwestern Power 
Administration located in the Southwest at Tulsa, Okla., these contractual ar- 
rangements can be worked out satisfactorily. If the offices of the Southwestern 
Power Administration are removed to Washington, thereby eliminating the close 
cooperation between the Government and its people located in the Southwest, I 
believe it would be an indication to those companies with whom we are now 
negotiating that eventually the Southwestern Power Administration would be 
eliminated as a factor in negotiation between the private companies and par- 
ticularly the cooperatives who do not have the personnel or the type of personnel 
as is now a part of the operation of the Southwestern Power Administration, to 
whom they can go for advice and direction in the negotiation for this power and 
its ultimate delivery to the metering points of the cooperative. As many of you 
know, the Rural Electrification Administration has eliminated many of these 
services to the cooperative and it is easy to see why we would be working at a 
great disadvantage as individual cooperatives against the highly trained tech- 
nical personnel employed by those with whom we would be negotiating, and if 
the rates of our cooperative are raised to what they were prior to the creation 
of the Southwestern Power Administration it would mean that our farm people 
would be paying $201,400 for the power we purchased last year for $88,395.92, 
or a difference of $113,007.08. 








258 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


It would have meant our cooperative would have to raise the rates to its 
farm members who are now paying more for power than the towns and cities 
near where they are now operating because we have exetended our lines to the 
thin areas believing that our rates would remain between 5 and 6 mills per 
kilowatt-hour and have made loans from the Rural Electrification Adminis- 
tration on that basis knowing that we could pay the money back as long as 
our power rates did not materially increase. The elimination of the South- 
western Power Administration as an agency in this area could jeopardize the re- 
payment of the loans of 80 percent of the cooperatives operating in the area 
served by them. I believe you will agree with me that serious study should 
be given this matter before any steps should be taken which would jeopardize 
the interests of so many people and curtail the use of so vital a necessity to 
the farm families of the southwestern area of these United States. We there- 
fore petition you to continue the Southwestern Power Administration at the 
present domicile of Tulsa making what changes are necessary to conform with 
the overall interest of the people in the area and the general policy of the 
Congress. 





APRIL 19, 1947. 
CONGRESSMAN Tom PICKET, 


House Office Building, 
Washington, D. C. 


Dear Tom: It is my understanding that Southwestern Power Administration's 
appropriation bill is now up for passage. It is the opinion of the cooperative 
and its board of directors that this administration has done an excellent job in 
assisting the past war effort and the industrialization of the portion of Texas, 
which is served. I am of the opinion that they have been materially helpful 
in bringing about rate reductions to the cooperative and the other consumers 
in this area. 

I have just recently received a copy of the contract made between the Texas 
Power & Light Co. and Southwestern Power Administration, and think that it 
is an excellent piece of work and shows cooperation not only from the power 
companies involved, but from administrator, Doug Wright, who negotiated this 
contract. I think it will be mutually appreciated by all as it will give us means 
to seek new rates from one of our power companies, the Gulf States Utilities. 
At the present time, we are paying 5.6 mills per kilowatt-hour for power pur- 
chased from Texas Power & Light Co. and 8.25 mills per kilowatt-hour for power 
purchased from the Gulf States Utilities. You will note that power purchased 
from the Gulf States Utilities is approximately 47 percent higher. 

I do not think that it is the desire of the Southwestern Power Administration 
or its Administrator, Douglas Wright, to put the various companies out of busi- 
ness, but merely to carry out the law as set up under the Flood Control Act. 

Your support of the Southwestern Power Administration’s appropriation will 
be greatly appreciated by our board of directors and the 2,600 farm families that 
are now being served by the cooperative, as well as the 3,400 that will ultimately 
be served, provided we can get a rate that will justify these extensions to the 
farmers in the forks of the creek. 

I trust that you are having nice weather in Washington and that you are now 
in there fighting for our appropriation for the rural electrification cooperatives 
in Texas and the United States. 

Under separate cover, I am sending you a book, put out by the Farm Journal, 
showing the various counties and the amount of farm families receiving service 
in this area in 1940. From a recent study with the Texas Power & Light Co., 
there are still a large number of farms without electric service in your district. 
I would like for you to check these figures on Polk County and other counties 
in your district, and I think you will find that the job is far from completed. 
Noting Polk County, I find that only 3 percent of our farms were electrified in 
1940. I find that in San Jacinto County only 2.1 percent were electrified in 1940. 
If you will check the other counties, I believe you will agree with me that we 
should have the $250 million asked for this year for the cooperatives to build 
rural lines. 

I would appreciate your passing this book to Judge Combs when you have 
checked the various counties in your district as the same thing is true in the 
area he represents. 

Thanking you for all past favors, I remain, 

Very truly yours, 


Sam Houston ELecrric Cooperative, 
Mixton T. Ports, Manager. 
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UNITED STATES DEPARTMENT OF THE INTERIOR, 
SOUTHWESTERN POWER ADMINISTRATION, 
Tusa, OKLA., October 8, 1946. 
Subject : Power distribution and sales 
MILTON T. Ports, 
Manager, Sam Houston Electric Cooperative, Inc. 
Livingston, Tez. 

Dear Mr. Ports: We have your letter of October 6 transmitting a copy of the 
Cleveland Advocate showing an advertisement questioning a possible source 
of power supply for the town of Livingston, Tex. You suggest that we furnish 
a copy of the plans of the Southwestern Power Administration for consideration 
in this connection. 

There is attached for your information a copy of the report of this Admin- 
istration setting forth our plans for marketing and distributing power in this 
area. It appears quite likely that it will be at least several years before 
there is any possibility of this Administration being in a position to serve any 
community with power in the Livingston area. 

It is not our policy to take part in any local discussion as to whether or 
not a particular power system should be publicly or privately owned. We 
believe that is an issue that should be settled by the people immediately con- 
cerned. It is our purpose, however, to make power available from the public 
developments in this area to any consumer desiring it in accordance with the 
preference laid down by the Congress to the maximum extent of our ability. 

Very truly yours, 
Dovue.as G. Wricut, Administrator. 
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! First negotiation with power company and contact with SPA, 1944. 

2 Yearly average 0.00825. 

3 Next rate reduction 1948, after activities of Texas and Louisiana cooperatives. 
4 Next rate reduction when SPA line was assured, July 1950. 


Senator Kerr. Mr. J. M. Maddox, Southwest Electric Cooperative, 
Tipton, Okla. 

A Voice. Pardon me, he just had to leave just this minute to catch 
a plane and he also has filed his statement. 

Senator Kerr. Fine, he is one of our outstanding citizens in Okla- 
homa. 

(There follows statement of Mr. Maddox:) 


STATEMENT OF J. M. Manpox, MANAGEF SouTHWEST RURAL ELeEctTrIC ASSOCIATION, 
INC. 


Mr. Chairman and members of the committee, my name is J. M. Maddox. I am 
manager of an REA-financed cooperative, the Southwest Rural Electric Associa- 
tion, Inc., at Tipton, Okla. The area served by this cooperative is located in 
southwest Oklahoma and adjacent counties in Texas. 
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Power is purchased for the Oklahoma members from the Western Farmers 
Electric Cooperative, a generation and transmission cooperative with head- 
quarters in Anadarko, Okla. The power which we distribute to our Texas mem- 
bers is purchased from West Texas Utilities Co. 

We are serving some 4,200 farm homes in the two-State area. The financial 
condition of our members has suffered along with that of other farm people. 
An increase in the cost of retail power would be a severe blow at this time. 

It is our understanding that the allocated costs to power have been greatly in- 
creased by a new formula which has been developed, and that those cooperatives 
which purchase power directly or indirectly from the Southwestern Power Ad- 
ministration will have their power costs increased by 40 percent. 

We have estimated an increase in power needs for 1956 at 12 percent and for 
the next 4 years at 10 percent per year. The effect of a 40-percent increase in 
power costs for the 5-year period is shown in the table which follows: 
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Total estimated increased cost in 5 years_|............-.|-.------------ 


| 
ee ales | 367, 623 


We sincerely hope that the Congress will give serious consideration to the 
matter of cost allocations of Federal multipurpose dams and that the application 
of this new formula will be delayed pending the study of the Congress. 


Senator Kerr. Mr. Robbins has filed a statement, Mr. Green has 
filed a statement. 


(There follows statements of Messrs. Robbins and Green :) 


STATEMENT OF GEORGE N. RosBBINs, MANAGER, BARRY ELECTRIC COOPERATIVE, 
CASSVILLE, Mo. 


Mr. Chairman and gentlemen of the committee, my name is George N. Robbins. 
I am manager of Barry Electric Cooperative of Cassville, located in the south- 
west part of the State of Missouri. This cooperative was organized in 1946 
and serves approximately 3,600 consumers of which approximately 2,200 are 
farms and 1,000 rural town residential and 400 commercial and industrial users. 
The drought of the past 3 years has caused great loss in our area and our farm- 
ers have had to buy feed and hay in order to keep their livestock. 

Our industrial plants, which manufacture hardwood flooring, lawn mower 
rollers, and process poultry and milk, have employed part of our farmers but 
the general economic condition is not good. 

I have not been sent this great distance by our members to cry on your shoul- 
ders, gentlemen, but they would like to know if this proposed increase in electric 
rates can be avoided. In the production of poultry, milk, beef, apples, and straw- 
berries, and the manufacture of our forest products, electricity is essential. I 
previously stated that our cooperative was organized in 1946. At that time it 
Was necessary to enter into a power contract with the KAMO Electric Coopera- 
tive in order to secure an adequate power supply. Although we do not purchase 
power directly from the Southwestern Power Administration, KAMO Electric 
has no generation and buys SPA power to supply the Missouri cooperatives and 
passes that power along to us. Our cost of power for the year 1955 amounted 
to $99,260.96 and to increase this by 40 percent would amount to a total cost of 
$136,965.34, or an increase of $37,704.38. Our operating margin for 1955 was 
$18,131.33. Had the proposed increase been effective in 1955, we would have had 
a deficit of $19,573.05 which would have had to been passed on to our members. 

This means, gentlemen, that we could not meet our obligations to the Federal 
Government on the money we have borrowed from REA. At the present time we 
are meeting those payments. For example, in 1955, our cooperative paid $32,- 


383.72 to REA for interest and payment on our outstanding balance. But if this 
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power cost increase goes through, we would fail to make those payments by 
ubout $6,000 this first year. In future years, as our debt service increases, we 
would go even more in default on our loan payments to REA 

If a study of the allocated cost of the multiple-purpose dams producing electric 
power can lighten this financial burden on our members, it would be greatly 
appreciated at this time. 





STATEMENT BY TRUMAN GREEN, MANAGER OF CENTRAL ELEcTRIC POWER 
COOPERATIVE, JEFFERSON Crry, Mo. 


Mr. Chairman and gentlemen of the committee, Central Electric Power Cooper- 
ative owns and operates transmission lines which are leased to the Southwestern 
Power Administration in order to deliver power from the Government dams to 
the rural electric distribution cooperatives in central Missouri. 

Under this arrangement, SPA delivers firm continuous power at the SPA 
schedule A rate of about 5.6 mills per kilowatt-hour, which SPA now proposes 
to increase to about 7.7 mills per kilowatt-hour, or about a 40-percent increase 

All the electric users from SPA over Central's system are considerably alarmed 
and shocked at this drastic rate increase since the results adversely affect the 
feasibility and solvency of each cooperative. 

The loans to some of these distribution cooperatives were based on the antici- 
pated cost of about 6 mills per kilowatt-hour for electric power, so the proposed 
increase will obviously cause (1) a more difficult financial position, (2) lessen 
ability to repay loans to REA, (3) no further expansion to serve the remaining 
unserved rural areas, and (4) probable rate increases to the farmers now 
being served. 

A 2 mill per kilowatt-hour rate increase as proposed would mean the following 
if applied to all the rural electric users in Missouri: 


Fstimated kilo- | 


id ynal cost Dp 

Year watt-hours pur- Add iti nal co t per 
vear 
chased . 

 — / : 069, 000, 000 $1. G38, 000 
1957. ‘ - em oe 1, 087. 000, 000 | 2, 074. 000 
1958. . . aa as | 1. 110. 000, 000 2 220. 000 
1959... a a ; aR st aaa 1, 189, 000, 000 | 2, 378, 000 
ert a Oe es wa a) , 272, 000, 000 2, 544, 000 
Total additional cost during 5-year period 1956-60__-. 11, 154, 000 


For the above table it is readily seen that a 2-mill-per-kilowatt-hour increase 
in cost of electric power would add over $2 million per year more cost on to 
the already hard-pressed farm people of Missouri. 

We certainly are grateful to this committee for the opportunity to expose 
the results of such a drastic rate increase. We do not believe this rate increase 
should be made. 

We urge and beg that your committee or any other proper committee take 
the following steps in order to protect the small rural user of electric power in 
the Southwest: 

1. Ask either or both the Interior Department or the Federal Power 
Commission to hold up adoption or application of the proposed new rates 
pending a complete investigation of the basis for such rate increase. 

2. Instigate an investigation of the reason for such drastic rate increases 
to determine the facts involved. 

3. After the facts are available, take directive or legislative action to 
correct this situation and prevent future conditions of this kind that upset 
an entire section of the country. 

Thanks for making this hearing possible and if at any time we can supply 
information, data, or help in any way to correct this situation, please call 
on us. 


Senator Kerr. Mr. F. A. Martz, of Cameron, Mo. 
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STATEMENT OF F. A. MARTZ, MEMBER, ADVISORY COMMITTEE ON 
POWER FOR THE SOUTHWEST 


Mr. Martz. Mr. Chairman, and members of the committee, my name 
is F. A. Martz and I am manager of the N. W. Electric Power Co- 
operative with headquarters at Cameron, Mo. 

My cooperative is a generating and transmission cooperative, re- 
ferred to as a G. and T. cooperative. We own and operate approxi- 
mately 1,000 miles of transmission lines, 41 substations, and a 40,000- 
kilowatt steam-generating plant. 

We serve eight member distribution cooperatives all of their power 
requirements, delivered to them at their load centers. We have con- 
tracts with Southwestern Power Administration, referred to as SPA. 

One contract provides for the leasing of approximately 254 miles . 
of 161-kilovolt transmission line, and 1 161-kilovolt substation. a 

One contract provides for the sale of the entire output of our 
40,000-kilowatt steam-generating station. We buy back from SPA, 
and here I would like to insert the words “all of,” all of our power 
requirements up to a maximum of 40,000 kilowatts. Our power pur- 
chases from SPA for the year 1956 will approximate 120 million 
kilowatt-hours. An increase of 1 mill in our power cost adds $120,000 
per year to our power costs. A 2-mill increase would increase our 
power cost $240,000 per year. 

Senator Kerr. May 1 ask you the amount of your annual principal 
reduction payments to the National Rural Electric Administration 
on your loan ? 

Mr. Marrz. I don’t believe I quite followed you, Mr. Chairman, 
would you 

Senator Kerr. You borrowed money from the REA ? 

Mr. Martz. Yes, that is correct, sir. 

Senator Kerr. You are paying back per year? 

Mr. Martz. Yes, sir. 

Senator Kerr. Well, how much per quarter? 

Mr. Martz. Well, it is on a graduate scale. 

Senator Kerr. I am talking about the principal. 

Mr. Martz. Well, it is on a graduated scale. 

Senator Kerr. What are the present requirements? 

Mr. Marrz. They will run—I can get it for you in just a second, 
I have it here in my briefcase, if I may. 

Mr. Chairman, beginning in 1955, our annual debt service payments 
amount to $460,000, that is within $100; 1956 they are the same. 

Senator Kerr. How much now is that for 1956? 

Mr. Martz. $460,900. 

Senator Kerr. That is principal? 

Mr. Marrz. That is principal and interest. 

Senator Kerr. How much of it is principal ? 

Mr. Marrz. About 2 percent; let’s see, the interest rate is 2 percent, 
our total debt service is 4.2 percent of which 2 percent is interest. 
Yes, our total debt service is about 4.2 percent. 

Senator Kerr. How much is your loan? 

Mr. Martz. Roughly $25 million. 

In 1957 it amounts to $681,800, 1958 it will amount to $998,000. 

Senator Kerr. All right, now then, that is enough. 

Mr. Martz. It is still going up, Mr. Chairman. 
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Senator Kerr. I understand, and if this $240,000 a year should 
be added, that would just increase your operating costs. 

Mr. Martz. By that much. 

Senator Kerr. By that much? 

Mr. Martz. That is correct, sir. 

Senator Kerr. And your estimate of 120 million kilowatt-hours is 
for 1956? 

Mr. Marrz. That is correct, sir. 

Senator Kerr. And do you anticipate the same rate of increase 
which others who have testified here estimate ¢ 

Mr. Marrz. Approximately, sir, our increase will be in the nature 
of about 10 percent per year. 

Senator Kerr. That is all right, you may proceed. 

Mr. Jones. Mr. Chairman, one question at that point. Mr. Martz, 
if your rates increased at the rate of $240,000 per year, don’t you esti- 
mate that will create a decrease in total amount of consumption in 
your area, and therefore, the debt would be increased rather than 
remain at the $240,000 figure ¢ 

Mr. Marrz. That is very possible, Congressman, I think that is a 
fair assumption, yes. 

Mr. Jonses. Do you know of any other examples in which the rates 
have been increased and the assumption increased, but as the rates 
go up, doesn‘t the consumption decrease ? 

Mr. Martz. Yes, I think that would be a true assumption. 

Mr. Jones. The theory of the Federal Government always has been 
to try to get power at the lowest possible rate and to give it the widest 
distribution. 

Mr. Marrz. That is correct, sir. 

Mr. Jones. So that sort of a situation is going to decrease the con- 
sumption per sen with a relative rate of increase per kilowatt 

Mr. Martz. That is true, sir, and particularly in our situation. We 
have a very different situation than any of the other cooperatives. 

I would, at this point—I would like to point out that under the type 
of rate now proposed our power costs remain approximately the same. 
This is an addition, I don’t want to leave an erroneous impression, 
due to the type of rate, if you will notice that Mr. Aandahl submitted 
yesterday, you will notice that due to the discounts, and we are buying 
two-thirds of our power at 161,000 volts and one-third at 69,000, our 
rate under this proposed rate increase remains approximately the 
same. 

However, that could be changed overnight if the form and type of 
rate structure was to be changed. 

I didn’t want to leave the impression that we are affected at the 
moment by this particular increase, because we are not. 

Senator Kerr. All right. 

Mr. Martz. Now, our cooperative differs from the 3 other G. and T. 
cooperatives, namely, Central Power Cooperative, KAMO Power 
Cooperative, and Western Farmers Power Cooperative, in that as of 
this moment, SPA does not lease from us approximately 690 miles 
north of our steam-generating station. 

This 690 miles north of transmission line is owned and operated by 
my cooperative to deliver power purchased from SPA to the load cen 
ters of our member cooperatives. 
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The estimated average transmission cost through the year 1964 to 
deliver power to the load centers of our member cooperatives is 434 
mills per kilowatt-hour. Therefore, the cost of power delivered to 
our member cooperatives equals the cost of power purchased from 
SPA delivered to us at our steam-generating plant, plus 434 mills 
transmission cost. 

As an example, if our cost of power purchased from SPA is 5 mills, 
then the cost of power delivered to the load centers of our member 
cooperatives is 5 mills, plus 434 mills or 934 mills per kilowatt-hour. 

Our present power costs delivered to the load centers of our member 
cooperatives is the highest of any cooperative or company purchasing 
power from SPA in all of the southwest area. 

However, the Congress has directed that certain of our contracts 
with SPA be amended to correct this situation. But as of this time, 
nothing has been accomplished to comply with this directive. 

Therefore, any rate increase, however small, poses a serious problem 
to us. 

Mr. Chairman, I would like to add a little more to that statement, 
if I may. 

Believe it or not, our cooperative loan was signed in 1950, predicated 
upon schedule A rate of the Southwestern Power Administration and 
I must admit that we were entirely unaware that any such thing as a 
recalculation or allocated costs to these dams was a remote possibility. 

It had never been our experience before to enter into a contract 
when any such thing as this was even thought of. Of course, we 
hadn't entered into hydro contracts. Over the period of years we dealt 
for many, many times with different types of contracts, and it never 
entered our mind for a moment that this rate was other than a firm 
rate and would possibly be increased slightly due to labor increases 
and operation and maintenance costs, which are of a very small nature. 

Senator Kerr. Didn’t you contemplate that there might even be a 
possibility of reduction ? 

Mr. Martz. Well, Senator, I couldn’t say that. No; definitely not. 

Mr. Jones. Mr. Martz, let me ask you a question at this point. Have 
you examined the memo which was issued by the Department of the 
Interior, March 12,1955? Have you examined that criteria of reevalu- 
ation of allocations of cost ? 

Mr. Martz. I have read it, sir. 

Mr. Jones. Did you find in that document any justification for the 
increase of rates based upon an increased cost in operation of SPA or 
operation of the dams or the powerhouse ? 

Mr. Martz. No. 

Mr. Jones. It was all based entirely on a reallocation of costs of 
the project; is that not correct, sir? 

Mr. Martz. Yes; I would say that isthe major reason. I would like 
to point this out, Congressman, in this rate study that they have now 
proposed—and I am not taking issue with it because I must admit I 
am not qualified to discuss it, only I am requested to form an opinion— 
there are costs involved in here in which I seriously question the ad- 
visability or the justification. 

Mr. Jones. Well, now, that is not the question I am asking you; 
the question I am asking you is this: Is the increased rate based upon 
an increased cost of operation of the project or it is based upon a 
reallocation of cost? 
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Mr. Marrz. It is both, sir. 

Mr. Jones. Well, show me in the memo where the-—— 

Mr. Marrz. I beg } your pardon; if you are referring to the memo, 
no; it is entirely due to the allocated cost. Yes, sir; 1 was thinking 
of the rate structure; it is. 

Mr. Jones. And it is a change in the reallocation of costs? 

Mr. Marrz. Yes, sir; it is. 

Mr. Jones. That is all. 

Senator Kerr. All right, Mr. Martz. 

Mr. Marrz. May I proceed, Mr. Chairman, I have another item or 
two I would like to discuss. 

Senetor Kerr. Yes. 

Mr. Marrz. Therefore, we were quite surprised to learn that we 
didn’t have a rate that is normally firm with a normal increase pos- 
sibly due to labor increases and maybe some re placement increases. 

In a steam plant we have a similar thing and in a hydroplant you 
have less increase than we do in steam generation, with which I am 
familiar. 

So it was with quite a bit of surprise that we woke up to the fact 
that this rate was only an interim rate. Sure, we are 21 years of age 
and we could have read, but we were not familiar and we had never 
read the Federal Power Commission’s report stating that it was an 
interim rate and I am willing to bet a dollar bill that SPA at the time 
that they approved this rate didn’t know it either, because they never 
in the world 

Senator Kerr. If they did, they didn’t mention 

Mr. Martz. They forgot to mention it, sir, and U: am sure they mee t 
recognize it. So therefore, it seems to me that this possibility of 
rate increase has far-reaching effects because, as we view it, this same 
procedure could happen again next year, or 5 years hence. 

Senator Kerr. But, Secretary Aandahl said that it was not a final 
formula. 

Mr. Marrz. No, sir, and the point I am trying to make, Mr. Chair- 
man is the fact that we could have altogether a new formula 5 years 
hence. And, again, we could have another up in rates to meet the 
rates of the utilities in the area, Which we feel certain is what is being 
done. 

Senator Kerr. Well, now, do you think it is just as likely that you 
would have another increase in rate by SPA and that utilities would 
have an opportunity to meet that increase rather than having the 
process take place the other way ? 

Mr. Marrz. Well, not an increase sponsored by SPA. It could be 
sponsored by the — 

Senator Kerr. Interior Department? 

Mr. Martz. Interior, yes sir; that is very true, sir. 

Senator Kerr. It seems to me that that is about the case here, that 
when SPA initiated rate reductions the utilities followed. 

Mr. Martz. Well, when they initiated their first rate, as we have 
listened to testimony, the utility companies throughout the general 
area have met that rate that SPA established back in 1946. 

Senator Kerr. And that they would not delay too long in meeting 
any increase that might be proposed by SPA? 

Mr. Marrz. That is right, sir. 

Senator Kerr. I think you can depend on them to do that. 
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Mr. Martz. Therefore, there is simply, in our estimation, a drastic 
need of legislation that will once and for all forestall this same thing 
happening possibly at a late date. Now, if I may 

Mr. Jones. Well, Mr. Martz, let me ask you a question at that 
point. 

Mr. Martz. Yes, sir. 

Mr Jonrs. You say that there is need for legislation. I call your 
attention to the fact that the loan that you referred to, made in 1950, 
was made pursuant to the Flood Control Act of 1944, section 5. And 
let me read it to you and refresh your recollection on the objective 
which the Congress then was trying to achieve by administration it 


had carried out during the years, and I am going to read that section 
to you: 





Sec. 5. Electric power and energy generated at reservoir projects under the 
control of the War Department in the opinion of the Secretary of War not re- 
quiring the operation of such projection shall be delivered to the Secretary of 
the Interior who shall transmit and dispose of such power and energy in such 
manner as to encourage the most widespread use thereof at the lowest possible 
rates to consumers consistent with sound business principle, the rate sched- 


ules to become effective upon confirmation and approval of the Federal Power 
Commission. 


Rate schedule shall be drawn having regard for the recovery upon the basis 
of the application of such rate schedule to the capacity of electric facility of the 
projects and the cost of producing and transmitting such electric energy including 


the amortization of the capital investment allocated to power over a reasonable 
period of years. 


Preference for the sale of such power and energy shall be given to public bodies 
and to cooperatives. The Secretary of Interior is authorized from funds to be 
appropriated by the Congress, to construct or acquire by purchase or other 
agreement, only such transmission lines and related facilities as may be necessary 
in order to make the power and energy generated at such projects available 
in wholesale quantities for sale on fair and reasonable terms and conditions of 
facilities owned by the Federal Government, public bodies, cooperatives, and 
privately owned companies. And all moneys shall be deposited in the Treasury. 

Now when Congress authorized these projects they made an alloca- 
tion of cost of benefits to each function of the project. 

Those estimates were made with consultation of all affected agencies 
and bureaus of the Government. That became a firm and fixed under- 
standing of the Congress that the ratios of benefit to each separate cost 
would be allocated and used by other Federal agencies in determining 
a rate by the Department of Interior to the REA cooperative, to all 
other organizations of Government. 

Now, when that became a fixed rate of allocation of cost, was that 
not a reasonable assumption for REA to issue you a loan upon the 
recapture of the capital investment made on those projects and au- 
thorized by the Congress ? 

Mr. Marrz. It certainly was, sir, and that is exactly what they did. 

Mr. Jones. And there is no change here or even suggested that the 
new rates shall reflect new operating costs but only a reallocation of 
cost to the project different from that which the Congress authorized. 

Mr. Martz. That is my understanding, sir. 

Mr. Jones. And the issuance of this order flies in the face and defies 
the objective of which the Congress has always had, not only in the 
Flood Control Act of 1944, but in the SPA Act, the REA Act, the Ten- 
nessee Valley Authority Act, the Reclamation Act; why even the 
Atomic Energy Act, Mr. Chairman, of 1954 had the same objective. 
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Now, if we are going to rely upon the reports given to the Congress 
by the Federal Power Commission, upon the Corps of Engineers in 
their work projects, I, for the life of me, cannot see why that would 
not be a contract with the people of that area, or your area and every 
other area, that the recapture of the capital investment is the sole 
and only function necessary for them to consider in allocation of costs. 

Mr. Marrz. I concur in that, sir. 

Senator Kerr. Anything further? 

Mr. Martz. Yes, I would like to—— 

Mr. Jones. I didn’t intend to make a speech, Mr. Chairman. 

Senator Kerr. That is all right. I thought it was a good speech. 

Mr. Marrz. I would like to call to the committee’s attention some 
of the effects of a rate increase in my State of Missouri. It is taken 
now, I am sorry that I have to use the 1954 statistical report of the 
Rural Electrification Administration and these figures come from 
them and are the official figures for 1954 because 1955 is not now 
available as yet. 

Senator Kerr. That is all right. 

Mr. Martz. In the State of Missouri in 1956, 28 cooperatives out of 
a total of 42 are now purchasing all or part of their power require- 
ments from SPA. From the same report, this year of 1954, we have 
gotten a total of 42 distribution cooperatives, a 2 mill rate increase 
would mean that 45 percent of the total number of the cooperatives 
in the State of Missouri in 1954 would have failed to meet their debt 
service. 

Now, we had six in the State of Missouri at that time that were not 
quite up to meeting their debt service so that simply means that they 
would sink further behind and adding that 14 percent to the 45 per- 
cent, we have a total of 59 percent of the member cooperatives of the 
cooperatives in the State of Missouri in 1954 that would have failed 
to meet their debt service on this much of a rate increase. 

Now, I have simply compiled those figures by taking the net mar- 
gin as shown in this report and the number of kilowatt-hours pur- 
chased and multiplied it by 2 mills. 

Now, so may I say that that is a very small item. I think the Sec- 
retary indicated that 30 cents or 40 cents per month per member isn’t 
of much consideration 

Senator Kerr. He said it was an insignificant item. 

Mr. Marrz. Yes, but let’s put it in the form of millions of kilowatt- 
hours and we begin to see some of the terrific impact that rate 
increases of this magnitude create. 

Now, it may be said that in Missouri that that may be true because 
of such a large percent purchased from REA. Maybe we have got 
some condition that is different. Let’s take our sister State of 
Kansas : 

Senator Kerr. Wait just a minute, let me get this out of the record. 

( Discussion off the record.) 

Senator Kerr. All right, Mr. Martz. I thought maybe it would be 
all right to interrupt you for that. 

Mr. Martz. Yes, sir, it was. I am just going to take the State of 
Kansas because the other testimony here has covered Oklahoma and 
Arkansas. 
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But the similarity is very closely the same. Now, believe it or not, 
that is exactly what it figures out. In the State of Kansas there are 
36 cooperatives and there is not to my knowledge a cooperative in 
the State of Kansas that purchases a kilowatt from SPA. There are 
some members of the Oklahoma group that live in Kansas that belong 
to the Oklahoma cooperative, but none in Kansas buy from SPA. All 
of their power is supplied primarily from the KAMO, so therefore, 
we have a direct contrast. 

Now, let’s take a look at that. There are 36 cooperatives in the 
State of Kansas, distributive cooperatives. 

A 2-mill increase on the rates in that State represents 36 percent 
of the total number failing to meet debt service. 

Now, that represents the people that are now making debt service 
as of 1954. 

There are only three in the State of Kansas that were not meeting 
their debt service in 1954, so if we add those which represent 8 percent 
to the 36 percent, then we have a total of 44 percent in the State of 
Kansas in 1954 that would have failed to meet their debt service with 
this type of a rate increase, and that concludes my testimony, Mr. 
Chairman. 

Senator Kerr. Thank you very much, Mr. Martz. 

Any question, Congressman Edmondson ? 

Mr. Epmonpson. No questions, Mr. Chairman. I would like to re- 
mark for the record that yesterday afternoon business on the floor of 
the House, including a couple of rollealls, prevented my being present 
when two of my constituents appeared before this committee, Mr. 
Dewey of Vinita, and Mr. Dillon of Okmulgee, both of whom are man- 
agers of outstanding cooperatives in my district, appeared. 

Senator Kerr. Mr. Lloyd Evans, were you here when he appeared ? 

Mr. Epmonpson. I missed his testimony as well, and he is another 
constituent. I appreciate your mentioning him, but I understand they 
gave very fine statements, and I appreciate very much the courtesy 
extended to them by the committee. 

Senator Kerr. They did a good job. 

Mr. Epmonpson. Thank you, sir. 

Senator Kerr. Mr. Ancel D. Simpson, of the Western Farmers 
Electric Cooperative, Anadarko. 


STATEMENT OF ANCEL D. SIMPSON, ASSISTANT MANAGER, WEST- 
ERN FARMERS ELECTRIC COOPERATIVE, ANADARKO, OKLA. 


Mr. Stwpson. Mr. Chairman and members of the committee, this is 
a privilege for which we are most appreciative. 

My name is Ancel Simpson. I am a native of Oklahoma and cur- 
rently reside in the rural community of Anadarko. For the past 7 
years I have been closely associated with the economic welfare of our 
Oklahoma farmers as a staff member of Oklahoma A. & M. College 
and in my present capacity as assistant to the manager of Western 
Farmers Electric Cooperative. 

At this moment I am appearing before you on behalf of Western 
Farmers Electric Cooperative and its members systems, which is com- 
prised of 11 distribution cooperatives serving the electrical needs of 
some 50,000 rural consumers throughout 32 counties in western 
Oklahoma. 





| 
} 
| 


co oilins tt 


tal eae ren BO 








‘ 
‘a 


Sari aA ttt la cS att 


waa 


Sree es Be I Abe en ee esi 


2 cia gg lel att 


Fa Pi = aA on NN ao 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 269 


I might add at this point that Western Farmers Cooperative is a 
generation and transmission cooperative and not a distribution 
cooperative. 

These 11 distribution cooperatives a few years back determined they 
had a common problem—that of obtaining for their respective con- 
sumer-owners an adequate and dependable source of electrical power 
at a price they could afford. For years they were forced to pay an un- 
reasonably high price for their electrical power, but in an honest effort 
to solve this shies they banded themselves together and in good faith 
borrowed money from the REA to construct their 30,000-kilowatt gen- 
erating plant in Anadarko and their 4,400-kilowatt diesel plant in 
Woodward, as well as some 975 miles of high voltage transmission line 
to integrate with the Government-owned flood-control dams produc- 
ing hydroelectric power. 

It was on the security of contracts signed by the cooperatives, REA 
and the Southwestern Power Administration, as well as their ex- 
plicit faith in their Congress and its Government agencies, Western 
and its member systems have borrowed to date nearly $60 million. 

I would like to digress here just a moment. It was brought out 
Monday in the testimonies here that the dates of the loans of many 
of these distribution cooperatives were already made, the loans were 
already made at the time this SPA rate was put in effect in 1947. I 
want to point out specifically that the loan made to Western Farm- 
ers was made subsequent to 1947 based upon—predicated upon this 
schedule A rate. 

There is also one fallacy, I think, that has come up in the testimony 
in this light, that when a new loan is made by REA they do not deter- 
mine a single feasibility study for each loan but they take the amount 
of money that is proposed in the new loan, mix it in with all the money 
that has been loaned already to that cooperative and come up with 
an overall feasibility and I think the record will bear me out in say- 
ing that a large percentage of the total loans in most all the coopera- 
tives that we have been discussing here in the last 3 days has been made 
since 1947 and when that took place it was predicated upon this 
schedule A rate. 

What I am trying to say, Mr. Chairman, is that you pour this new 
loan in the budget, you stir it all up and you come up with a new fea- 
sibility based on this rate. 

Now, you gentlemen are well aware that these basic contracts that 
so much is dependent on were put to sleep shortly after operations 
began under them and were reactivated only last year. 

These basic contracts I refer to are the contracts which our loan 
was predicated with the Southwestern Power Administration. Now 
we are confronted with an approximate 40 percent rate increase which 
we do not understand. 

I might add there that these contracts were to be amended in four 
different means or manners as intended by Congress and as of this 
date they are not amended. I think that is very indicative of a change 
in the spirit and the attitude of governmental agencies to live up to 
these contracts. In fact, we had quite a hailstorm we thought here 
not long ago, about a couple of weeks ago out in our part of the coun- 
try, when word got around it was common knowledge among our 
people out there that the high moguls up here on the Hill were ad- 
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vocating a new proposed rate increase. We thought it was hailing so 
bad I went outside. It was people throwing away their “I like Ike” 
buttons. But our country has and is experiencing one of the worst 
droughts in its history. Every single county in our area has been 
and now holds eligibility to receive Federal drought relief. In 15 
counties of the 32 in Western Farmers’ area, an extension of the relief 
program has been granted. Some 23,000 families in our area, most 
of which are rura!, are receiving some type of welfare assistance today. 
And I think the rest of them are running on these new Benson trac- 
tors out there, they don’t have any seats on them, they are running 
on their hind ends. 

With low farm prices and confronted with prospects of even lower 
prices, our people do not understand why, out of the clear blue sky, 
they should be saddled with this tremendous burden of some $371,000 
increase in their electric bills. That is for 1956, that we propose to 
deliver in 1956 in western Oklahoma. To project that on a 5-year 
basis it runs over $214 million, and that is a lot of 10-cent pork. 

The economic effect of this burden would be drastic in our area, 
according to REA’s 1954 statistical report: 7 of the 11 member 
systems of Western will not be able to meet their payments or would 
not have been able to meet their payments to REA under this new 
proposed rate. 

Yes, gentlemen, materially we are a very poor people but spiritually 
we are rich for we sincerely believe that faith in God gives meaning 
and purpose to human life and that government should be of laws 
rather than of men. We believe that in the best interest of both our 
people and our Government that this new proposed rate should be 
held in abeyance until you, our Congress, have had an opportunity 
to review the facts and determine that it is fair and equitable for all of 
us 


That concludes my statement, Mr. Chairman. 

Senator Kerr. Thank you, Mr. Simpson. 

Are there questions? 

Senator Hrusxa. I have some, Mr. Chairman. 

Mr. Simpson, you said that the contract made by you, made by 
your Western, was made after 1947? 


. 


Mr. Srupson. Yes; our first plant was turned over in 1953; our 
first general rates. Yes, sir. 

Senator Hruska. And your first loans were made considerably 
afier the year 1947 when SPA was organized, that is when its rate 
was fixed ¢ 

Mr. Sruupson. There was discussion about loans as far back as 1941. 
However, due to the war there was actually no loan made to my 
knowledge. The money was actually extended and borrowed after 
1947, the construction of the plant. 

Senator Hruska. So that it was after the schedule A rates had been 
approved ? 

Mr. Surpson. Yes. 

Senator Hruska. And, of course, in the finding and fixing that 
rate and confirming it this language of the Federal Power Commission 
was available to the people who negotiated your contract and who 
signed it and I read again from their February 13, 1947, order, Docket 
No. IT-5971, subparagraph (a), “Proposed rate schedule A filed by 
Southwestern Power Administration be and the same hereby is con- 
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firmed and approved as an interim rate schedule to remain in effect 
only until such time as further study and experience indicate the 
desirability for revision but not for more than 6 years from the date 
of this order.” 

That order was either known to the people who made the loan ap- 
plication or they had it available, is that right / 

Mr. Smopson. I presume that it was available in writing, sir, but 
as far as I know and as far as I have been informed by my associates 
that there was no mention of this thing called interim rate at the 
time these contracts were negotiated and consummated. 

Senator Hruska. Of course, we are a government of laws as you 
said, not of men. Now, if men didn’t know about that, that was the 
law, I assume you would want to be governed by that? 

Senator Kerr. I presume it would be referred to accurately as an 
order of the Federal Power Commission rather than a law. 

Senator Hruska. Law not in the sense of legislation, but certainly 
it has the force of law and it is law as we know it in the largest sense. 

Senator Kerr. There could be a difference of opinion there, Senator, 
but I understand 

Senator Hruska. Very well. 

Mr. Jonxs. Senator, am I understanding you to make the point that 
the contracts were interim contracts because they were predicated 
upon the estimate of cost of operation for the project for the period 
of the contract? 

We are dealing with two separate things, the increased cost-——— 

Senator Hruska. The point was made by the witness when they 
entered into these loans they relied upon certain rates and now there 
is an effort being made to change the rates. My only point is this, 
that the rates which were in existence at the time those loan contracts 
were made were not final rates, they were not rates which were guar- 
anteed to be perpetual and unchanged. In the very order fixing them 
they were designated as interim rates and there was nothing upon 
which the Western or any other contracting agency could predicate 
a belief that those rates would never be changed. Won't you say that 
is fair? 

Mr. Suwpson. I would say this, sir, that we would be, I think, amen- 
able and probably considered it at the time, even if we were aware 
of this interim thing, that possibly some rate changes might be neces- 
sary, but we never questioned at one time that the entire basis upon 
which the schedule A rate was predicated, in other words, the cost 
allocations and so on, would be fluctuating here at will. 

Senator Hruska. Well, with that, as I said yesterday, I want in 
all fairness to say that you might have a point there; of course, at this 
time when you made your contract and at the time this rate was made 
the full cost of the project was not known yet, was it? There was an 
estimated cost, and the full cost wasn’t known until several years 
later and that must have been known to the contracting parties in all 
of these loans or it could have been known if they wanted to know it. 

Now, if at a later time it developed that the costs were much greater 
of building the project and therefore, in order to pay for it, the rates 
would have to be increased; it is reasonable to assume that some 
revision of rates would be made and that the contracting parties 
would know about that, do you not think so? 
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Mr. Simpson. Well, I think so; yes, sir. I am not questioning the 
fairness of the rate particularly, we just don’t particularly understand 
why the whole basis of the thing should be shaken up like this. 

Senator Hruska. Let me ask this: Do you think it is fair to inquire 
into the rate at all with the view of revision, do you think it is fair 
to inquire into it, to find out whether or not the rate is adequate and 
in keeping with the law? 

Mr. Simpson. Definitely, sir, I think any prudent businessman 
would want to reevaluate his business every 6 or 7 or 8 years. 

Mr. Jones. As I understand the proposition 

Sentor Kerr. I didn’t know the Senator was through with the 
question. 

Senator Hruska. I am through at this time. 

Senator Kerr. All right, Mr. Jones. 

Mr. Jones. It is not your contention that the Federal Government 
doesn’t have the right in fixing the rate to take into account increased 
operating costs, that isn’t your r complaint, is it? 

Mr. Suatpson. No, sir, it isn’t Congressman. We are very much 
aware of the fact.that labor cost, for example, of increased 

Mr. Jones. As a matter of fact, that was an element of recogni- 
tion in the Flood Control Act of 1944, it be recognized in all of the 
construction work that the increased cost of operation should be taken 
into account, as you say, as any prudent businessman will to make re- 
coveries of those Federal expenditures in a rate to the cooperative 
public body or any other purchaser of that power. But it did not 
anticipate that a department of Government would change the reallo- 

cation of cost nor even when an increase in cost the proportionate 
share allocated to the several functions would remain constant. That 
is your complaint here today ? 

Mr. Smrrson. That is it exactly, sir. 

Senator Hruska. So that if that same formula which was used to 
determine that interim rate is applied to the final construction costs 
of the project you would find no quarrel with that as a basis for re- 
vision of rates, would you ¢ 

Mr. Simpson. Not particularly so; no, sir. 

Senator Hruska. That is what I am driving at. 

Now, as to this other thing of changing the ground rules by way of 
getting new allocation formulas into the thing, with that T have an 
inquiry in my own mind on that, and I think you have some equity 
when you speak of objection on that score. 

Senator Kerr. Mr. Simpson, you said any reasonable, diligent, pru- 
dent businessman would anticipate the possibility or reevaluation in 
5 or 6 years, do you think it would be just as reasonable to expect 
to get the benefit of any reductions that could possibly be made as it 
would to pay any increases made necessary by changed conditions? 

Mr. Srmpson. Very definitely, sir. 

Senator Kerr. And do you think it might even be possible to ex- 
pect that if there were such or more favorable elements developed 
through experience as unfavorable that they be permitted to offset 
each other? 

Mr. Srpson. Yes, sir. 

Senator Kerr. And that any reevaluation that your cooperative 
made would, of necessity, have to be made in the light of its ability 
to meet additional burdens if placed upon it? There is a limit to 
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what you can do and still meet your obligations to repay the loan, I 
take it? 

Mr. Srumpson. Very de finitely, sir. I might add this, that our 
quarterly payments to the Rural Electrification Administration as of 
this year is approximately $65,000 a quarter which multiplied 4 times 
gives you the neighborhood of two-hundred-and-sixty-thousand- 
some-odd dollars and the 40 percent wholesale rate increase to us 
would amount to $371,000 or exceed our total annual repayment to 
REA for 1956. 

Senator Kerr. On the principal 

Mr. Supson. Yes, sir. 

Senator Kerr. Thank you very much. 

Mr. Jones. May I ask one question, Mr. Chairman / 

Senator Kerr. Yes. 

Mr. Jones. Mr. Simpson, the Federal Government has invested some 
$14 billions in water resource development over the history of our 
country. Do you think that it would be a sound Federal policy for 
the Congress to enact legislation giving some agency or bureau of 
Government the authority to make reevaluations of those projects any 
time that they wanted to? 

Mr. Srwpson. Definitely not, sir. It is my opinion that if Congress 
has informed themselves well enough to authorize this project at the 
beginning that they should also keep themselves informed to the point 
that they can determine the benefits derived from these dams and make 
the necessary cost allocations. 

Mr. Jones. Well, don’t you think there should be some perman- 
ency 

Mr. Smrpson. Very definitely. 

Mr. Jones (continuing). —in the allocations of costs and some 
finality in order that local political subdivisions can take into account 
some fixed policy with respect to dealing with the Federal Government 
to know that what will happen in the ‘future will be certain and not 
speculative on the whims of the department or agency of Government 
to change the rules of play in the middle of the game. 

Mr. Srmpson. You are very right, sir, and it is very, very difficult, 
in fact, it is impractical for us as local people trying to operate a local 
cooperative to plan and set up our budgets for years in advance to 
repay these loans to the Government which we ver y much want to do 
when, as you say, the whims and whams of various governmental de- 
partments are shaking the very basis on which our business is built. It 
is just not practical to even attempt to do such a thing and it seems to 
me for the benefit and for the success of these businesses out there that 
something must be done to fix a policy on which we can look forward 
with a great deal of faith and know that it is not going to be fluctuating 
month after month and year after year. 

Mr. Jones. Well, do you think it would be wise to fix the cost of 
Federal projects that involve the generation of hydroelectric power 
to a rate commensurate with the highest rate charged by any so-called 
private utility operating in the transmission area where the project 
1s to be constructed ? 

Mr. Srupson. No; I don’t particularly buy that theory. However. 
I am not an expert on that. 
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Mr. Jones. In other words, the allocation of cost will be allotted 
to the highest electric rate charged by any private utility where the 
project is to be constructed ? 

Mr. Smapson. No, I don’t think that would be a very justifiable 
rate, sir. 

Mr. Jones. If and when we are to pursue that policy which I under- 
stand is the present policy of the Department of the Interior in making 
reevaluations of projects, don’t you think that the Federal Government 
would have to vacate its traditional role of building multi-purpose 
dams? 

Mr. Srmpson. I think so; yes, sir. 

Mr. Jones. So the Federal Government would cease and desist of 
its Federal responsibility of making maximum development of the 
water potentials of any given stream ¢ 

Mr. Simpson. That is right, sir. 

Mr. Jones. Until we had satisfied the appetites of the private util- 
ities and then we could procede at their pleasure. 

That is all. 

Senator Kerr. Thank you, Mr. Simpson. 

Is Mr. Sid McMath here? 

A Voice. Mr. McMath had to leave. 

Senator Kerr. Did he leave a statement ? 

A Voice. No, sir; he didn’t. 

Senator Kerr. Tell him we will be glad to have him file one. 

We will now hear Mr. Douglas Wright. 


STATEMENT OF DOUGLAS G. WRIGHT, ADMINISTRATOR, 
SOUTHWESTERN POWER ADMINISTRATION 


Mr. Wrieut. Mr. Chairman, I do not have a written statement. 

Senator Kerr. All right, Mr. Wright. 

Mr. Wrieur. Mr. Chairman, my name is Douglas G. Wright, I 
am the Administrator of Southwestern Power Administration which 
position I have held since 1943 when that Administration was created. 

My purpose in a statement to this committee will be to give you 
the complete factual history of the development of this program in 
the Southwest, the factors that entered into it in a scope so broad 
that I ask the indulgence of the committee to allow me to indicate 
my competence for the range of testimony that I propose to give to 
a greater degree than I am accustomed to do. 

Prior to my position as Administrator of SPA I was Special Rep- 
resentative of the Federal Works Administrator in charge of all 
power projects west of the Mississippi financed through loans and 
grants of the Public Works Administration in addition to having 
charge of the operations of the Grand River Dam project in Okla- 
homa which had been seized by the Federal Government from the 
State of Oklahoma. 

Prior to that time I was Director of the Power Division of the 
Federal Works Agency and prior to that time I was chief project 
engineer for all of the irrigation and power projects in Nebraska 
for the Federal Government supervising their construction and 
design for the Federal Government. 

Prior to that time, as an engineer for the Federal Works Agency 
I had examined the engineering feasibility of some $1 billion worth 
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of projects considered by the Federal Government for loans and 
grants included among which was the lower Colorado River project 
in this area which was examined and a report written, coauthored 
by myself and Mr. O. L. Norman who has been attending these hear- 
ings, a lifelong friend of mine now employed by the National. Asso- 
ciation of Electric Companies. We wrote the engineering report on 
which that loan was made to the agency of the State of Texas and I 
was familiar in 1934 with the power situations of this area and I 
believe the experience that I have had qualifies me as a witness before 
this committee on the investigation of projects, on the design of 
projects, on the construction of projects, on the operation of projects, 
and the administration of governmental functions of such projects. 

As a matter of fact, I suspect I am the oldest living buzzard left. 

Senator Kerr. Well now, Mr. Wright, can the committee then rea- 
sonably assume that you have a fair degree of self-confidence in what 
you are about to say to us? 

Mr. Wricur. A fair degree of self-confidence and sufficient scars 
to indicate that I have counted coup with the best of the tribes. 

Senator Kerr. All right, we will listen to you then, with that under- 
standing in mind. 

Mr. Wricur. I would like to predicate my remarks by saying that 
nothing in my testimony is to be construed as a criticism of any agency 
or department of Government. I feel that every agency and depart- 
ment of Government in this type of program necessarily makes mis- 
takes and that Southwestern Power Administration probably made as 
many mistakes as anybody and maybe more, but I feel that it is neces- 
sary to tell exactly what happened in this program so the committee 
will be able to determine what the Congress of the United States 
should do with this problem that is presented to you. 

When the job of marketing power and projects pursuant to the 
Flood Control Act was turned over to the Southwestern Power Ad- 
ministration in 1943, we did not jump into that job without presenting 
the program to Congress. As a matter of fact, we designed what was 
known as a comprehensive plan; that plan was probably one of the 
most debated documents ever put in front of the Congress. In that 
plan we made these statements: On the basis of the best presently 
available information and estimates it apears that the average cost 
of production of energy at the presently authorized hydroelectric 
plants to be constructed by the War Department will be approximately 
3.58 mills per kilowatt-hour in contrast to the 4.13 mill value arrived 
at by the Fort Worth regional office of the Federal Power Commis- 
sion. 

In other words, on the basis of the construction cost estimates avail- 
able at that time the value of power was indicated to exceed the esti- 
mated cost of producing it by about one-half mill. We told the Con- 
gress it was our intention to utilize the value of power in setting rates 
in lieu of the estimated cost of power at dams with the exception of 
Denison and Norfork where estimates were perhaps a little more fur- 
ther along because the dams were nearer completion and we said this: 
Studies leading to a final determination of the power cost allocable to 
power should be continued and can be completed when final construc- 
tion and other costs are known. The rates should be set up for the 
sales of energy from the integrated system until such time as it is 
possible to determine final costs. 
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This idea of an interim rate, while I would like to credit it to my 
friends in the Federal Power Commission is an idea of the South- 
western Power Administration. We recognized that when final costs 
were known, when the final score was in, that some adjustments of 
rates would be necessary. 

The Southwestern Power Administration proceeding on the best 
information it had, namely, that in the case of Denison and Norfork 
which were the only dams built or in operation when this rate sched- 
ule A was filed, where the Congress had indicated in its legislative 
history that it designed to us an incremental cost method with flood 
control as the basic function, the Southwestern Power Administra- 
tion assumed that we were safe in thinking that Congress would con- 
tinue adopting that as a policy of cost allocation until C ongress, by 
some appropriate legislation indicated that it wanted some other kind. 
That was what Southwestern Power Administration thought in 1947. 
I know, because I thought it. 

Subsequent to that time, as other conditions developed, as cost 
increases were encountered, Southwestern Power Administration in- 
vestigated the propriety of certain interest rate utilizations, they in- 
vestigated the propriety of a reasonable period of years, what did Con- 
gress mean by “a reasonable period of years”? We had dams that 
had estimated lives of 500 years, we had dams with other estimated 
lives. 

“Reasonable” seemed to indicate, in our judgment, that it meant a 
time in which man might conceivably predict economic conditions so 
that he might repay this loan. We consistently tried to get 100 years. 

Senator Kerr. You mean to use—— 

Mr. Wricet. As the period of repayment. We did not use 100 
years in all of our payoff studies. Asa matter of fact, when we found 
that the Federal Power Commission did not look with favor on that 
long a period we put in our studies what they would look with favor 
upon—50 years—and that I want to get straight before this com- 
mittee is where the confusion is of the 50 and the 100 years; we never 
stopped trying to get 100 years and when the Oklahoma contract was 
submitted to the Federal Power Commission, I believe in about 1950, 
you have it in the record already, we pushed for 100 years so hard 
that we actually indicated it in our studies of repayment and the 
Federal Power Commission in its order, you will recall, said that our 
acceptance of the rates on an interim basis is not to be construed as 
an acceptance of the 100-year period used by the Southwestern Power 
Administration. 

Furthermore than that, Mr. Chairman, the report of the Comptrol- 
ler General to the Congress of the United States in 1952, 1953, and 
1954, indicated that that was one of the basic subjects of controversy 
between the Department of the Interior and the Feder: al Power Com- 
mission and other agencies participating in the fixing of rates was a 
per’ iod during which repayment should be required. 

Senator Krrr. That is whether it would be 50 or 100 or other? 

Mr. Wrieut. That is correct. 

Senator Kerr. Let me ask you a question right there, Mr. Wright. 

The rates that you estimated or the figure that you arrived at as 
an estimate for the rate included your estimate of what it would cost 
to maintain and repair and replace and keep in good working condi- 
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tion the power facilities during the period that you took as a base 
upon which to figure your rates / 

Mr. Wrienr. That is correct, sir. 

Senator Kerr. So that if it were 50 years, the figure you arrived at 
as a rate included your estimate of what it would cost to maintain that 
facility for 50 years, repair it, keep it in a good state of operation, 
replace any parts that were worn out or lost or broken, destroyed, 
so that at the end of that 50-year period you would still have an 
effective, efficient hydroelectric power facility ? 

Mr. Wricurt. That is correct. 

Senator Kerr. And in view of the fact that you had maintained it 
during that period, replaced broken parts, rep: aired any damage done, 
is it reasonable to assume that insofar as the hydroelectric facility 
is concerned it would be just about as ready to start the second 50-year 
period of its usefulness and operation as it had been to start its first 
50-year period ¢ 

Mr. Wricurt. That would be true up to the effective life of the 
reservoir. 

Senator Kerr. And are there any of these reservoirs with an esti- 
mated effective life of less than 100 years ¢ 

Mr. Wricur. Not to my knowledge. 

Senator Kerr. All right, proceed. 

Mr. Wricur. Mr. Chairman, at this point I think it would be very 
helpful for the committee to have inserted in the record, and I request 
permission that it be inserted in the record, the report of the Comp- 
troller General to the Congress of the United States in 1952, 1953, and 
1954. They have been referred to repeatedly in this hearing, ex- 
cerpts from them have been utilized, and I believe the committee 
should have the advantage of the entire reports because the entire 
reports in their context definitely point the purpose and direction 
in which the Comptroller General wished the Congress and felt they 
should move. 

Senator Kerr. It may be put into the ere d. 

(There follows information referred to: 


AUDIT REPORT TO THE CONGRESS OF THE UNITED STATES 


Department of the Interior, Southwestern Power Administration, for the fiscal 
year ended June 30, 1952, by the Comptroller General of the United States 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, D. C., July 17, 19538. 
The honorable the SPEAKER OF THE HOUSE OF REPRESENTATIVES. 

Dear Mr. SPEAKER: There is presented herein report on the audit of the 
Southwestern Power Administration, an agency in the Department of the In- 
terior, covering the fiscal year 1952. This audit was made pursuant to the pro- 
visions of the Budget and Accounting Act, 1921 (31 U. 8. C. 53), and the Account- 
ing Act of 1950 (31 U. S. C. 67). 

Respectfully submitted. 

LINDSAY C. WARREN, 
Comptroller General of the United States. 
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GENERAL ACCOUNTING OFFICE, 
DIVISION OF AUDITS, 
Washington 25. 
Hon. Linpsay C. WARREN, 
Comptroller General of the United States. 


Dear Mr. WARREN: We have made an audit of the Southwestern Power Ad- 
ministration, an agency in the Department of the Interior, covering the fiscal 
year 1952, pursuant to the provisions of the Budget and Accounting Act, 1921 
(31 U. 8S. C. 58), and the Accounting and Auditing Act of 1950 (31 U. 8S. C. 67). 

Of primary significance in this report are the comments and recommendation 
on the jurisdictional dispute between the Department of the Interior and the 
Corps of Engineers, Department of the Army, on the allocation of costs in 
multiple-purpose projects. This dispute extends also to other water resource 
programs in which the Department and the corps have responsibilities. Reports 
on other bureaus of the Department of the Interior will deal with the controversy 
as it relates to the activities of the particular bureau. 


GENERAL COMMENTS 


1. Southwestern Power Administration (also referred to as SWPA or the 
Administration) is an activity under the supervision of the Assistant Secretary 
for Water and Power Development of the Department of the Interior. This 
activity was created by the Secretary of the Interior. This activity was created 
by the Secretary of the Interior on September 1, 1943, to sell and dispose of 
electric energy generated at certain Federal projects in the Southwest. Under 
the provisions of section 5 of the Flood Control Act of 1944 (16 U. S. C. 825s), the 
Secretary of the Interior was designated the marketing agent for surplus energy 
generated at all reservoir projects under the control of the Corps of Engineers, 
Department of the Army. Southwestern Power Administration was in turn 
designated the power marketing agent in defined areas of the States of Arkansas, 
Kansas, Louisiana, Missouri, Oklahoma, and Texas. 

2. The management of SWPA is vested in an Administrator appointed by the 
Secretary of the Interior. The headquarters office is located at Tulsa, Okla. 
At June 30, 1952, 300 people were employed at annual salaries totaling about 
$1,350,000. 

3. The Flood Control Act of 1944 provides that the rate schedules for the sale 
of electric energy shall be established with due consideration for the recovery of 
the cost of producing and transmitting such electric energy, including the amor- 
tization of the capital investment allocated to power over a reasonable period of 
years. A definite allocation of the capital investment of the multiple-purpose 
projects has not been made, although two projects (Denison and Norfork Dams) 
have been completed and in operation for several years. The Corps of Engineers 
and the Department of the Interior each contend that the allocation of costs 
should be its responsibility. 

The act further provides that the power rate aebieautes are to become effective 
upon confirmation and approval by the Federal Power Commission. While the 
Commission has given tentative approval, all rate schedules of SWPA, with the 
exception of those in one contract, were subject to review and reapproval not 
later than February 13, 1953. Upon the request of the Administration this action 
was deferred by the Commission. In 1952 the Department of the Interior trans- 
mitted to the Federal Power Commission a payout study showing the proposed 
allocation of costs applicable to 12 Corps of Engineers multiple-purpose projects 
in the Southwest. The proposed allocation of estimated cost of construction to 
power and the estimated annual cost of operation and maintenance, including 
amortization of the investment, show that SWPA would be able to justify rates 
for the sale of electric energy which are about one-half of those that would be 
necessary to amortize the Federal investment based on cost allocations made by 
the Corps of Engineers. 

4. The net income reported by SWPA was $1,053,908 for fiscal year 1952 and 
$1,519,560 for fiscal year 1951. These amounts do not properly represent the 
net income of Southwestern Power Administration for these years principally 
because no deductions have been made for the annual amortization of the Corps 
of Engineers power construction costs and power operating and maintenance 
expenses. Tentative allocations made by both the Administration and the Corps 
of Engineers show that the net income for 1952 was insufficient to amortize the 
Federal investment for the projects in operation. These cost allocations for 
Denison, Narrows, and Norfork Dams (see p. 17) show an annual power charge 
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of $1,872,365 determined by the Corps of Engineers and $1,207,676 determined by 
the Administration. 

5. During fiscal year 1952 the Administration received the net generation from 
the Denison, Narrows, and Norfork Dams having an installed capacity of 157,000 
kilowatts. The Corps of Engineers has scheduled for completion in fiscal year 
1953 the Bull Shoals, Whitney, Fort Gibson, and Tenkiller Ferry Dams. These 
projects have an installed power capacity of 269,000 kilowatts 

6. Power sales during 1952 totaled 536,052 thousand kilowatt-hours, an increase 
of 9.8 percent over the previous year. At June 30, 1952, the Administration was 
selling electric energy to 18 cooperatives, 11 municipalities, 5 electric utilities, and 
Fort Sill, Okla. Approximately 70 percent of energy sales during 1952 were 
made to electric utilities compared to S85 percent for the previous year. For 
1952 the average rate per kilowatt-hours was 4.91 mills compared to 4.67 mills for 
1951. 

7. The total investment in fixed assets, less accumulated depreciation of $364,- 
397, as shown by the records of the Administration, was $17,410,215 at June 30, 
1952. Approximately 90 percent of the gross investment in fixed assets consists 
of transmission lines and substation. Each year the Congress has appropriated 
specific amounts for construction and for operation and maintenance. We were 
unable to substantiate the reasonableness of the Administration’s distribution of 
administrative and general expenses between construction and operations for 
1952. As acknowledged by the Administration in its budget justification to the 
Congress for fiscal year 1952, a greater share of the administrative expenses for 
prior years should have been provided from the appropriation for operation and 
maintenance than that actually charged. and the construction appropriation 
relieved accordingly. 


RECOMMENDATIONS TO THE CONGRESS 


We recommend that the Congress designate specifically the agency to make the 
allocation of costs for projects either constructed or authorized for construction 
by the Corps of Engineers in the Arkansas, Red, and White River Basins. The 
conflicting contentions of the Corps of Engineers and the Department of the 
Interior, and the existing confusion on the responsibility for cost allocations can 
only be resolved through legislative action. In the absence of a specific assign 
ment of responsibility by law, both the Corps of Engineers and the Department of 
the Interior have made cost allocations and they have been unable to resolve their 
differences, which are fundamental in character. Until definite allocations of the 
construction costs are made, it will not be possible to evaluate adequately the 
financial administration of the projects in the Arkansas, Red, and White River 
Basins. 

Both the Corps of Engineers and the Department of the Interior base the claim 
for responsibility for the allocation of costs of multiple-purpose projects on the 
provisions in the basic legislation. The Corps of Engineers is responsible under 
the various acts for investigating, justifying, constructing, operating, and main- 
taining the projects. These projects must be operated and maintained for all 
the purposes served, and the corps makes available the surplus power for disposal 
by the marketing agenev. For these reasons the Corps of Engineers contends 
that it is their responsibility to make the cost allocations to all the purposes 
served, including power. The Department of the Interior contends that the 
establishment of power rates which will meet the requirements of section 5 of the 
Flood Control Act of 1944 necessarily implies the responsibility for allocation of 
construction costs to power and cannot be subject to allocations of costs by 
someone else. 

Section 5 of the Flood Control Act of 1944 provides that the power rate sched- 
ules of the Department of the Interior shall take into consideration, in addition 
to the production and transmission costs, the amortization of the capital invest- 
ment allocated to power over a reasonable period of years. Both the Corps of 
Engineers and the Department of the Interior have made tentative cost allocations 
on 12 projects in the Southwest. These computations show that the construction 
costs charged to power and the annual power charge as determined by the Corps 
of Engineers are about double the amounts determined by the Department of the 
Interior. The differences arise principally because: 

1. The Corps of Engineers used the separable costs-remaining-benefits 
method to allocate the construction costs for 10 of the projects. The Depart- 
ment of the Interior used 4 different methods to allocate the construction 
costs for the 12 projects. Interior contends that all of these projects are 
basically for flood control and that the development of power is only inci- 
dental to and a byproduct of the principal purpose. 
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2. The Corps of Engineers used 50 years to amortize the amount allocated 
to power. The Department of the Interior has used 100 years as the reason- 
able period to amortize the power investment. 

3. The Corps of Engineers has included interest during construction in the 
project construction costs. but the Department of the Interior has not consid- 
ered interest during construction as a cost. 

Through the choice of a method of allocation and the number of years to amor- 
tize the amount allocated to power, a wide range of power rates can be justified. 


RECOMMENDATIONS TO THE SECRETARY OF THE INTERIOR AND SOUTHWESTERN POWER 
ADMINISTRATION 


We recommend that the administrative and general expenses of the Adminis- 
tration be distributed to construction and operations by an acceptable method 
that can be justified and reasonably well substantiated (see p. 24). No factual 
information was available to support the distribution of these expenses for 1952 
and prior fiscal years.’ 

During our audit we observed other procedures and practices followed by the 
Administration which we believe could be strengthened or improved. Since 
our informal discussion with the officials of the Administration on these items, 
we have submitted our observations and recommendations formally to the Ad- 
ministration and the Department of the Interior. We have been informed that 
most of our recommendations have been put into effect. 


SCOPE OF AUDIT 


Our audit of Southwestern Power Administration for fiscal year 1952 included 
a review of SWPA’s power marketing activities and a selective examination of 
financial transactions in the following manner: 

1. We reviewed the basic laws authorizing the activities, and the pertinent 
legislative history, to ascertain the purposes of the activities and their intended 
scope. 

2. We ascertained the policies adopted by SWPA and reviewed those policies 
for conformance with basic legislation. 

3. We reviewed the procedures followed by SWPA employees to determine 
the effectiveness of the procedures. 

4. We did not make a detailed audit, but we examined certain selected trans- 
actions to the extent we deemed appropriate under the existing circumstances in 
order to settle the accounts of SWPA’s fiscal officers for the year ended June 30, 
1952. The examination of transactions was conducted at offices of the Admin- 
istration at Tulsa, Okla. 

The amounts of revenues, expenditures, assets, and liabilities appearing in 
this report are based on the records of the Administration. During fiscal year 
1952 the Administration adopted a new accounting system and has prepared 
financial statements as of June 30, 1952. These statements were qualified be- 
cause the Administration has not made an allocation of its revenues that will 
be necessary to amortize the power portion of the Government’s investment and 
the annual operation and maintenance expenses in the various hydroelectric 
projects. Financial statements (balance sheet and statement of power opera- 
tions) at June 30, 1952, are not included in this report because the qualification 
is of such significance as to render the statements misleading. In addition, we 
were not able to satisfy ourselves on certain other matters having a material 
effect on reported net income (see p. 24). 

Based on our audit, it is our opinion that the Administration complied with 
the limitations in the Interior Department Appropriation Act, 1952 (65 Stat. 
248). We observed no program, expenditure, or other financial transaction 
which in our opinion was conducted or made without authority of law. 

We also reviewed the various feasibility reports submitted to the Congress 
by the Corps of Engineers that justified the 12 multiple-purpose projects men- 
tioned in this report. We reviewed the pertinent legislative history of the 
various flood control and river and harbor acts. For fiseal year 1952 we did not 


10n April 27, 1953, the Department informed us that beginning with fiscal year 1954 
the basic administrative expenses of the Administration will be charged to operations and 
only incremental expenses will be charged to construction. 
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undertake a review of the policies, procedures, and accounting 
Corps of Engineers district and divisional offices having 
Arkansas-Red-White River Basin projects. 


records of the 
responsibility for 


STEPHEN B. Ives, 
Associati Director of Ludits 


HISTORY AND ORGANIZATION 
ORIGIN AND PURPOSE 


The functions of the Southwestern Power Administration originated in 1941 
when the Federal Works Administrator took over the construction and opera- 
tion of the Pensacola Dam located on the Grand River in Oklahoma. This 
project was being constructed by the State of Oklahoma, and the purpose of 
the seizure was to speed up completion. On June 1, 1945, the Federal Works 
Administrator was authorized by Executive Order 9353 to sell and dispose of the 
electric energy generated at the Norfork Dam project located in Arkansas. This 
project was under construction by the Corps of Engineers 

On July 30, 1943, the Secretary of the Interior was authorized by Executive 
Order 9366 to sell and dispose of electric energy generated at the Denison Dam 
project located in Oklahoma and Texas, also under construction by the Corps 
of Engineers. Executive Order 9373 dated August 30, 1943, transferred to the 
Secretary of the Interior all the functions, powers, and duties vested in the 
Federal Works Administrator by Executive Order 9353 of June 10, 1943. 

On September 1, 1943, Southwestern Power Administration was created by 
the Secretary of the Interior to carry out the functions and duties assigned to 
him by the above Executive orders. 

Pursuant to provisions of section 5 of the Flood Control Act of 1944, the 
Secretary of the Interior became the marketing agent for surplus electric power 
and energy generated at all reservoir projects under the control of the Corps of 
Engineers, Department of the Army. The Secretary designated Southwestern 
Power Administration as the marketing agent for power generated at all reser 
voir projects under control of the Corps of Engineers in the area comprising 
the States of Arkansas and Louisiana, that part of the States of Kansas and 
Missouri lying south of the Missouri River Basin and east of the 98th meridian, 
and that part of the States of Texas and Oklahoma lying east of the 99th merid- 
ian and north of the San Antonio River Basin. After cessation of hostilities in 
World War II, the Pensacola Dam was returned to the control of the State 
of Oklahoma. 


ORGANIZATION AND MANAGEMENT 


The Administration is under the supervision of the Assistant Secretary for 
Water and Power Development of the Department of the Interior. The chief 
executive officer (Administrator) of the Administration is appointed by 
Secretary. The headquarters office is located in Tulsa, Okla. 

At June 30, 1952, the Administration had 300 employees—297 at the head- 
quarters and area offices and 3 in Washington. The following tabulation shows 
the operating and administrative divisions, the number of employees at June 
30, 1952, and the annual salaries. 


the 


Number 
of em- Salaries 
Division ployees earned Division 
at June 1952 
30, 1952 


Office of the Administrator 20 $123, Division of Sales 
Division of Operations 118 Division of Land 


Division of Engineering 49 258, 1! Office of Report 


Division of Administration 42 5, O7 formation 
Division of Finance 23 
Office of the Chief Counsel _ -- 21 


The head of each division reports directly to the Administrator. 
Based on our review of the organization and procedures, we believe that the 
Administration is overstaffed. The Administrator has informed us that detailed 


studies will be made of all positions in relation to the workloads before June 
30, 1953. 


1On April 27, 1953, we were informed that the Administration reduced the number of 
employees in certain divisions. 
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FINANCING 


Separate appropriations are made by the Congress for construction and for 
operation and maintenance. Except for fiscal year 1947, the amounts appropriated 
for construction remain available until expended. For the fiscal year 1952 the 
Congress appropriated $3,375,000 for construction and $1,255,712 for operation 
and maintenance under the Interior Department Appropriation Act, 1952 (65 
Stat. 248). 

Section 5 of the Flood Control Act of 1944 provides for all receipts from the 
transmission and sale of power to be covered into the Treasury of the United 
States as miscellaneous receipts. 

The first Supplemental National Defense Appropriation Act, 1944 (16 U. 8. C. 
Supp. V, 825s-1), authorized a continuing fund of $100,000 to enable SWPA to 
defray emergency expenses and to maintain continuous operation. The Interior 
Department Appropriation Act, 1950 (16 U. 8. C. Supp. V, 825s—1), increased 
the continuing fund to $300,000 and provided also that the fund be used to cover 
all costs in connection with the purchase of power and rentals for the use of 
transmission facilities. The 1952 appropriation act provided that expenditures 
from this fund for the purchase of power and rentals for the use of transmission 
facilities are to be made only in such amounts as may be approved annually in 
appropriation acts. For 1952 these expenditures were not to exceed $250,000. 
Obligations incurred by the Administration during 1952 amounted to $17,468. 


AUTHORIZATION OF MULTIPLE-PURPOSE PROJECTS 


The Flood Control Act of 1988 (52 Stat. 1218) approved a general comprehen- 
sive plan for flood control and other purposes for the Arkansas, Red, and White 
River Basins. This plan was to be carried out under the direction of the Secre- 
tary of War and under supervision of the Chief of Engineers. Section 4 of the 
act provided for changes in plans to include the installation of hydroelectric 
power. Penstocks or similar facilities could be installed in any dam authorized 
when approved by the Secretary of War upon the recommendation of the Chief 
of mngiueers and of the Federal Power Commission. Section 1 of the act pro- 
vided that the improvements of rivers for flood control and allied purposes shall 
be under the jurisdiction of the Corps of Engineers, except as otherwise specifically 
provided by an act of Congress. This act authorized the construction of the 
Denison Reservoir on the Red River in Texas and Oklahoma at an estimated 
cost of $54 million for flood control and other purposes in accordance with a 
report submitted by the Corps of Engineers (H. Doc. 541, 75th Cong.). In 
connection with the White and Arkansas River Basins, the act authorized $25 
million and $21 million, respectively, to the Corps for reservoirs. These reser- 
voirs were to be selected and approved by the Chief of Engineers. 

The Flood Control Act of 1941 (55 Stat. 645) modified the general compre- 
hensive plan for flood control and other purposes in the Arkansas River Basin 
to include additional reservoirs. This act authorized to be appropriated $2 
million to the corps for this comprehensive plan. 

Since authorization of the comprehensive plan for the Arkansas, Red, and 
White River Basins, many project reports have been submitted to the Congress 
by the Corps of Engineers. Most of the larger projects were justified in these 
reports and authorized by the Congress as multiple-purpose developments. The 
justification of the projects in most instances was based on the fact that power 
benefits constituted a large share of the total project benefits. In all but one 
case (Denison Dam) the project reports indicated that the estimated annual 
benefits were at least equal to the estimated annual charges, including interest 
on and amortization of the Federal investment. The annual charges consisted of 
generally (1) interest on the investment, (2) amortization of the investment, and 
(3) operation and maintenance costs. Power benefits were usually based on an 
estimate of capacity value at the site, made by the Federal Power Commission, and 
upon the estimated energy value equivalent to fuel and firing costs at steam 
electric plants in the area. The power benefits were therefore, in effect, based 
on the use of the surplus energy for supplementary or “peaking” purposes to 
existing power systems in the area rather than for year-round primary power. 

The following tabulation summaries information pertaining to 12 multiple- 
purpose projects for which tentative cost allocations have been made by both 
Southwestern Power Administration and the Corps of Engineers. 
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Construction of the Denison project was recommended by the Corps of Engi- 
neers for the combined purposes of flood control and development of power. 
The economic studies described in the justification report were based on charging 
to power the cost of the dual-purpose project less the cost of a flood-control-only 
reservoir. The authorization of the Norfork project, as interpreted by the Corps 
of Engineers, limited it to a reservoir for flood control only. In a report sub- 
mitted to the Congress (H. Doc. 290, 77th Cong.) the corps recommended that 
provision be made for the generation of hydroelectric power. This modifica- 
tion of the project was authorized by the Flood Control Act of 1941. The studies 
presented by the corps were based on charging to power the incremental costs 
over the costs estimated for a flood-control-only project. Except for the Denison, 
Norfork, and Fort Gibson projects, none of the justification reports submitted 
to the Congress showed any tentative allocation of construction costs among the 
purposes to be served. Economic feasibility for the project as a whole was 
justified by showing the estimated combined benefits exceeding the estimated 
annual charges. 

Of the above 12 projects, Denison, Norfork, and Narrows Dams are in opera- 
tion. Whitney, Bull Shoals, Fort Gibson, Tenkiller Ferry, and Blakely Moun- 
tain were in advanced stages of construction at June 30, 1952. Actual construc- 
tion of the other projects has not been initiated, although construction plans 
for Table Rock have reached an advanced stage. 

Section 205 of the Flood Act of 1950 (64 Stat. 180) authorized the Secretary of 
the Army to cause preliminary examinations and surveys for flood control and 
allied purposes in drainage areas of the United States and its territorial pos- 
sessions to be made under the direction of the Chief of Engineers. For the 
Arkansas, White, and Red River Basins, this section provided: 

“* * * developing comprehensive, integrated plans of improvement for navi- 
gation, flood control, domestic and municipal water supplies, reclamation and 
irrigation, developing and utilization of hydroelectric power, conservation of 
soil, forest, and fish and wildlife resources, and other beneficial development and 
utilization of water resources including such consideration of recreation uses, 
salinity and sediment control, and pollution abatement as may be provided for 
under Federal policies and procedures, all to be coordinated with the Department 
of the Interior, the Department of Agriculture, the Federal Power Commission, 
other appropriate Federal agencies, and with the States, as required by existing 
law * * i 

Appropriations to the Department of the Army were authorized to carry out 
the improvements provided in this act, and to the Departments of Army and Agri- 
culture and to the Federal Power Commission for carrying out the examinations 
and surveys provided for in this act and any other acts. Authorization for 
appropriations to the Department of the Interior for the Arkansas, White, and 
Red River Basins was not provided in this act. 


RESPONSIBILITY FOR ALLOCATION CF CONSTRUCTION AND OPERATING COSTS 






Section 5 of the Flood Control Act of 1944 provides in part as follows: 
“Electric power and energy generated at reservoir projects under the control 
of the War Department and in the opinion of the Secretary of War not required 
in the operation of such projects shall be delivered to the Secretary of the In- 
terior, who shall transmit and dispose of such power and energy in such manner 
as to encourage the most widespread use thereof at the lowest possible rates to 
consumers consistent with sound business principles, the rate schedules to be- 
come effective upon confirmation and approval by the Federal Power Commis- 
sion. Rate schedules shall be drawn having regard to the recovery (upon the 
basis of the application of such rate schedules to the capacity of the electric 
facilities of the projects) of the cost of producing and transmitting such electric 
energy, including the amortization of the capital investment allocated to power 
over a reasonable period of years * * *,” 

The allocation of costs to power and to other purposes for the projects in the 
Southwest has not been finally resolved because of the controversy on responsi- 
bility between the corps and the Department. 

During January 1952 the Secretary of the Interior filed with the Federal 
Power Commission for rate approval a long-term contract for the sale of a large 
block of power in the Southwest. Accompanying that contract was a payout 
study which included proposed allocations of costs for the 12 projects previously i. 
mentioned. Subsequent to this date a work group consisting of representatives 4 
of the corps, Department, and the Commission was established to review, com- 
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pare, and point up the differences in the cost allocations made for these projects 
by the Department and the Corps of Engineers. 

Following is a summary of the cost allocations showing the amount allocated 
to power and the annual power charges. 


ALLOCATION BY SOUTHWESTERN POWER ADMINISTRATION 














Estimated | Cost allo- Annual 
Project construc- cated to power Allocation method used 
tion cost power charges ! 
Denison... . $61, 505,000 $13, 329, 500 $583, 895 | Incremental flood contro! basic 
Norfork. : 28, 800,000 | 12, 750, 000 558, 075 Do 
Narrows _.| 13, 450, 000 2, 883, 584 155,706 | Direct or exclusive power costs 
Bull Shoals_-.... 77, 770, 000 | 36, 490, 000 1, 306,177 | Incremental flood control basic 
Fort Gibson-..- ; 45, 900,000 | 14, 465, 000 544, 095 Do 
Tenkiller Ferry -- 24, 250,000 | 10, 185, 000 352,050 | Percentage of benefits 
Whitney eee 41, 794, 000 6, 516, 300 | 267,895 | Incremental flood contro] basic 
Blakely Mountain - -- --- 31, 000, 000 | 14, 547, 000 572, 133 | Ratio of power drawdown storage to 
total storage capacity 
Table Rock... 7 __..| 76,340,000 | 38,910, 000 1, 204, 000 Do ; 
Keystone 126, 750, 000 7, 500, 000 319. 70 Do 
Sa Soe eg ee 76, 700, 000 | 25, 000, 000 932,500 | Ratio of power benefits to total benefits 
for the Arkansas River plan 
Short Mountain........-... 101, 300,000 | 20,000,000 | 771, 000 Do 
Leite yond snsbaiiattie 
TORE. is. 2ctheusiel 705, 649, 000 |202, 576,384 | 7, 657, 276 
' ' 
ALLOCATION BY CORPS OF ENGINEERS 

OTRO __| $61, 630,000 $19, 874, 980 $970, 865 Incremental flood control nasic. 
Norfork ........-- : _.| 28, 540,000 | 12, 908, 000 593, 000 Do. 
DTA. cwiinwcnwededinee | 12, 945, 000 4, 942, 000 308, 500 | Separable costs-remaining benefits 
Bull Shoals. -....-....-----| 76, 300,000 | 50, 169, 000 2, 024, 500 Do 
Fort Gibson............- ..| 43, 882,000 | 23, 379, 000 1, 102, 300 Do 
Tenkiller Ferry ........-- | 23,100,000 | 14, 139, 000 706, 760 Do. 
Went ocak swe | 42,043,900 | 12,218, 900 | 530, 700 Do 
Blakely Mountain_._-_- 32, 675,000 | 26,184,000 | 1,076, 800 Do 
‘Tene MOOK....<<-4..<.-- | 76, 340,000 | 69,744,000 | 2, 702, 000 Do 
PD an een 1126, 750,000 | 37,812,000 | 1, 600,000 Do 
SRR. ata cheoewes 80, 838, 000 | 58,600,000 | 2, 300, 000 Do 
Short Mountain......_...../101, 300,000 | 69, 506,000 | 3, 033, 000 Do 


| ET 70, 343, 900 1399, 476, 880 | 16, 948, 425 | 


1SWPA has used a 100-year amortization period; the Corps of Engineers used a 50-year amortization 
period. In computing the investment allocated to power, the Corps of Engineers included interest during 
construction as an item of cost. SWPA did not include interest during construction as an item of cost 


The difference between the amounts allocated to power and annual tewer 
charges by the corps and the Departmeny result principally from (1) the a 
tion method used, (2) the number of years used in amortization ef the il 
investment, and (3) the inclusion by the corps of interest during « 

The corps and the FPC concur on the use of the “separable cor 
benefits” method for cost allocations on }1U of the above project 
method, each purpose is required to carry a\ least its separab'- 


sion is made for proportional sharin," of ‘“e suvings resuli 
purpose development. The incremen «. roOmt co} hee ak 
is accepted by the 3 agencies for th. ** im “i 


corps has used a 50-year amortizati: 
100-year amertization peried. Fo o™ 
the remaining 10 yclects are ‘9 
stances, the | ae oot 

provision f 

be onl 7 th 

The co 
decide: 
requir. emis 22 
tions are rot fred, ul 
funciion wili remain in du: 

Responsibility for making sa i wationus is bu speciically placed by the act 
Pertinent comments during debate on the floor of the House in connection with 
H. R. 4485 (Congressional Record, vol. 90, pp. 9286 and 9287) with reference to 
section 5 of the Flood Control Act of 1944 are as follows: 
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“Mr. Jenkins. * * * Does the gentleman mean that the Secretary of the In- 
terior would have sufficient authority under this bill to compel the building of 
[a] project so that he would have power-generating facilities? 

“Mr. WuHitrTinecton. He has no authority whatsoever with respect to construc- 
tion. * * * 

“Mr. JENKINS. * * * One could reasonably conclude that this bill does fix and 
announce a policy that the Secretary of the Interior and the President can control 
the power policy of the Nation. 

“Mr. WHITTINGTON. We have settled that. We have said that the matter of 
power is to be passed on by the Chief of Engineers and by the Federal Power 
Commission. * * * The Secretary of the Interior has no control whatever over 
the construction of any dam under the control of the War Department * * * and 
his power is limited only to the sale and transmission of the excess power gen- 
erated at dams authorized and constructed by the War Department.” 

Based on information we have obtained from the interested agencies, we have 
concluded that the issue on the responsibility for making allocations of costs 
among all of the purposes served will not be resolved by these agencies. In a 
letter dated April 15, 1952, to the Administrator of Southwestern Power Adminis- 
tration, the Chief of Engineers stated : 

“The Corps of Engineers is responsible for constructing, operating, and main- 
taining the projects for all of the purposes involved up to the point where power 
is turned over to the Department of the Interior. Carrying out those responsi- 
bilities involves maintaining cost accounts and records, maintaining a compre- 
hensive audit program covering all of the activities of the corps, and making 
equitable allocations of costs among all of the purposes served.” 

During the 82d Congress, a subcommittee of the Committee on Public Works, 
House of Representatives, held hearings to study civil works. In testifying before 
this committee on May 7, 1952, the Under Secretary of the Interior stated : 

“Under the Flood Control Act of 1944, the Secretary of the Interior is charged 
with the marketing of the power, which marketing is to be based on the alloca- 
tion of costs and sound business principles. The agency which is charged with 
the marketing of the power cannot very well be subject to cost allocations made 
by 1 or 2 other agencies.” 

In testifying before this committee on May 2, 1952, the Chairman of the Federal 
Power Commission submitted recommendations for consideration by the com- 
mittee and the Congress. Two of these recommendations are as follows: 

1. That the Congress be more definite in laying down the standards, par- 
ticularly with respect to cost-allocation procedures and periods for amortiza- 
tion of investments, under which the power generated at Federal reservoir 
projects shall be sold. 

2. That the agency of the United States, if any, to which the Congress 
may hereafter give effective ratemaking authority with respect to the sale 
of power produced at Federal reservoir projects also be given complete 
authority to allocate the costs of such projects. 

The subecommittee’s report (House Committee Print No. 23) on the study dated 
December 5, 1952, stated that the agencies are operating in considerable con- 
fusion in the problem of allocation of costs and that the Congress has not been 
adequately specific in outlining a policy to be followed in cost allocations. In 
discussing the responsibility for allocation of costs, the report stated: 

“There is, however, no general legislation on the subject and no specific pro- 
vision for allocating costs of any functions of either other specific projects or 
general categories of projects. Section 5 of the Flood Control Act of 1944 pro- 
vides for the Federal Power Commission to approve rates for sale of surplus 
electric energy from dams built by the Corps of Engineers and for the Depart- 
ment of the Interior to sell such energy. This provision by implication seems 
to require a review by the Federal Power Commission of allocations to power at 
ee involved but the absence of specific legislation leads to some 
confusion.” 


Three of the recommendations contained in the subcommittee’s report are as 
follows: 

1. That all costs of a water-resource development project be allocated so 
that each authorized purpose of the project will bear its own fair share of 
these costs and share equitably in economies or savings resulting from the 
use of a multiple-purpose development. 
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2. That the proposed allocation of costs for a project to the various pur- 
poses of water-resource development be initiated by the pertinent construc- 
tion agency and that the comments of agencies properly concerned with the 
allocation or the project be made on such proposed allocation. 

3. That final allocations of capital cost be made only after completion of 
construction when all investment costs are known. 

On December 31, 1952, the Bureau of the Budget issued Circular No. A-47 
relating to water-resources projects. This circular sets forth certain standards 
and procedures to be used by the Executive Office of the President in reviewing 
proposed water-resources project reports and budget estimates to initiate con 
struction of such projects. In connection with the responsibility for allocation 
of costs on multiple-purpose projects, the head of the construction agency is 
considered responsible for : 

1. Making the initial tentative allocation of costs among the purposes to 
be served by the project. 

2. Making a revised cost allocation prior to submission of a budget esti- 
mate to initiate the project if the costs can be ascertained with greater 
accuracy at that time than at the time of submission of the project report, 
or if the designated use of the project is changed, or if the estimated costs 
have changed substantially. 

The length of the repayment period is to be set so that the initial Federal 
investment in the project can be repaid within a period equal to the useful eco- 
nomic life of the project, but not longer than 50 years. The circular also provides 
for other Federal agencies having responsibilities with respect to the projects 
to be afforded full opportunity to consult and make their views known in the 
determination of the cost allocation. 

Until such time as definite allocations of the construction costs are made, it is 
impossible to state affirmatively that the power-rate schedules in use by the 
Administration meet the requirements of section 5 of the Flood Control Act of 
1944. The net income of $1,053,908 reported by the Administration for fiscal 
year 1952 was insufficient to cover the cost of producing the electric energy and 
to amortize the power portion of the Government’s investment for the projects 
in operation. Cost allocations for Denison, Narrows, and Norfork Dams (see 
p. 17) show an annual power charge of $1,872,365 determined by the Corps of 
Engineers and $1,297,676 determined by the Administration. 


MARKETING OPERATIONS 


The net income by the Administration was $1,053,908 for fiscal year 1952 and 
$1,519,560 for fiscal year 1951. The operating results for the fiscal year 1952 
are summarized and compared with the preceding year: 


Increase from pre- 
Fis-al ceding year 
year i952 — —_——- 


Amount Percent 


Revenues: Sales of electric energy..............-....-----.--.----- $2, 630, 322 $350, 563 15.4 
Expenses: 
I RII. 6 555s. dads ints dobcenalddpnknbesidvddsndgewe< 7, 109 Ae tesns : 
I a ch 546, 545 194, 109 55. 1 
Administrative, sales, and other general expenses_-____ -..__-- 455, 155 251, 459 123. 4 
| a ene eae RE ER ea ee 211, 512 211, 512 
A i al as a oleiieain es cksiatdeliieSiadp Scent 1, 220, 321 664, 189 119.4 
een UNO D8 a cdi dadea ddmeahee 1, 410, GOL 1 313, 626 118.2 
Imputed interest on investment of U. S. Government_-__.___- aan 356, 093 152, 025 74.5 


og ee ee ae ate 1, 053, 908 1 465, 651 1 30. 6 


1 Decrease. 
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Qualifications due to the inadequacies and inaccuracies of the financial results 
reported by the Administration are contained in succeeding paragraphs. 

Sales of electric energy for the fiscal years 1952 and 1951, expressed in dollars, 
thousands of kilowatt-hours, and average rate per kilowatt-hour, by the various 
classes of services, are presented in the following summary: 


1952 1951 
| | | 
| Average | | Average 
| Th housand | rate per Thousand | rate per 











Revenue Kilowatt: | | kilowatt- | Revenue | kilowatt- | kilowatt- 
hours hour hours hour 
| (mills) | | | (mills) 
| i | | 

SIRI ve iccncnneneeens $740, 507 | 136, 056 | 5. 44 $360, 274 64, 368 5. 60 
Municipalities. _.............- 119, 771 | 21,177 | 5. 66 7, 732 9, 870 5. 85 

Electric utilities. ............- | 1,746,750 | 374, 627 4.66 | 1,861, 753 413, 907 4 
re Gy Gein iewcthckus 23, 294 | 4,192 | 5. 55 |----------- a la Charnes 








elt 8 oo ee | $2,630,322 | 536,052 | 4.91 | $2, 279, 759 488, 145 4. 67 


| 


The Administration sold energy to 18 cooperatives, 11 municipalities, 5 electric 
utilities, and 1 Government agency at June 30, 1952. Energy was sold to 12 
cooperatives, 4 municipalities, and 5 electric utilities at June 30, 1951. 

The Administration has integrated its electric system with certain private 
utility systems in order to obtain better utilization of the Government’s hydro- 
electric capacity for the production of peaking power and to secure the maximum 
benefits from this power capacity. In order to accomplish this purpose the 
Administration has entered into agreements with these companies for the pur- 
chase, sale, exchange, and delivery of electric power. Under the terms of these 
contracts, the companies deliver to the Administration the service necessary to 
supply designated preferred customers (cooperatives, municipalities, and Fort 
Sill, Okla.). Sales by the Administration to electric utilities for the year 1952 
accounted for 66 percent of the revenues and 70 percent of the energy delivered. 

The Flood Control Act of 1944 provides that the rate schedules in use by the 
Administration are to become effective upon confirmation and approval by the 
Federal Power Commission. Tentative approval has been given by the Com- 
mission to the rate schedules now in use. All schedules with the exception of 
those in one contract with an electric utility were subject to review and reap- 
proval not later than February 13, 1953. An extension of 60 days was granted 
the Administration by the Commission, and we were informed that an additional 
extension will probably be requested by the Administration.’ It is unlikely that 
the annual power charge applicable to the investment and operating expenses 
of the Corps of Engineers will be determined for payout purposes before the 
rate schedules are subject to review and reapproval by the Federal Power 
Commission. 

The operating statements prepared by the Administration are subject to quali- 
fication for certain inadequacies and inaccuracies. The more important items 
that would have a material effect on the reported net income are as follows 

1. An allocation of the construction and operating costs applicable to the 
Corps of Engineers projects has not been resolved. The annual power charge 
necessary to amortize the Denison, Narrows, and Norfork projects as deter- 
mined by the Corps of Engineers and Southwestern Power was $1,872,365 
and $1,297,676, respectively. (See pp. 16 to 21.) The net income of $1,053,- 
908 reported by the Administration for fiscal year 1952 was insufficient to 
cover this additional cost. 

2. We were unable to substantiate the reasonableness of the distribution 
of administrative and general expenses between construction and operations. 
For the fiscal year 1952 these expenses amounted to $649,290—$334,645 was 
charged to operations and $314,645 to construction. 

3. Depreciation expense was not included in the accounts on $4,118,179 of 
completed plant at June 30, 1952. This amount consisted of property held 

for future use ($3,121,909) and plant in process of classification ($996,270). 


*Since this report was prepared, the Commission granted extension to June 30, 1953; the 
Administration has requested further extension to December 31, 1953. 
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4. The current amount of land division overhead being capitalized is highly 
questionable. At June 30, 1952, only a small amount of land was being 
purchased; the overhead account contains an undistributed balance of 
$38,393 which represents over 6 months of overhead accumulation. 

5. Material and supplies inventory of $354,633 at June 30, 1952, includes 
$47,679 of undistributed stores expense. The rate used for clearing stores 
expense has been high because of uneconomical stores operations and the 
inclusion of expenses not properly chargeable to this activity. The balance 
of undistributed stores expense has increased despite the high rate. This 
balance at June 30, 1952, includes amounts which are more properly appli- 
cable to the current year’s operations. 

6. Other deferred debits (asset account) amounted to $63,411 at June 30, 
1952. Most of this amount represents charges relating to operating contracts 
and expenses in connection with the Arkansas, White, and Red River basin 
study. Items of this nature do not represent assets of the Administration 
and should be charged to expense when incurred. 

7. We do not approve of the Administration’s method of computing interest 
on invested capital. The computation for fiscal year 1952 was based on 
the plant in service and construction work in progress balances as of the 
close of the preceding fiscal year. The entire amount so computed ($356,092) 
was charged to operations, although a portion is applicable to construction 
work in progress. 


During fiscal year 1952 the total administrative and general expense of $649,290 
was distributed between construction and operations as follows: 


Percent Percent 

BN EE eT) SIE Te ON ae 80 20 
Office of Administrator, divisions of administration and finance, 
office of chief counsel, office of reports and information, and the | 


Washington office...............- SEEDS A EEL ES 8 AID 


| 
| Construction Operations 
| 
| 


No factual information was available to support the above percentages. We 
believe that the distribution of administrative and general expenses should 
be so determined that it can be justified and reasonably substantiated. 

The overhead distribution for fiscal years before 1952 is also highly question- 
able. An illustration is the amount charged to operations for fiscal year 1951, 
which was only $62,357. The budget request for these expenses for fiscal year 
1952 to be charged to operation and maintenance was $500,000 compared with 
$72,500 for 1951. The administration’s budget justification to the Congress for 
fiscal year 1952 stated: 

“In the past several years the estimates and appropriations for this ad- 
ministration included—almost in whole—basic operating and administration 
expenses within the ‘Construction’ appropriation. Although during those years 
the application of time and energy of the Administration were directed, for 
the most part, toward a construction program, an analysis of cost data for the 
period has indicated that a greater share of basic administrative expenses 
should have been funded within the appropriation for ‘Operation and main- 
tenance.’ ”’ 

The foregoing bears out the necessity for further investigation, as recom- 
mended on page 7. 

During fiscal year 1952 the Administration received the net generation from 
the following Corps of Engineers multiple-purpose projects. 


: | Installed 
Project name Location | capacity 
(kilowatts 








Denison a te aha tal te Oklahoma-Texas__- 70, 000 
Sn eS eenimnmea Caakchoaedadeces 4 Arkansas : 17, 000 
ee aed cu daknbae _| Avienes......<.. 70, 000 





The Corps of Engineers has scheduled for completion in fiscal year 1953 Bull 
Shoals, Whitney, Fort Gibson and Tenkiller Ferry Dams. These projects have 
an installed capacity of 269,000 kilowatts. 
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The electric energy received expressed in thousand kilowatt-hours for the 
fiscal year 1952 is summarized below and compared with the preceding year. 


Fiscal year 1952 Increase from preceding year 
| Thousand | Thousand | 
kilowatt- Percent kilowatt- | Percent 
hours | hours | 


1112, 026 | 144.0 
13, 116 44.6 
131, 342 63.3 
8, 274 = 


Denison Dam 
Narrows Dam 
ee 
Pe RI ce 


100.0 40, 706 8.3 


The generation shown in the above tabulation is 3,766 thousand kilowatt-hours 
less than the reported kilowatt hour sales for fisca] year 1952. More energy 
should be generated than is available for sale because of transmission losses. 
During 1952 the Administration did not reconcile the kilowatt-hour generation 
with sales. We were not successful in the attempt to make such a reconciliation. 
The Administration has agreed that the kilowatt-hour generation and sales will 
be reconciled monthly beginning in 1953. 


Litigation affecting marketing operations 


In connection with the 1947 fiscal year appropriation hearings, SWPA pre- 
sented to the Congress a construction program estimated to cost approximately 
$200 million. This program included the construction of steam-generating 
plants and transmission facilities which were to be integrated with the hydro- 
electric projects operated by the Corps of Engineers. The program provided 
for the integrated operation of the plants with the existing utility systems to 
utilize fully the hydroelectric power capacity of the projects. To initiate this 
program SWPA requested the Congress to appropriate $23 million for fiscal year 
1947. The House Committee on Appropriations stated that it was unable to 
find any satisfactory justification for the proposed steam plants, and only 
$7,500,000 was appropriated for the construction and acquisition of transmission 
lines, substation, and related facilities. 

During 1947 to 1950 the Rural Electrification Administration entered into a 
series of loan agreements with five federated rural electric cooperatives to finance 
the construction of electric generating and transmission facilities in Missouri. 
The loan agreements provided for the cooperatives to construct 2 steam (55,000 
kilowatts) and 1 diesel electric (10,000 kilowatts) generating plants and related 
transmission facilities. These cooperatives in turn entered into agreements 
with SWPA covering the sale and exchange of power and the lease of a part 
of the transmission facilities. 

The agreements relating to the sale and exchange of power provided generally 
that SWPA would purchase most of the output of the generating plants. The 
agreements relating to transmission facilities provided for the lease of certain 
facilities to SWPA for a period of 40 years. SWPA was to maintain and 
operate the system with an option to purchase at (a) any time during the term 
of the agreement for the unpaid balance of the REA loan, or (0b) upon the 
expiration of the term of the agreement, for $10. 

On October 3, 1950, the Kansas City Power & Light Co., and nine other 
privately-owned electric utilities filed suit in the United States District Court 
for the District of Columbia against certain officials of the Government. These 
utilities alleged that the Rural Electrification Administration and Southwestern 
Power Administration had conspired with each other to enter into a system of 
illegal agreements with the five federated rural electric cooperatives. The 
utilities contended that these agreements would enable SWPA to acquire by 
use of REA funds, without congressional authorization and in violation of the 
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law, generating capacity and transmission lines which would duplicate their 
facilities and deprive them of existing and potential customers. 

On June 17, 19538, the United States District Court for the District of Columbia 
(Civil Action No. 4276-50) held that the lease and power agreements were legal 
and that the loan agreements were not executed for the sole benefit of SWPA. 
The court also held that the purchase of steam-generated power reasonably inci- 
dental to the integration of hydroelectric power is legal under the Flood Control 
Act of 1944. 

Effective December 5, 1949, SWPA entered into two agreements with Arkansas 
Electric Cooperative Corp. covering the sale and exchange of power and the 
lease of certain transmission facilities. The facilities called for by these agree- 
ments consisted of a 30,000-kilowatt steam plant and related transmission 
facilities. These facilities were to be constructed by the cooperative and 
financed by a loan from the Rural Electrification Administration. The agree- 
ments provided generally that SWPA would purchase the output of the steam 
plants and maintain and operate the transmission system with an option to 
purchase, similar to that provided in the agreements with the five federated 
rural cooperatives described above. 

Under Arkansas law, before these facilities could be constructed, approval 
had to be obtained by the cooperative from the Arkansas Public Service Com- 
mission. Upon application by the cooperative for a certificate of public con- 
venience, the private utility companies intervened. This certificate was granted 
by the Commission, and the companies immediately appealed the decision to the 
circuit court of Pulaski County, Ark. The decision of the circuit court reversed 
the action of the commission in granting this certificate. The cooperative ap- 
pealed this order to the Supreme Court of Arkansas. On February 23, 1953, the 
Supreme Court of Arkansas (No. 4—9847) rendered a decision stating that the 
certificate of public convenience granted by the regulatory body of Arkansas 
was not consistent with Arkansas law and the judgment of the circuit court was 
accordingly affirmed. 

BUDGETING AND ACCOUNTING 


GENERAL 


During the early part of fiscal year 1952 the Administration, with the assist- 
ance of the Division of Budget and Finance, Department of the Interior, and the 
Accounting Systems Division of the General Accounting Office, installed a re- 
vised accounting system. The revised accounting system is based on recog- 
nized principles with special emphasis on the accounting requirements for public 
utilities. The system of accounts distinguishes between capital outlays and 
expenses. However, adequate financial statements will not be obtained from 
the accounts until the matter of cost allocations has been resolved and certain 
refinements in application have been made. 

Each year the Congress appropriates specific amounts for the construction 
program and the operation and maintenance expenses of the Administration. 
The revised system provides for allotment accounts to be maintained for budget- 
ary purposes and to be integrated as a part of the overall accounting system. 
These accounts are suballotted for each appropriation activity. The expendi- 
tures as shown by the allotment accounts are to be reconciled with the general 
books; however, this was not done for the fiscal year 1952. Distribution of cer- 
tain expenses for budgetary purposes differed from that in the revised accounting 
system. It was, therefore, not practicable to reconcile the expenditures shown 
by the allotment ledgers with the amounts recorded in the general books. We 
were informed that a procedure has been devised to make this reconciliation 
monthly, beginning in fiscal year 1953. The budget submitted to the Congress for 
fiscal year 1954 conforms more closely to the revised accounts. 

Pertinent comments applicable to certain of the Administration’s account 
balances follow : 
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ELECTRIC UTILITY PLANT AND ACCUMULATED DEPRECIATION 


The gross investment in utility plant ($17,774,612) and the related accumu- 


lated depreciation ($364,397) at June 30, 1952, consisted of: 


Construc- 

tion work 

orders in 

} process of 

classifica- 
tion 


Construc- 
tion work 
in progress 


Property 
held for 
future use 


Plant in 


: Tote 
| service tal 


Transmission lines-_-- 
Substations : 

Metering equipment 
Automotive equipment 

Office furniture and fixtures 
Miscellaneous general equipment 
Other : 

Material for contracts 


Contractors’ estimates—undistributed_ 


Undistributed overhead 


, 789, 483 


1, 356, 010 | 


42, 707 


367, 193 


169, 969 | 


90, 923 
3, 305 


9, 891, 581 


$2, 630, 068 
491, 841 


$149, 
824, 
4, 


757 
101 
550 


$1, 819, 
65, 


A 
36 
29, 

420), 
173, 


201, 


1, 106, 2 


630 
257 


861 
173 
435 
770 
183 
902 
612 
029 


17, 774, 612 
364, 397 


3, 121, 909 3}, 270 3, 854, 852 


Less accumulated depreciation - ____-_-_- 


Total 


_| 364, 397 


3, 121, 909 270 3, 854, 852 


| 9,437, 184 17, 410, 215 


The utility plant, except a small amount of property transferred from other 
Government agencies, is recorded at original cost. As shown above, the greater 
part of the plant consists of transmission lines and substations. The property 
held for future use consists of complete transmission lines and substations that 
have not been energized pending completion of certain hydroelectric projects cur- 
rently under construction by the Corps of Engineers. At June 30, 1952, the 
Administration operated 970 miles of transmission lines and nine substations. 

The accumulated depreciation applies only to the plant-in-service balance of 
$9,801,581 at June 30, 1952. Construction work orders in process of classifica- 
tion ($996,270) also consists of plant in service, but no depreciation has been 
taken on these items. Some of these work orders have been completed since May 
1950. The accounting manual provides for depreciation to be taken on property 
held for future use. No depreciation applicable to these items has been included 
in the accounts. We have recommended to the Administration that deprecia- 
tion be taken on the above items and the accounts be analyzed and the accumu- 
lation adjusted accordingly. 

The major transmission lines and substations completed by the Administration 
during fiscal year 1952 are as follows: 

Description 
Transmission lines: 
154 kv. line from Norfork Dam to Essex, Mo 
154 kv. line from Bull Shoals Dam to a junction at Rea Valley__- 
154 kv. line from Gore switching station to Fort Gibson Dam__-_ 
154 kv. line from Tenkiller Ferry dam to Gore switching station_ 
154 kv. line to connect with Oklahoma Gas & Electric Co. at Van 
Buren, Ark 
132 kv. line from Russet to Brown, Okla 
66 kv. line from Center to Garrison, Tex 
66 kv. line from Corrigan to Diboll, Tex _....._..____________ 
eeLOCRT Ion OF WONiiame OE CN kn a ti nieittnccenece 
Substations: 
154 kv. substation, Doniphan, Mo 
154 kv. switching station, Van Buren, Ark 
aaa in reece ethene 
38 kv. switching station, Brown, Okla 
32 kv. substation, Russet, Okla 
OS vy; nee, I, a i ec een 
ee a teem aenace 
Go Kv. ewilteins station, Center, Texk......................... 
Substation extension, Weleetka, Okla 


Cost 
$1, 829, 162 
422, 248 
279, 728 
77, 352 


20 
247, 
255, 


126, 
102, 


682 
996 
280 
863 
399 


490, 967 
387, 626 
312, 817 
219, 306 
371, 267 
63, 382 
60, 055 
25, 211 


117, 593 


1 
1 
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Although completed, the following transmission lines and substation were not 
placed in service during fiscal year 1952 and are classified as property held for 
future use. 


154 ky. line from Norfork dam to Essex, Mo. 

154 kv. line from Bull Shoals Dam to a junction at Rea Valley 
154 kv. line from Gore switching station to Fort Gibson Dam 

154 ky. line from Tenkiller Ferry dam to Gore switching station 
154 kv. substation, Doniphan, Mo. 


INVESTMENT OF THE UNITED STATES GOVERNMENT 
The investment of the United States Government at June 30, 1952, consisted of: 


Appropriations by the Congress, net__-__------~~- ; $26, 005, 702 
Interest on invested capital ae he 811, 267 
Property transfers, net Bee a 274, GR2 
Accumulated income from operations.______--__- ian ointae a tac 9, 585, 662 


Total 36, 677, 313 
Less payments into U. S. Treasury ‘ ou Ie, 620,652 


Net investment of U. S. Government ; : 23, 847, 661 


The appropriations by the Congress from inception of the Administration are 
summarized : 





Fiscal year ‘tien | and mainte-} Total 





000 

000 

OU 

7 500. 000 000 
25, OOO 

. 000 

3, 475, 000 525, 000 
8. 620, 000 O00 
3. 375, 000 1, 255, 712 


541, 712 26, 511, 712 
Less returns to U. 8, Treasury (lapsed appropriations) 4 ; bs 506, 010 


Total appropriations, net 





The amounts for 1952 were appropriated under the Interior Department Appro- 
priation Act, 1952 (65 Stat. 248). 

Interest of $811,267 on invested capital at June 30, 1952, represents imputed 
interest on the gross investment in electric utility plant, less retirement work in 
progress. A rate of 244 percent per annum is used to compute the annual charge 
for interest. A portion of the payments into the United States Treasury applies 
to the reduction of the utility plant investment. The amount is not determinable 
at this time because an allocation of the construction costs charged to power in the 
hydroelectric projects has not been made and payout requirements have not been 
established. The interest expense each year ($356,092 for 1952) is charged to 
operations, although it applies in part to construction work in progress and that 
part should have beer capitalized. Based on the present method of computing 
interest, $153,246 should have been capitalized in fiscal year 1952. 

The accumulated income of $9,585,662 from operations to June 30, 1952, includes 
$1,053,908 applicable to fiscal year 1952. For the reasons stated on pages 23 and 
24, the reported income for 1952 is subject to material adjustments. Similar 
adjustments would be applicable to prior years. 
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AUDIT REPORT TO THE CONGRESS OF THE UNITED STATES 


Southwestern Power Administration, Department of the Interior, for the fiscal 
year ended June 30, 1953, by the Comptroller General of the United States 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, January 13, 1954. 
The honorable the SPEAKER OF THE HOUSE OF REPRESENTATIVES. 


Dear Mr. Speaker: There is presented herein report on the audit of the South- 
western Power Administration, an agency in the Department of Interior, for the 
fiscal year ended June 30, 1953. This audit was made pursuant to the Budget 
and Accounting Act, 1921 (31 U. S. C. 58), and the Accounting and Auditing Act 
of 1950 (31 U.S. C. 67). 

The report is also being sent this date to the President of the Senate. 

Respectfully submitted. 

LinpsEY C. WARREN, 
Comptroller General of the United States. 


CONTENTS 

General comments. 

Authorization of multipie-purpose projects. 

Responsobility for allocation of construction and operating costs. 

Recommendations to the Congress. 

Source of funds and equity of United Government. 
Equity of United States Government. 
Appropriations by the Congress. 

Interest on invested capital. 
The continuing fund. 
Accumulated income from operations. 
Payments into Treasury. 
Source of funds. 
Marketing operations. 
Operating statements and expenses. 
Generation. 
Litigation affecting marketing operations. 
Leased transmission facilities. 
Budgeting and accounting. 
General. 
Electric utility plant and accumulated depreciation. 
Cash in United States Treasury. 
Recommendations to the Secretary of the Interior and Southwestern Power 
Administration. 

Scope of audit. 

Opinion of financial statements. 

Financial statements. 

Balance sheet—June 30, 1953 and 1952, exhibit 1. 
Statements of power marketing operations for the years ended June 30, 1953 
and 1952, exhibit 2. 
Notes to financial statements. 
Appendix : Service area map. 


ReEporRT ON AvuDIT OF SOUTHWESTERN POWER ADMINISTRATION, DEPARTMENT OF 
THE INTERIOR, FOR THE FISCAL YEAR ENDED JUNE 30, 1953 


The Division of Audits of the General Accounting Office has made an audit 
of the Southwestern Power Administration, an agency in the Department of 
the Interior, covering the fiscal year 1953, pursuant to the provisions of the 
Budget and Accounting Act, 1921 (31 U. 8S. C. 53), and the Accounting and 
Auditing Act of 1950 (31 U. 8S. C. 67). 


GENERAL COMMENTS 


Southwestern Power Administration (also referred to as SWPA or the Ad- 
ministration) is an agency in the Department of the Interior under the supervi- 
sion of the Assistant Secretary for Water and Power Development. This activity 
was created by the Secretary of the Interior on September 1, 1943, to sell and 
dispose of electric energy generated at certain Federal projects in the Southwest. 
Under the provisions of section 5 of the Flood Control Act of 1944 (16 U. 8. C. 
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825s), the Secretary of the Interior was designated the marketing agent for 
surplus energy generated at all reservoir projects under the control of the 
Corps of Engineers, Department of the Army. Southwestern Power Administra 
tion was in turn designated the power marketing agent in defined areas of the 
States of Arkansas, Kansas, Louisiana, Missouri, Oklahoma, and Texas. 

The management of SWPA is vested in an administrator appointed by the 
Secretary of the Interior. The headquarters office is located at Tulsa, Okla. 
At June 30, 1953, the Administration had 248 employees at annual salaries 
totaling about $1,160,000 compared with 300 employees at annual salaries total- 
ing about $1,350,000 at June 30, 1952. 

Of primary significance in this report are the following matters: 

1. The jurisdictional dispute between the Department of the Interior and 

The management of SWPA is vested in an Administrator appointed by the 
of construction costs of multiple-purpose projects (See p. &.) This dispute 
was described in the audit report on this agency for the fiscal year 1952. That 
report included a recommendation that the Congress designate specifically the 
agency to make the allocation of costs for projects either constructed or author- 
ized for construction by the Corps of Engineers in the Arkansas, White, and Red 
River Basins. 

2. The inadequacy of the net revenues reported by Southwestern Power Ad- 
ministration to cover the costs of producing electric energy and to amortize 
the power portion of the Government’s investment in the multiple-purpose 
projects. (See p. 11.) 

3. The decision rendered on June 17, 1953, by the United States District Court 
for the District of Columbia, Kansas City Power & Light Co. v. McKay, 115 
F. Supp. 402, upheld the lease and power agreements executed by the South- 
western Power Administration and five federated rural electric cooperatives. 
(See p. 29.) 

AUTHORIZATION OF MULTIPLE-PURPOSE PROJ ECTS 


The Flood Control Act of 1938 (52 Stat. 1218) approved a general compre- 
hensive plant for flood control and other purposes for the Arkansas and White 
River Basins and authorized construction of specific projects in the Red River 
Basin. This work was to be carried out under the direction of the Secretary 


of War and under supervision of the Chief of Engineers. Section 4 of the act 
provided for changes in plans to include the installation of hydroelectric power. 
Penstocks or similar facilities could be installed in any dam authorized when ap- 
proved by the Secretary of War upon the recommendation of the Chief of Engi- 
neers and of the Federal Power Commission. Section 1 of the act provided that 
the improvements of rivers for flood control and allied purposes shall be under 
the jurisdiction of the Corps of Engineers, except as otherwise specifically 
provided by an act of Congress. This act authorized the construction of the 
Denison Reservoir on the Red River in Texas and Oklahoma at an estimated cost 
of $54 million for flood control and other purposes in accordance with a re- 
port submitted by the Corps of Engineers (H. Doc. 541, 75th Cong.). In connection 
with the Arkansas and White River Basins, the act authorized that $21 million 
and $25 million, respectively, be appropriated to the corps for reservoirs. These 
reservoirs were to be selected and approved by the Chief of Engineers. 

The Flood Control Act of 1941 (55 Stat. 645) modified the general compre- 
hensive plan for flood control and other purposes in the Arkansas River Basin 
to include additional reservoirs. This act authorized that $29 million be appro- 
priated to the corps for this comprehensive plan. 

Since authorization of the comprehensive and project plans for the Arkansas, 
White, and Red River Basins, many project reports have been submitted to the 
Congress by the Corps of Engineers. Most of the larger projects were justified 
in these reports and authorized by the Congress as multiple-purpose develop 
ments. The justification of the projects, in most instances, was based on the 
fact that power benefits constituted a large share of the total project benefits 
In all but one case (Denison Dam) the project reports indicated that the esti- 
mated annual benefits were at least equal to the estimated annual charges, in- 
cluding interest on and amortization of the Federal investment. The annual 
charges consisted of generally (1) interest on the investment, (2) amortization 
of the investment, and (3) operation and maintenance costs. Power benefits 
were usually based on an estimate of capacity value at the site, made by the 
Federal Power Commission, and upon the estimated energy value equivalent to 
fuel and firing costs at steam electric plants in the area. The power benefits 
were therefore, in effect, based on the use of the surplus energy for supple- 
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mentary or peaking purposes to existing power systems in the area rather than 
for year-round primary power. Power benefits are increased by computing the 
revenues from disposition of surplus energy for peaking purposes. 

The following tabulation summarizes information pertaining to nine multi- 
ple-purpose projects for which tentative cost allocations have been made by 
both Southwestern Power Administration and the Corps of Engineers. On 
June 30, 1953, five of these projects were in operation (Denison, Norfork, Nar- 
rows, Bull Shoals, and Fort Gibson), 2 were scheduled for initial operation in 
fiscal year 1954 (Tenkiller Ferry and Whitney), 1 in fiscal year 1955 (Blakely 
Mountain), and initial construction was started on 1 (Table Rock) in fiscal year 
1953. 


As shown in justification reports submitted to the Congress 


| 
Ratio of 
annual Revised esti- 
charges to| mated cost at 
annual June 30, 1953 
benefits 


| 


| Estimated | Annual power 
first cost benefits 
| | 


Project, Congress, and document number 


Denison (75th, H. Doc. 541) -- | $54, 000, 000 $1, 705, 000 20. 98 $65, 933, 000 
Norfork (77th, H. Doc. 290) : 27, 500, 000 84, 000 21, 28, 778, 918 
Narrows (76th, H. Doc. 837) | 6, 470, 000 | (7) as 12, 653, 298 
Bull Shoals (76th, H. Doc. 917).............-...| % 42,000,000 , 403, 400 > 76, 553, 359 
Fort Gibson (76th, H. Doc. 107).-..----- } 13, 700, 000 | 712, 000 21. 43, 213, 274 
Tenkiller Ferry (79th, H. Doc. 758)....--..--.-| 14, 500,000 |__-- 22, 536, 946 
Whitney (76th, H. Doc. 390) -_ _- | 10, 150, 000 233, 411 : 40, 707, 500 
Blakely Mountain (78th, H. Doc. 647) - --._- 11, 080, 000 | 724, 400 1,49 29,179, 417 
Table Rock (76th, H. Doc. 917) .._..-.-------- 6 37, 000, 000 1, 415, 600 71.06 | 77, 456, 476 


| 





1 Report shows that the construction costs to be charged to power should be the total estimated cost 
less the cost of a flood-control project, or $15,202,000. 

2 Report recommends that construction cost of $13,500,000 be charged to power plus interest during con- 
struction of $810,000. Ratio of annual charges to annual benefits applies only to the power facilities. 

3 Reports on these projects do not include allocations of estimated costs of construction to the purposes 
served. 

4 Report allocates construction cost between purposes on the basis of the cost of procuring the same degree 
of flood control and power benefits as independent developments. Amount allocated to power is $8,727,000. 

5 This project was included in an overall report of the Corps of Engineers to provide for navigation, flood 
control, and power on the Arkansas and Verdigris Rivers. Altogether the proposed plan included 12 dams 
and channel construction work estimated to cost $522,678,000. Total annual benefits were estimated to be 
$26,366,200 (navigation $19,606,000, flood contro] $912,800, power $5,586,500, and revenue from land rentals 
$260,900). The combined ratio of annual charges to annual benefits was 1 to 1.08. 

¢ The annual power benefits and ratio of annual charges to annual benefits are the district engineer’s esti 
mates in the justification report. The district engineer estimated the first cost for the Bull Shoals and Table 
Rock projects to be $38,000,000 and $34,500,000, respectively 

7 Not included. 


Construction of the Denison project was recommended by the Corps of Engi- 
neers for the combined purposes of flood control and development of power. The 
economic studies described in the justification report were based on charging to 
power the cost of the dual-purpose project less the cost of a flood-control-only 
reservoir. The authorization of the Norfork project, as interpreted by the Corps 
of Engineers, limited it to a reservoir for flood control only. In a report sub- 
mitted to the Congress (H. Doc. 290, 77th Cong.) the corps recommended that 
provision be made for the generation of hydroelectric power. This modification 
of the project was authorized by the Flood Control Act of 1941. The studies pre- 
sented by the corps were based on charging to power the incremental costs over 
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the costs estimated for a flood-control-only project. Except for the Denison, 
Norfork, and Fort Gibson projects, none of the justification reports submitted to 
the Congress showed any tentative allocation of construction costs among the 
purposes to be served. Economic feasibility for the project as a whole was 
justified by showing the estimated combined benefits exceeding the estimated 
annual charges. 

Section 205 of the Flood Control Act of 1950 (64 Stat. 180) authorized the 
Secretary of the Army to cause preliminary examinations and surveys for flood 
control and allied purposes in drainage areas of the United States and its Ter- 
ritorial possessions to be made under the direction of the Chief of Engineers, 
For the Arkansas, White, and Red River Basins this section provided : 

“* * * Developing comprehensive, integrated plans of improvement for navi- 
gation, flood control, domestic and municipal water supplies, reclamation and 
irrigation, development and utilization of hydroelectric power, conservation of 
soil, forest and fish and wildlife resources, and other beneficial development and 
utilization of water resources, including such consideration of recreation uses, 
salinity and sediment control, and pollution abatement as may be provided for 
under Federal policies and procedures—all to be coordinated with the Depart- 
ment of the Interior, the Department of Agriculture, the Federal Power Com- 
mission, other appropriate Federal agencies, and with the States, as required by 
existing law * * *.” 

Appropriations to the Department of the Army were authorized to carry out 
the improvements provided in this act, and to the Departments of the Army and 
Agriculture and to the Federal Power Commission for carrying out the exami- 
nations and surveys provided for in this act and any other acts. Authorization 
for appropriations to the Department of the Interior for the Arkansas, White, 
and Red River Basins was not provided in this act. 


RESPONSIBILITY FOR ALLOCATION OF CONSTRUCTION AND OPERATING COSTS 


Section 5 of the Flood Control Act of 1944 provides in part as follows: 

“Electric power and energy generated at reservoir projects under the control 
of the War Department and in the opinion of the Secretary of War not required 
in the operation of such projects shall be delivered to the Secretary of the Interior, 


who shall transmit and dispose of such power and energy in such manner as to 
encourage the most widespread use thereof at the lowest possible rates to con- 
sumers consistent with sound business principles, the rate schedules to become 
effective upon confirmation and approval by the Federal Power Commission. 
Rate schedules shall be drawn having regard to the recovery (upon the basis of 
the application of such rate schedules to the capacity of the electric facilities of 
the projects) of the cost of producing and transmitting such electric energy, 
including the amortization of the capital investment allocated to power over a 
reasonable period of years. * * *” 

The above act does not specify the agency responsible for allocating the con- 
struction and operating costs to the various purposes on multipurpose projects 
constructed and operated by the Corps of Engineers. Both interested agencies 
base their claim for responsibility for making the allocations on the provisions 
in the basic legislation. The jurisdictional dispute between the Department of 
the Interior and the Corps of Engineers on the allocation of costs was discussed 
in detail in our audit report of Southwestern Power Administration for fiscal 
year 1952. At June 30, 1953, this dispute had not been resolved. 

Following is a summary of the most recent allocations showing the amount 
allocated to power and the annual power charges as determined by the two 
interested agencies. 
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ALLOCATION BY SOUTHWESTERN POWER ADMINISTRATION ! 


Investment | Annual | 
allocated | power Allocation method used 


Project construction 


| Estimated 
| 


cost ? | to power? | charges? 
| 


a ’ | $19, 785, 397 $880,987 | Incremental flood control basic. 
sedi 12, 992, 680 | 538, 149 | Do, 

, } 2,972,115 | 191, 164 | Direct or exclusive power costs. 

SE PE bai lisence ta , | 38,892,015 1,420,790 | Incremental! flood control basic. 
Fort Gibson. __-. eae \ 15, 452, 147 698, 086 Do, 
Tenkiller Ferry 11, 796, 082 | 540, 400 | Do. 
i a re , 562, | 6, 682, 728 303, 329 | Do. 
Blakely Mountain----_-- 32, 365 22, 371, 564 | 817, 022 | Do. 

Table Rock __......---.-- 5, 540, 000 | (*) (4) | 

| 


! — 


ALLOCATION BY CORPS OF ENGINEERS 





| 70, 865 | Incremental flood control basic. 
593, 000 Do. 
| 308, 500 — costs, remaining bene- 
} its. 
Bull Shoals... ........- , 300, 50,169,000 | 2, 024, 500 Do. 
og! eee , 882. 23, 379, 000 | 1, 102, 300 Do. 
Tenkiller Ferry , 100, 14, 139, 000 | 706, 760 | Do. 
Whitney 3, ¢ 12, 218, 900 | 530, 700 Do. 
Blakely Mountain 32, 675, 26, 184. 000 | 1, 076, 800 Do. 
Table Rock 340, 69, 744, 000 2, 702, 000 Do. 


Denison. , 630,000 | $19, 874, 980 | 
| 12,908, 000 | 
Narrows . ; 5, 835, 000 


1 Allocations by SW PA differ from those shown in our audit report for fiscal year 1952. principally be- 
cause of (1) reducing the amortization period from 100 to 59 years in accordance with instructions issued 
by the Department, (2) including interest during construction as an item of cost in determining the invest- 
ment allocated to power, and (3) changes in the allocation method used for Tenkiller Ferry and Blakely 
Mountain projects. Allocations for the Keystone, Dardanelle, and Short Mountain projects are not 
included in the above summaries since these projects are not now under active consideration. 

2 The estimated construction cost does not include interest during construction as an item of cost. In 
determining the investment allocated to power both agencies include interest during construction as an 
item of cost. 

3 The annual power charge consists of (1) amortization of the investment alocated to power, (2) interest 
on this investment, and (3) allowance for annual operating and maintenance expenses of the generating 
projects, including a provision for any Major replacements during the repayment period. In determining 
the annual power charge different methods are used by the two agencies in amortizing the investment. In 
computing an allowance for interest on the investment different rates are used (corp 2.5 percent, SWPA 
2.25 percent). 

‘ aWPA has made some cost-allocation studies on the Table Rock project, but we were informed that 
they do not have the available data necessary to prepare a dependable cost allocation. We were informed 
by the corps that the Administration has been furnished the basic data for the Table Rock project which 
included estimated cost, benefits, storage capacities, and other information, and cost estimates for 
alternative projects. 


As shown by the following tabulation, the net revenues reported by the 
administration of $642,664 for 1953 and $1,053,908 for 1952 were insufficient to 
cover the costs of producing electric energy and to amortize the Government’s 
investment applicable to power for the projects in operation for the entire year. 


Fiscal year 1953! Fiscal year 1952 


>rnjiact 1 
Project Southwestern 

Power Ad- | 
| ministration | 


Southwestern 
Power Ad- 
ministration 


Corps of 


Corps of 
Engineers 


Engineers 


Annual power charge for: 
Denison fea $970, 865 $880, ORT $970, 865 $880, 987 
Narrows. _- , solekad ‘ has 308, 500 191, 164 398, 500 191, 164 
Norfork _- ; ‘ : ; Soe 593, 000 538, 149 593, 000 538, 149 


Total ‘ , 872, 365 1, 610, 390 1, 872, 365 1, 610, 300 
Deduct net income from operations 642, 664 642, 664 1, 053, 908 1, 053, 908 


Additional revenue necessary to cover the cost 
of producing electric energy and to amortize 
the Government’s investment : , 229, 701 967, 636 818, 457 556, 392 


! This tabulation does not include any amount for the annual power charge applicable to the Bull Shoals 
and the Fort Gibson projects. Operation of the first unit at the Bull Shoals project began on Oct. 6, 1952, 
and the first unit at the Fort Gibson project began on Mar. 30,1953. At June 30, 1953, the present scheduled 
capacity (4 generating units) of the Bull Shoals project was in operation, although this project is designed 
to eventually include 8 generating units. At June 30, 1953, 3 of the scheduled 4 units at the Fort Gibson 
proj ct were in operation. The net income of $642,664 for 1953 includes revenues received from the sale of 
energy generated at these projects. This energy represented about 50 percent of the total power available 
for sale by the Administration during 1953. 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 299 


The construction costs allocated to power and the annual power charges must 
be finally determined before power rates can be properly established in accord- 
ance with.the requirements of section 5 of the Flood Control Act of 1944. As 
long as the allocations are not fixed, it is impossible to state affirmatively that 
the accumulated income from operations is sufficient to cover the cost of produc- 
ing the electric energy and to amortize the Government's investment. We were 
informed by the Administration that they recognize the deficiency in revenue 
as shown above, and it is expected that the power rate schedules will be increased 
in the near future. 

RECOM MENDATIONS TO THE CONGRESS 


Our report for fiscal year 1952 on the Southwestern Power Administration 
recommended action by the Congress to end the jurisdictional dispute between 
the Department of the Interior and the Corps of Engineers on the allocation 
of costs in multiple-purpose projects. This recommendation is repeated in this 
report. 


Allocation of costs in multiple-purpose projects 


We recommend that the Congress designate specifically the agency to make the 
allocation of costs for projects either constructed or authorized for construction 
by the Corps of Engineers in the Arkansas, White, and Red River Basins. The 
conflicting contentions of the Corps of Engineers and the Department of the 
Interior, and the existing confusion on the responsibility for cost allocations, 
can only by resolved through legislative action. In the absence of a specific 
assignment of responsibility by law, both the Corps of Engineers and the Depart- 
ment of the Interior have made cost allocations and they have been unable to 
resolve their differences which are fundamental in character. Until definite 
allocations of the construction costs are made, it will not be possible to evaluate 
adequately the financial administration of the projects in the Arkansas, White, 
and Red River Basins. 

Both the Corps of Engineers and the Department of the Interior base the 
claim for responsibility for the allocation of costs of multiple-purpose projects on 
the provisions in the basic legislation. The Corps of Engineers is responsible 
under the various acts for investigating, justifying, constructing, operating, and 
maintaining the projects. These projects must be operated and maintained for 
all the purposes served, and the Corps makes available the surplus power for 
disposal by the marketing agency. For these reasons the Corps of Engineers 
contends that it has the responsibility for making the cost allocations to all the 
purposes served, including power. The Department of the Interior contends 
that the establishment of power rates which will meet the requirements of 
section 5 of the Flood Control Act of 1944 necessarily implies the responsibility 
for allocation of construction costs to power and cannot be subject to allocations 
of costs by someone else. 

Section 5 of the Flood Control Act of 1944 provides that the power rate 
schedules of the Department of the Interior shall take into consideration, in 
addition to the production and transmission costs, the amortization of the capital 
investment allocated to power over a reasonable period of years. The Corps 
of Engineers has made tentative cost allocations of nine projects in the South- 
west that are either in operation or under construction. The Department of 
the Interior has made tentative cost allocations on eight of these projects. These 
computations for eight projects show that the annual power charge as de- 
termined by the Corps of Engineers is about 36 percent higher than the amounts 
determined by the Department of the Interior. The differences arises prin- 
cipally because: 

1. The Corps of Engineers and the Department of the Interior have used 
different methods to allocate the construction costs for most of the projects. 
The Corps method results in a higher allocation of costs to power. _ 

2. The Corps of Engineers and the Department of the Interior use different 
rates in computing interest. 

Through the choice of a method of allocation and the interest rates used a 
wide range of power rates can be justified. 


76239—56——20 
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SOURCE OF FUNDS AND EQUITY OF UNITED STATES GOVERNMENT 


Equity of United States Government 
The equity of the United States Government in the assets of Southwestern 


Power Administration, as shown by the accounts of the agency, amounted to 
$28,053,374 at June 30, 1953, and consisted of: 


Bees or ule Clee, Ot $31, 484, 615 
Interest on invested capital_.............__________ co ieee ee 1, 255, 548 
TEEEEOTS OF PEGIOTET OF COURE, BOE eecccntiteeneccuss ae 385, 804 


ee I ar cartes tate cattails nicres 423, 714 
Accumulated income from operations before allocation of revenues 
applicable to construction and operating cost of Corps of Engin- 





a a 10, 147, 243 
I lates 282, 089 
er Ce nD IN SP a I tcc cacten cha enircdeeenscnemepeonerinceptoce 43, 979, 013 


15, 925, 639 





Net equity of the U. 8S. Government__.__.......__..._.___. 28, 053, 374 


Except for transfers to the continuing fund (described below), the Adminis- 
tration is not authorized to use its receipts from transmission and sale of power. 
Expenditures for construction and operating and maintenance expenses of the 
Administration are financed by separate appropriations made by the Congress. 


Appropriations by the Congress 
Appropriations by the Congress from inception are summarized. 


Operation and 








Fiscal year | Construction | maintenance Total 
| } 
at lll i al ia cin allie cat ere ell $135, 000 $135, 000 
1945__. ee ee rn | Sea need 140, 000 140, 000 
1045 __. 7 ee teanatn tet dice da eee 110, 000 110, 000 
Bt Lata, tapldes 4 ssdhhtekabaeidnsReamnnh Dae + $7, 500, 000 | 100, 000 7, 600, 000 
BGR. ob cduiior sie ccestutcthsehotbbues evetrcetuséruseded |-22-----------00 | 125, 000 125, 000 
Bie ineciwechhbnodngscncanss><cedemnennnheensn<gangghosentiiossmmuneencesoun 391, 000 391, 000 
1950 ceaieaie eeiebananamtmnwiet envenneuneathene 3, 475, 000 525, 000 4, 000, 000 
ich beg hdeccdsehceeonnntin tt tabebabbatiendeaee 8, 620, 000 | 760, 000 9, 380, 000 
1952 seins Sanath ee ughabseckeennddiieethdeh tne Sell ute 3, 375, 000 1, 255, 712 | 4, 630, 712 
er ae Seach dealers 4, 150, 000 | 1° 450. 000 | 5, 600, 000 
i 
27, 120, 000 4,991, 712 | 32, 111, 712 
Less returns to U.S. Treasury (lapsed appropriations) --.|...-.-....-.---- |-------+------- 6:27, 097 
itt aelicillhensigeligt 
Total appropriations, met. .....-...-...<---.-s2-6 L .ticinecriibiiendeattpnmelesshicceine’ 31, 484, 615 








Except for the fiscal year 1947, the amounts appropriated for construction 
remain available until expended. The Interior Department Appropriation Act, 
1953 (66 Stat. 446), provided $4,150,000 for construction, including $1,130,000 
for liquidation of obligations incurred under the contract authority granted in 
fiscal year 1951 and $1,450,000 for operation and maintenance. 


Interest on invested capital 

Interest of $1,255,548 on invested capital at June 30, 1953, represents the in- 
terest recorded on the investment in electric utility plant. A rate of 2% per- 
cent per annum is used to compute the annual charge for interest. The computa- 
tions for fiscal years 1953 and 1952 were based on the plant in service and 
construction work in progress balances as of the close of the preceding fiscal 
year. The entire amounts so computed ($444,281 for 1953 and $356,092 for 
1952) were charged to operations, although a portion is applicable to construc- 
tion work in progress and should have been capitalized. Based on the present 
method of computing interest, $96,371 should have been capitalized in fiscal 
year 1953 and $153,246 in fiscal year 1952. A portion of the payments into 
the United States Treasury applies to the reduction of the utility plant invest- 
ment. This amount is not determinable at this time because allocation of the 
consruction costs to power in the hydroelectric projects has not been made and 
payout requirements have not been established. 
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The continuing fund 


The First Supplemental National Defense Appropriation Act, 1944 (57 Stat 
611, 621), authorized a continuing fund of $100,000 to be set up and maintained 
in the Treasury from receipts from the sale of power to enable SWPA to de 
fray emergency expenses and to insure continuous operation. The Interior 
Department Appropriation Act, 1950 (16 U. S. C. Supp. V, 8258-1), increased 
the continuing fund to $300,000 and provided also that the fund be used to cover 
all costs in connection with the purchase of power and rentals for the use of 
transmission facilities. The Interior Department Appropriation Act, 1952 (05 
Stat. 248), provided that expenditures from this fund for the purchase of 
power and rentals for the use of transmission facilities were to be made only 
in such amounts as might be approved annually in appropriation acts. The 
Interior Department Appropriation Act, 1953 (66 Stat. 446), provided that 
not more than $1 million would be available for expenditure from this fund 
in 1953. Obligations incurred by the Administration during 1953 amounted 
to $122,867. 

For fiscal year 1954 the Administration in its original budget estimates re- 
quested that $5,650,000 be made available from the continuing fund for costs 
in connection with the purchase of electric power and energy and rentals for 
the use of transmission facilities." The Interior Department Appropriation 
Act, 1954 (67 Stat. 261), provided that not more than $1,200,000 will be available 
during fiscal year 1954 from the continuing fund for these purposes. We were 
informed that upon enactment of the above act the Administration (1) with- 
drew its employees from all activities in connection with the operation and 
maintenance of the generation and transmission cooperatives systems, and (2) 
negotiations were begun for the purpose of executing interim contracts wiih 
these systems. 


Accumulated income from operations 


The accumulated income from operations before allocation of revenues ap- 
plicable to construction and operating costs of Corps of Engineers projects 
amounted to $10,147,243 at June 30, 1953, and represented: 


Accumulated income to June 30, 1952 $9, 585, G63 
Deduct adjustments in 1953 applicable to prior fiscal years: 
Expenses relating to proposed operating contracts and 
the Arkansas, White, and Red River basin study__-- $49, 136 
Employees’ accrued leave j 22, 991 
Miscellaneous, net 
81, 084 


9, 504, 579 


Add net income from operations for 1953 642, 664 


Accumulated income from operations to June 30, 1953, before allo- 
cation of revenues applicable to construction and operating costs of 
10, 147, 243 
Payments into Treasury 


Receipts from the transmission and sale of power by the Administration are 
required to be deposited in the United States Treasury by section 5 of the Flood 
Control Act of 1944. Upon collection of power receipts, they are deposited in a 
special Treasury receipts account. Periodically, as requested by the Administra- 
tion, funds are transferred by the Treasury from this account to miscellaneous 
receipts. 

Total deposits in the Treasury to June 30, 1953, amounted to $15,925,639 and 
represented : 


Covered into the Treasury as miscellaneous receipts__ i $12, 835, 507 
Transferred to continuing fund eS ec BE 423,714 
Balance remaining in special receipt account in the Treasury___-_- 2, 666, 418 


15, 925, 639 


1SWPA agreements with REA financed cooperatives covering the sale and exchange of 
power and lease of transmission facilities built by the cooperatives are described on 
Pp. 





302 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


Source of funda 


A condensed statement of sources and application of funds for the fiscal year 
1953 and cumulative to June 30, 1953, is ziven below : 


| 
| Cumulative 
to June 30, 
1953 


Source of funds: 


Revenues from sale and transmission of electric energy $2,949,307 | $16, 155, 275 
Less increase in accounts receivable 143, 193 | 381, 726 


| 2806114! 15, 73, 540 
Appropriations by the Congress, net... ..................--............-..- ~4 5,478,913 | 381, 484, 615 


Advances to the continuing fund 44, 049 | 423, 714 
Transfers of property or costs, net _ -- 111, 122 385, 804 
Income during construction | 


; ; 3, 553 282, 089 
Contributions in aid of construction 1, 005 | 1, 005 


8, 445, 746 48, 350, 866 


Application of funds: | 
Receipts deposited in U. y 2, 717, 222 | 15, 925, 639 
Additions to fixed assets. 2, 616, 306 20, 392, 013 
Operating expenses and miscellaneous income deductions excluding de- 
reciation 1, fe | 4, 131, 887 
Miscellaneous changes, net ‘ 362, 699 
Increase in cash balance 1, 296, 196 | 


Total funds available 


Total funds applied - -- 


8, 445, 746 48, 350, 866 





The more important items in the financial statements are commented on in 
subsequent sections of this report. 


MARKETING OPERATIONS 


The net income from marketing operations, as shown by the accounting records 
of SWPA, was $642,664 for fiscal year 1953 and $1,053,908 for fiscal year 1952. 
The operating results, as shown in exhibit 2 for the fiscal year 1953, are sum- 
marized and compared with the preceding year. 


| Increase (— decrease) from 
Fiscal year | preceding year 
1953 —_—————_—_—_—_— 


Amount (| Percent 





Revenues: 


Sales of electric energy _.....| $2,829, 553 | $199, 231 
Miscellaneous... Sabedswsil 467 | 100 | 


Total 


Marketing expenses: 
Purchased power...... -- ptattiengte htiman sod 38, 842 
Transmission expenses -- AS 665, 186 | 
Administrative, sales, and other general expenses | 583, 4 59 | 


Depreciation .................. 78, 240 | 


356, 551 


—157, 


Total. 
Net revenue from operations 


Miscellaneous income deductions 
Imputed interest on investment of U. 


Total... 610, 117 


Net income from operations before allocation of construction | | 
and operating costs applicable to Corps of Engineers projects 642, 664 —411, 244 | 


The foregoing summary of operations is inaccurate and incomplete for a 
number of reasons, the more important of which are explained on p. 25. 

Sales of electric energy for the fiscal years 1953 and 1952, expressed in dollars, 
thousands of kilowatt-hours, and average rate per kilowatt-hour, by the various 
classes of customers, are presented in the following summary. 
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1953 


| Average A verage 

Thousand | rate per Thousand rate per 

| Revenue kilowatt- kilowatt-'. Revenus kilowatt kilowatt- 
hour hour hour hour 

(mills) (mills) 


Electric utilities ] 322, 377 | 5.07 | $1,746, 750 374, 627 406 
Cooperatives -| 1,034,101 | =. 186, 213 | 5. 55 , 507 136, 056 5.44 
Municipalities ; 179, 866 31, 044 5. 63 771 21, 177 5. 6 
Government agencies 101, 173 | 18, 422 | 5.49 . 24 4, 192 


Cs anpsersasiesepeetdinaubatnmnennseepteettitiagustoones tons 
2, 948, 840 558, 956 5. 28 2, 630, 322 536, 052 
119, 287 17, 803 6. 67 ae 


2, 829, 553 541, 063 5.23 | 2,630,322 536, 052 


i En Y produced at the Bull Shoals project during the period September 18 to November 30, 1952. was 
classifi by the Administration as test energy and the revenue received was credited to income during 
construction. 


The Administration sold energy to 5 electric utilities, 22 cooperatives, 17 mu- 
nicipalities, and 2 Government agencies at June 30, 1953. Energy was sold to 
5 electric utilities, 18 cooperatives, 11 municipalities, and 1 Government agency 
at June 30, 1952. 

The Administration has integrated its electric system with certain private 
utility systems in order to obtain better utilization of the Government's hydro- 
electric capacity for the production of peaking power and to secure the maximum 
benefits from this power capacity. In order to accomplish this purpose the 


Administration has entered into agreements with these companies for the pur- 
chase, sale, exchange, and delivery of electric power. Under the terms of these 
contracts, the companies deliver to the Administration the service necessary to 
supply designated preferred customers (cooperative, municipalities, and Gov- 
ernment agencies). Sales by the Administration to electric utilities for the 
year 1953 accounted for approximately 55 percent of the revenues and 58 percent 


of the energy delivered as compared with 66 percent of the revenues and 70 
percent of the energy delivered for the year 1952. 

The Flood Control Act of 1944 provides that the rate schedules in use by the 
Administration are to become effective upon confirmation and approval by the 
Federal Power Commission. Tentative approval has been given by the Com- 
mission to the rate schedules now in use. All schedules with the exception of 
those in one contract with an electric utility were subject to review and reap- 
proval not later than February 13, 1953. Extensions to December 31, 1953, were 
granted the Administration by the Commission. 


Operating statements and expenses 


The operating statements prepared by the Administation are incomplete and 
inaccurate for a number of reasons, the more important of which are described 
below. 

1. No deduction has been made from revenues for amortization of the power 
portion of the Government's investment and the annual operation and main- 
tenance expenses in the various multiple-purpose projects. (See p. 11.) 

2. The energy produced at the Bull Shoals project during the period Sep- 
tember 18 to November 30, 1952, was classified by the Administration as test 
energy and the gross revenue received $119,287) was credited to income during 
construction. We were informed by the Department that an adjustment will 
be made in fiscal year 1954 transferring the income during construction balance 
of $282,089 at June 30, 1953, to gross revenues from marketing operations. 

3. Depreciation was not charged on $1,921,208 of completed plant in fiscal 
year 1953 and $4,118,179 of completed plant in fiscal year 1952. The amount on 
which depreciation was not charged in fiscal year 1953 consisted of plant in 
process of classification, and for 1952 it consisted of property held for future 
use $3,121,909) and plant in process of classification ($996,270). 

4. The materials and supplies inventory of $514,567 at June 30, 1953, and 
$354,633 at June 30, 1952, includes undistributed stores expenses of $33,398 
and $47,679, respectively. The rate used for distributing stores expenses to 
construction costs or operating expenses has been high. In order to reduce the 
undistributed balance in 1953, $23,640 of this expense was arbitrarily added as 
part of the materials and supplies inventory by increasing the unit price of 
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each transmission line pole in inventory by $15. The balance at June 30, 1953, 
includes amounts which are more properly applicable to the current and prior 
years’ operations. 

5. The Administration uses as the base for computing interest on invested 
capital the plant in service and construction work in progress balances as of 
the close of the preceding fiscal year. The entire amounts so computed for fis- 
cal years 1953 ($444,281) and 1952 ($356,092) were charged to operations, 
aithough a portion is applicable to construction work in progress. 

During 1953 the Administration classified the following items as miscellaneous 
nonoperating income deductions: 


Depreciation of property held for future use $85, 924 
Writeoff of preliminary survey and investigation costs_......-.------ 6, 311 
Generation and transmission cooperatives contracts expense 32, 988 
Oklahoma companies contract expense 6, 718 
Arkansas, White, and Red River Basin study expense 33, 895 


Total 165, 836 
Before fiscal year 1953 depreciation was not provided on property held for 
future use. At June 30, 1952, charges relating to proposed operating contracts 
and the Arkansas, White, and Red River Basin study totaled $49,136 and were 
classified as an asset (other deferred debits). These items were charged to 
accumulated income from operations during fiscal year 1953. 

In fiscal year 1953 SWPA revised the procedures used in distributing admin- 
istrative and general expenses between construction and operations. This change 
resulted in a more equitable distribution of these expenses in fiscal year 1953. 

Under existing law the Department of the Interior is not required to pay for 
certain costs incurred by other Federal agencies for the benefit of the Depart- 
ment. Interest on the investment in fixed assets and rents paid by General Serv- 
ices Administration have been recorded in the books and included in the finan- 
cial statements prepared by the Administration. The more important costs that 
have not been included are (1) the Government’s share of the cost of carrying 
out the provisions of the civil service retirement acts applicable to SWPA’s civil 
service employees and (2) payment of claims by the Bureau of Employees’ Com- 
pensation and the related cost of administration. 


Generation 


During fiscal year 1953 the Administration received the net generation from 
the following Corps of Engineers multiple-purpose projects: 





| 
Location Installed | Initial | Installed 
Project name See units a, cnpeeny 


ilo- 


watts) 


June 30, | tion first 
1953 unit | 


| 

| 1945 70, 000 
| 1950 17, 000 
1945 70, 000 
1952 160, 000 
1953 33, 750 
1953 30, 000 


380, 750 


| 
Denison Dam Red.................| Oklahoma-Texas.._. 
Narrows Dam .| Little Missouri | Arkansas 
Norfork Dam North Fork Oe ae 
Bull Shoals Dam | Arkansas 
Fort Gibson Dam : | Oklahoma 
Whitney Dam! Brazos Texas 


— 
o bo We bo tO DD 


1 Test operations began June 25, 1953. 


The Corps of Engineers has scheduled the installation of an additional generat- 
ing unit of 11,250-kilowatt capacity at the Fort Gibson plant and the completion 
in fiscal year 1954 of the Whitney and Tenkiller Ferry plants. The Tenkiller 
Ferry plant will have an installed power capacity of 34,000 kilowatts. 

The electric energy received, expressed in thousands of kilowatt-hours for the 
fiscal year 1953, is summarized below and compared with the preceding year. 
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As shown in justification reports submitted to the Congress 


Increase (— decrease 
Fiscal year 1953 from preceding 
year 


1,000 kile- 1,000 kilo Per- 
watt-hour watt-hour cent 


Denison Dam__.....__-. ee ; 92, 408 } — &, 182 —35.2 
Narrows Dam cree. ; ; . 419 4, 892 11 
I af 797 ’ —212, 128 

i 70, 242 > 270, 242 

Fort Gibson Dam g 32, 104 
Whitney Dam : ke 387 

Power purchased or exchanged____- 6, O82 


51, 407 


A reconciliation of energy generated at the various projects with energy sold 
during fiscal year 1953 is shown in the following tabulation: 


Thousands of kilowatt-hours 


Plant Gross 


Less sta- | Net gen- 


semage. 
ee tion use | eration 


tion 





04, 346 1, 938 
47, 923 iO4 
128, 281 1, 484 
272, 939 2, 697 
-_ " aan . 32, 374 270 
pbnenee pate tae 367 


Narrows.__- 
Norfolk a 
Bull Shoals 
Fort Gibson... 
Whitney 


576, 230 


Oe aae cults. cbeeecans eal : 
Adjustment for difference of production and sales periods- 


Total power available for sale re ne ee ee 
Less losses, meter discrepancies, and inadvertent flow--- 


i triacs wana adawnenetboosnes 


Litigation affecting marketing operations 

During fiscal year 1953 two important devisions were rendered by Federal and 
State courts affecting the Administration’s marketing operations. 

On June 17, 1953, the United States District Court for the District of Columbia, 
Kansas City Power and Light Co. v. McKay (115 F. Supp. 402), held that lease 
and power agreements executed by SWPA and 5 federated rural electric coopera- 
tives were legal; also that under the loan agreements executed by the 5 federated 
rural cooperatives and the Rural Electrification Administration to finance the 
construction of steam- and diesel-generating plants and related transmission 
facilities, the cooperatives were the real borrowers and true beneficiaries and, 
accordingly, the agreements were not for the sole benefit of SWPA. During 
1947-50 REA entered into a series of loan agreements with these cooperatives 
to finance the construction of electric generating and transmission facilities in 
Missouri. The cooperatives in turn entered into agreements with SWPA cover- 
ing the sale and exchange of power and the lease of a part of the transmission 
facilities. On October 3, 1950, Kansas City Power & Light Co. and 9 other 
privately owned electric utilities filed suit seeking to enjoin the Government 
from taking further action on these lease and power agreements. This suit 
alleged that REA and SWPA had conspired with each other to enter into a sys- 
tem of illegal agreements with these cooperatives. The utilities contended that 
the agreements would enable SWPA to acquire by use of REA funds, without 
congressional authorization and in violation of the law, generating capacity and 
transmission lines which would duplicate their facilities and deprive them of 
existing and potential customers. 
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On February 23, 1953, the Supreme Court of Arkansas rendered a decision 
(Arkansas Electric Coop. Corp. v. Arkansas-Missouri Power Co. (255 8S. W, 
2d 674)) that the certificate of public convenience granted by the Arkansas Pub- 
lic Service Commission to the Arkansas Electric Cooperative Corp. was not con- 
sistent with Arkansas law. A certificate of public convenience had been granted 
the cooperative by the commission approving the construction of a 30,000-kilowatt 
steam plant and related transmission facilities. These facilities were to be 
financed by a loan from the Rural Electrification Administration. SWPA had 
entered into an agreement with the cooperative to purchase the output of the 
steam plant and lease, operate, and maintain the transmission system. 

At June 30, 1953, one case was pending involving the Administration and the 
Kansas City Power & Light Co. Subsequent to filing suit on October 3, 1950, 
in the United States District Court for the District of Columbia, the Kansas 
City Power & Light Co. and five other commercial electric utility companies 
commenced proceedings before the Public Service Commission of the State of 
Missouri against the N. W. Electric Power Cooperatives, Inc., and the Adminis- 
trator of the Southwestern Power Administration. In this proceeding the com- 
plainants seek to require the cooperative to obtain a certificate of convenience 
and necessity for the construction and operation of its generating plant and 
transmission system in the State of Missouri, and to require the Administrator 
of SWPA to comply with the rules and regulatoins of the public service commis- 
sion with respect to the sale and transmission of electric power and energy in 
the State of Missouri. 

On March 23, 1951, the Administrator of SWPA, through the United States 
atorney for the western district of Missouri, appeared before the Commission 
and moved for dismissal of the proceedings on jurisdictional grounds. There- 
after, attorneys representing the coperative appeared before the Commission and 
moved for dismissal of the proceeding on similar grounds. Briefs in support 
of these motions for dismissal and the complainants’ brief in reply were subse- 
quently filed with the Commission. The motions are still pending before the 
Commission and it has not indicated when rulings upon the motions will be 
made. 


Leased transmission facilities 


The Administration has contracted to lease, operate, and maintain 2,580.2 
miles of transmission lines, 124 substations, and 5 switching stations constructed 
by generating and transmission electric cooperatives as follows: 


Number of— 
_——_———_};- —____| Miles of 
Cooperative ieee he 
Substations ones | lines 


Western Farmers Electric Cooperative... _- Sh hide ae iP dckietes cial 933. 5 
Centra! Electric Cooperative ‘ 24 520.0 
KAMO Electric Cooperative _-.-_-- ciated ieiailaaiae 36 556. 5 
NW Electric Cooperative... ee Be npc pean 1 Weal ied 252.0 
Sho-Me Power Corp.-_- ; 7 20 ‘ 318. 2 


2, 580. 2 


The above facilities are being financed from loans made to the cooperatives by 
the Rural Electrification Administration. 

On June 30, 1953, SWPA was operating and maintaining 468 miles of transmis- 
sion lines and 18 substations leased from the Central Electric Cooperative. On 
July 1, 19538, the Administration began operating and maintaining 104 miles of 
transmission lines and 3 substations leased from the Western Farmers Electric 
Cooperative. 

BUDGETING AND ACCOUNTING 
General 


During the early part of fiscal year 1952 the Administration, with the assistance 
of the Division of Budget and Finance, Department of the Interior, and the 
Accounting Systems Division of the General Accounting Office, installed a revised 
accounting system. The revised accounting system is based on recognized prin- 
ciples with special emphasis on the accounting requirements for public utilities. 
The sytem of accounts distinguishes between capital outlays and expenses. The 
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Government’s investment in power facilities in the Arkansas, White, and Red 
River Basins consists of transmission facilities constructed and operated by the 
Administration and hydroelectric projects constructed and operated by the 
Corps of Engineers. Adequate financial statements for this system will not be 
obtained until the matter of cost allocations has been resolved and reports on 
generating expenses and the investment in power facilities are furnished by the 
Corps of Engineers. 

Each year the Congress appropriates specific amounts for the construction 
program and the operation and maintenance expenses of the Administration. 
The revised system provides for allotment accounts to be maintained for budget 
ary purposes and to be integrated as a part of the overall accounting system 
‘The expenditures as shown by the allotment accounts should be reconciled with 
the general books; however, this was not done for the fiscal years 1953 or 1952 
(although we had been informed that a procedure had been devised to make this 
reconciliation monthly, beginning in fiscal year 1953) because the distribution 
of certain expenses for budgetary purposes differed from that in the revised ac 
counting system. The budget submitted to the Congress for fiscal year 1954 
conforms more closely to the revised accounts, and we were informed that the 
Administration will attempt to prepare this reconciliation monthly beginning 
with fiscal year 1954. 


Electric utility plant and accumulated depreciation 


The gross investment in fixed assets ($20,392,013) and the related accumulated 
depreciation ($766,492) and amortization ($2,532) at June 30, 1953, consisted of: 


Construe- 


we . 
Property | 40" work | Construe- 


le > r 
ee held for anaes oo) tion work = 1 otal 
: | future use | laetiee. in progress en 
| tion 
Transmissicn lines__...........-- | $0,750,172 | $2,059,194 | $1, 776, 306 $183, 346. $13, 769, O18 
I i. dks hes tittine wre | 3, 106, 821 299, 218 149, 883 1, 948, 262 |... 5, 504, 184 
Metering ‘ quipment_.__........_- On a 391 a L... 97, 056 
Automoti:e equipment._________- | 410, 726 |----- 2. 34, 537 |- 445, 263 
Office furt it ire and fixtures_______| 167, 321 eis. es 528 |.. 167, 849 
Miscellan ous general equipment SE Cisintindicniniiion 609 5, 877 104, 729 
Communi ations equipment_____- 9 Se 16, 696 71, 255 04, 306 
et tee t...2 2. 059 5,219 | $1,005 93, 303 
ey te ee cculeceseanbee ee ; 32, 343 32, 343 
Contra-tors’ estimates—undis- 
it a i y Si 46, 340 x 46, 340 
Undistribute1 overhead 2 coated eee id 33, 160 33, 1% 
Retiremer.t work in progress... ___- £ We tiinces 4, 372 
I a ..| 13,726, 672 2, 358, 412 1, O44, 844 2, 360, 990 1,005 20, 392, 013 
Less accumulated depreciation 
and amortization......._.___. 728, 302 | 38, 190 2, 532 ce 709, 024 
A a ee 12,998,370 | 2,320,222 1, 942,312, 2, 360, 990 1, 095 19, 622, 989 


The utility plant, except a small amount of property transferred from other 
Government agencies, is recorded at original cost. As shown above, the greater 
part of the plant consists of transmission lines and substations. The property 
held for future use consists of completed transmission lines and substations 
that have not been energized pending completion of certain hydroelectric projects 
currently under construction by the Corps of Engineers. At June 30, 1953, the 
Administration operated 1,416 miles of transmission lines and 37 sub, metering, 
and switching stations. This includes 468 miles of transmission lines and 18 
substations that were operated under lease-purchase agreement with generating 
and transmission electric cooperatives. 

Construction work orders in process of classification ($1,944,844) also consist 
of plant in service, but no depreciation has been recorded on plant totaling 
$1,921,208. Some of these work orders have been completed for several years. 

The accounting manual provides for depreciation to be recorded on property 
held for future use. Depreciation accruing prior to July 1, 1952, applicable to 
these items has not been included in the accounts. We recommended to the 
Administration in fiscal year 1952 that the provision for depreciation be made in 
accordance with the manual, but no action has been taken to June 30, 1953. 
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Cash in United States Treasury 


All cash transactions of the Administration are handled through accounts 
maintained the United States Treasury. The cash balance at June 30, 1953, 
consisted of: 


Unexpended funds appropriated by the Congress for construction and 

for operation and maintenance $7, 623, 787 
Continung fund 272, 771 
Deposit funds (contract holdbacks and employees’ bond and tax de- 

ductions ) 71, 774 


Total 7, 968, 332 


Materials and services contracted for applicable to the appropriated funds and 
continuing fund amounted to $3,377,067 and $68,157, respectively, leaving an 
unobligated balance of appropriated funds of $4,246,720 and continuing fund 
of $204,614. Title V of the Interior Department Appropriation Act, 1954 (67 
Stat. 277), reduced the unobligated balance of appropriated funds for construc- 
tion at June 30, 1953, by $1,264,300 and directed that this amount be transferred 
to the surplus fund of the Treasury immediately upon approval of this act. On 
August 26, 1953, the Administration complied with this provision of the act. 


RECOM MENDATIONS TO THE SECRETARY OF THE INTERIOR AND SOUTHWESTERN POWEB 
ADMINISTRATION 


During the audit for fiscal year 1952 we observed certain procedures and 
practices followed by the Administration which should be strengthened or im- 
proved. Our comments and recommendations were submitted to the Adminis- 
trator by letter dated February 5, 1953. Although most of these recommendations 
were agreed to by the Administration, action has not been taken to place all of 
them in effect. Recommendations which had not been placed in effect at the 
time of our recent visit, and additional observations and recommendations as a 
result of the audit for the 1953 fiscal year, have been submitted in a letter dated 
December 28, 1953, to the Administrator. Our 1953 observations and recom- 
mendations related to procurement, payrolls, record-keeping, customer billing 
and accounting, receiving, financial statements, and the preparation and ap- 
proval of internal releases. 

SCOPE OF AUDIT 


Our audit of Southwestern Power Administration for fiscal year 1953 included 
a review of SWPA’s power-marketing activities and a selective examination of 
financial transactions in the following manner: 

1. We reviewed the basic laws authorizing the activities, and the pertinent 
legislative history, to ascertain the purposes of the activities and their intended 
scope. 

2. We ascertained the policies adopted by SWPA and reviewed those policies 
for conformance with basic legislation. 

3. We reviewed the procedures followed by SWPA employees to determine the 
effectiveness of the procedures. 

4. We did not make a detailed audit, but we examined certain selected trans- 
action to the extent we deemed appropriate under the existing circumstances in 
order to settle the accounts of SWPA’s fiscal officers for the year ended June 30, 
1953. The examination of transactions was conducted at offices of the Admin- 
istration at Tulsa, Okla. 

We ulso reviewed the various feasibility reports submitted to the Congress 
by the Corps of Engineers that justified the nine multiple-purpose projects men- 
tioned in this report. We reviewed the pertinent legislative history of the 
various flood control and river and harbor acts. For fiscal year 1953 we did not 
undertake a review of the policies, procedures, and accounting records of the 
Corps of Engineers district and divisional offices having responsibility for 
Arkansas, White, and Red River Basin projects. 


OPINION OF FINANCIAL STATEMENTS 


The amounts of revenues, expenditures, assets, and liabilities appearing in this 
report are based on the records of the Administration. Financial statements 
(balance sheet and statement of power-marketing operations) at June 30, 1953 
and 1952, are presented as exhibits 1 and 2 of this report. These statements are 
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incomplete because no deduction has been made from revenues for amortization 
of the power portion of the Government's investment and the annual operation 
and maintenance expenses in the various multiple-purpose projects. As stated 
on page 43, such a deduction will not be possible until a definite allocation of 
the construction costs of the multiple-purpose projects is made In ‘additi n 
we were not able to satisfy ourselves of certain other matters having a ‘material 
effect on reported net income (see p. 25). Therefore, we are unable to state 
that the accompanying financial statements present fairly the financial position 
of the Administration at June 30, 1953, and the results of its operations for the 
year ended that date. 
FINANCIAL STATEMENTS 


ExHIsiT 1 
SOUTHWESTERN POWER ADMINISTRATION 


Balance sheet—June 30, 19538, and 1952 


ASSETS 
Fixed assets: 
Utility plant in service . ee ; $13, 726, 672 $9, 801, 581 
Property held for future use. __. 358, 412 3, 121, 909 
Construction work orders in proces ss of classification _. O44, 544 096, 270 
Construction work in progress ae 7 , 360, 990 3, 854, 852 
Other property ieee oes unieeeaa ; 1, 005 1, 095 


392, 013 17, 775, 707 
709, 024 4. 307 


622, G89 7, 411. 310 


Cash and other asse ts: 
Cash in U. 8. Treasury (note 1) leeaienamcaiaiaiied , 968, 33 6, 672, 136 
Accounts rece ivable, poaeny utility ‘customers - : 381, 726 238, 533 
Materials and supplies. - emily 514, 567 354, 633 
Deferred debits __- eae ; 36, 705 63, 411 
Prepayments and advances ; Rte ci - 500 9 064 


LIAPILITIES 


Equity of U. 8. Government: 
Appropriations by the Congress, net____- ‘ 31, 484,615 | $26, 005 
Interest on invested capital , 255, 548 R11, 207 
Advances to continuing fund -. ; 423,714 378, 765 
Transfers of property or costs, net_---- 385, 804 7 


=)9 
t 


Fh tiistnc tinea a ; ae 33, 549, 681 27, 470, 416 
: 
Accumulated income from operations (note 2): 
Gross revenues from marketing operations - -. . }, 154, 440 
Other miscellaneous revenue __-_. 835 


Total. ..... : 
Less accumulated operating costs___- 


Accumulated income from operations before allocation of revenues 
applicable to construction and operating costs of Corps of Engineers 
projects... ouws 


Income during construction - -_- 


Total. _- sian : 979, 01; 
Less payments into U. 8. Treasury (note 3) ao 5, 925, 636 


Net equity of U. 8. Government_.. 28, 053, 374 
Current and accrued] iabilities (principally accounts payable and employees 

accrued leave) - ‘ Ss cdeaieieniede : 470, 440 

Contributions in aid of construction. aaa ‘ 1, 095 


Total seid enable tiles 28, 524, 909 


] 


Note.—The accompanying notes to the financial statements are an integral part of this exh 
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Exuisit 2 
SOUTHWESTERN POWER ADMINISTRATION 


Statement of power marketing operations for the years ended June 30, 1953 
and 1952 

















1953 1952 
| Per Per 
|Thousand kilo- Thousand kilo- 
kilowatt-| watt- Total kilowatt-| watt- Total 
hours hour hours hour 
(mills) (mills) 
Revenues: 
Sales of electric energy (note 2): | 
Electric utilities -------------| 322,377} 5.07 | $1,633,700 | 374, 627 4.66 $1, 746, 750 
Cooperatives Scesseessensecog Caweee 4 5. 55 1, 034, 101 136, 056 5.44 | 740, 307 
Municipalities See Te 5. 63 179, 866 21, 177 5. 66 119, 77 
Government agencies........._- } 18,422 5.49 101, 173 4, 192 5. 55 23, 294 
Gross sales__..__ i eee 558,956 | 5.2 2, 948, 840 536, 052 4.91 2, 630, 322 
Less sales of test energy.........._..- 17, 893 6. 67 REET Nc Scien sell ccaieanieh arated 
it a ek el | §41,063 5.33 2, 829, 553 536, 052 4.91 2, 630, 322 
Miscellaneous revenue._..._..........}_...-- ‘ : ti 367 
Bn iia Ns cers czecsce 2, 2, 630, 689 
Marketing expenses: | | 
UN I ce I al ORT as, Siitnibiticnesnudl | 7, 109 
Transmission expenses: | | | 
tS Soke ee Riccdilletacuteidll ciate ad BEE Tienesdeees an Ghingael 188, 661 
Maintenance crite SEG oa ad ad SSO Baaatiacedalecestecs 257,079 
Miscellaneous __...... A a a ey TE BOG fcc dda cuddcton er 100, 805 
Customers accounting and collecting | 
a ae e LAS aaa AP 260,4c50.dnkl ecdccdce 10, 418 
Sales expenses Oe SB te eo 98, 7 108, 627 
Administrative and general expemses_.|..........|.......-. 464 334, 645 
Depreciation___..__._.____- Peers Beh Ba «= Bo 239, 211, 512 
Miscellaneous (FIC A tax expense)_._-|__- 2, 421 1, 532 
oe - setae 
ee se 1, 577 1, 220, 688 
Net revenue from operations aos 1, 252, 73 cian alana : 1, 410, 001 
Miscellaneous income deductions. ___._- S cekese ndash cone eunb PURE Neideintin cad ide sccdgiabtieccoane 
Interest on investment of U. 8. Govern- | | 
Nil, elet ts tacts Setesehé clinehsiaiiean doen ahs SAAR oe oe 444, 281 a 356, 093 
— acticin ceengeneeeneias ommnneaes 2 ——— — 


looeneedows a Se BEE ladintondnshesdinncn 356, 093 
Net income from operations before alloca- | 
tion of revenues applicable to construc- | 
tion and operating costs of Corps of En- 


gineers projects. ..- a ae GOR diknseeces 





Note.—The notes to the financial statements are an integral part of this exhibit. 


NOTES TO FINANCIAL STATEMENTS 


1. Cash in U. 8. Treasury checking accounts 


The cash in the U. S. Treasury includes $1,264.300 that was transferred to the surplus 
fund of the Treasury subsequent to June 30, 1953, pursuant to the requirements of the 
Interior Department Appropriation Act, 1954 (67 Stat. 277). 


= 
2. Allocation of revenues 


Sec. 5 of the Flood Control Act of 1944 provides that the rate schedules for the sale of 
electric energy shall be established with due consideration for the recovery of the cost 
of producing and transmitting such electric energy, including the amortization of the 
capital investment allocated to power over a reasonable period of years. The Administra- 
tion has made no deduction from revenues for amortization of the power portion of the 
Government’s investment and the annual operation and maintenance expenses in the various 
hydroelectric projects. Such a deduction will not be possible until a definite allocation of 
the construction costs of the projects is made. Because of this situation it is impossible to 
state affirmatively that the accumulated income from operations is sufficient to cover the 


cost of producing the electric energy and to amortize the power portion of the Govern- 
ment’s investment in the projects. 
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3. Payments into U. 8. Treasury 
The payments into the United States Treasury consist of : 


1953 1952 
Funds covered into U. S. Treasury as miscellaneous receipts... $12, 835, 507 | $10, 271, 800 
Receipts transferred to the continuing fund_. 423,714 378, 765 
Balance of receipts from the sale and transmission of electric energy remaining in 
special fund receipts account................- ; etd 2, 666, 418 2, 557, 852 
OM nsewesincce Jipnbicbbiiathabsdewataeletheqessthhinnneeimeatneuyen 15, 925,639 | 13, 208, 417 


Periodically. = request of the Administration, the Treasury transfers amounts from 
the special fund receipts account to miscellaneous receipts of the Treasury. 


AUDIT REPORT TO THE CONGRESS OF THE UNITED STATES 


Southwestern Power Administration, Department of the Interior, for the fiscal 
year ended June 30, 1954, by the Comptroller General of the United States 


COMPTROLLER GENERAL OF THE UNrrep STrarTes, 
Washington 25, December 31, 1954. 


The honorable the SPEAKER or 1HE HoOusE or REPRESENTATIVES. 


Dear Mr. Speaker: There is presented herewith one copy of the General 
Accounting Office report on the audit of the Southwestern Power Administration, 
an agency in the Department of the Interior, for the fiscal year ended June 30, 
1954. This audit was made by the Division of Audits pursuant to the Budget 
and Accovnting Act, 1921 (31 U. 8S. C. 53), and the Accounting and Auditing Act 
of 1950 (31 U. S. C. 67). 

The report is also being sent this date to the President of the Senate. 

Sincerely yours, 
FraNK H. WEIITZEL, 
Assistunt Comptroller General of the United States. 


CONTENTS 
General comments. 
Authorization of multiple-purpose projects. 
Responsibility for allocation of construction and operating costs. 
Revised allocations of construction costs. 
Net revenues not adequate to cover costs. 
Marketing operations. 
Generation. 
Litigation affecting marketing operations arising out of lease-purchase 
agreements. 
Source of funds and investment of United States Government. 
Investment of United States Government. 
Appropriations by the Congress. 
Interest on investment of United States Government. 
The continuing fund. 
Accumulated income from operations. 
Payments into United States Treasury. 
Source and application of funds. 
Accounting. 
General. 
Electric utility plant and accumulated depreciation. 
Cash in United States Treasury. 
Action taken by Southwestern Power Administration on recommendations made 
resulting from our 1953 audit. 
Scope of audit. 
Opinion of financial statements. 
Financial statements, 
Statement of assets and liabilties—June 30, 1954 and 1953, exhibit 1. 
Statement of power-making operations, for the years ended June 30, 1954, 
and 1953, exhibit 2. 
Notes to financial statements. 
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Report ON AvupIT OF SOUTHWESTERN Power ADMINISTRATION, DEPARTMENT OF 
THE INTERIOR, FOR THE Fiscat Year Enpep June 30, 1954 


The Division of Audits, General Accounting Office, has made an audit of the 
Southwestern Power Administration, Department of the Interior, for the fiscal 
year ended June 30, 1954. This audit was made pursuant to the Budget and 
Accounting Act, 1921 (31 U. 8. C. 53), and the Accounting and Auditing Act of 
1950 (31 U. S. C. 67). 

GENERAL COMMENTS 


Southwestern Power Administration (also referred to as SWPA or the Admin- 
istration) is an agency in the Department of the Interior under the supervision 
of the Assistant Secretary for Water and Power Development. This activity 
was created by the Secretary of the Interior on September 1, 1943, to sell and 
dispose of electric energy generated at certain Federal projects in the Southwest. 
Under the provisions of section 5 of the Flood Control Act of 1944 (16 U. S. C. 
825s), the Secretary of the Interior was designated the marketing agent for 
surplus energy generated at all reservoir projects under the control of the Corps 
of Engineers, Department of the Army. Southwestern Power Administration 
was in turn designated the power-marketing agent in defined areas of the States 
of Arkansas, Kansas, Louisiana, Missouri, Oklahoma, and Texas. 

The management of SWPA is vested in an Administrator appointed by the 
Secretary of the Interior. The headquarters office is located at Tulsa, Okla. 
At June 30, 1954, the Administration had 169 employees at annual salaries 
totaling about $841,000 compared with 248 employees at annual salaries totaling 
about $1,160,000 at June 30, 1953. The Administration is in the process of reor- 
ganizing and further reducing personnel. Its plan is to reduce the number of 
employees to a total of 90 by January 1, 1956, in accordance with instructions 
issued by the Department based on recommendations in a report by a survey 
team engaged to study the organization for marketing power from federally 
owned projects in the southwestern area. 

The principal matters discussed in this report are as follows: 

1. Allocation of construction costs in multiple-purpose projects 

In previous years a jurisdictional dispute has existed between the Department 
of the Interior and the Corps of Engineers, Department of the Army, concerning 
the allocation of construction costs of multiple-purpose projects. We have been 
informed that general agreement on allocation of costs of multiple-purpose proj- 
ects has been reached with the Corps of Engineers. The procedures agreed upon, 
however, leave unresolved the basic problem of final responsibility for making 
allocations. We believe that the basis for the differences that existed in the past 
which were fundamental in character should be resolved with finality by clarify- 
ing legislation. 

2. Net revenues not adequate to cover costs 

The net revenues for fiscal year 1954 were not adequate to cover the costs of 
producing electric energy and to amortize the Government’s investment applicable 
to power for the projects in operation for the entire year in accordance with the 
requirements of section 5 of the Flood Control Act of 1944. 


8. Litigation affecting marketing operations 

Two important decisions rendered by the United States District Court for the 
District of Columbia concerning contractual agreements between the Adminis- 
tration and transmission and generating cooperatives have been appealed to 
higher courts. 


AUTHORIZATION OF MULTIPLE-PURPOSE PROJECTS 


The Flood Control Act of 1938 (52 Stat. 1218) approved a general comprehen- 
sive plan for flood control and other purposes for the Arkansas and White River 
Basins and authorized construction of specific projects in the Red River Basin. 
This work was to be carried out under the direction of the Secretary of War 
and under supervision of the Chief of Engineers. Section 4 of the act provided 
for changes in plans to include the installation of hydroelectric power. Pen- 
stocks or similar facilities could be installed in any dam authorized when ap- 
proved by the Secretary of War upon the recommendation of the Chief of 
Engineers and of the Federal Power Commission. Section 1 of the act provided 
that the improvements of rivers for flood control and allied purposes shall be 
under the Jurisdiction of the Corps of Engineers, except as otherwise specifically 
provided by an act of Congress. This act authorized the construction of the 
Denison Reservoir on the Red River in Texas and Oklahoma at an estimated cost 
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of $54 million for flood control and other purposes in accordance with a report 
submitted by the Corps of Engineers (H. Doc. 541, 75th Cong.). In connection 
with the Arkansas and White River Basins, the act authorized that $21 million 
and $25 million, respectively, be appropriated to the corps for reservoirs. These 
reservoirs were to be selected and approved by the Chief of Engineers. 

The Flood Contro] Act of 1941 (55 Stat. 645) modified the general compre- 
hensive plan for flood control and other purposes in the Arkansas River Basin 
to include additional reservoirs. This act authorized that $29 million be appro- 
priated to the corps for this comprehensive plan. 

Since authorization of the comprehensive and project plans for the Arkansas, 
White, and Red River Basins, many project reports have been submitted to the 
Congress by the Corps of Engineers. Most of the larger projects were justified 
in these reports and authorized by the Congress as multiple-purpose develop- 
ments. The justification of the projects, in most instances, was based on the fact 
that power benefits constituted a large share of the total project benefits. In 
all but one case (Denison Dam) the project reports indicated that the estimated 
annual benefits were at least equal to the estimated annual charges, including 
interest on and amortization of the Federal investment. The annual charges 
consisted of, generally, (1) interest on the investment, (2) amortization of the 
investment, and (3) operation and maintenance costs. Power benefits were 
usually based on an estimate of capacity value at the site, made by the Federal 
Power Commission, and upon the estimated energy value equivalent to fuel 
and firing costs at steam electric plants in the area. The power benefits were 
therefore, in effect, based on the use of the surplus energy for supplementary or 
peaking purposes to existing power systems in the area rather than for year- 
round primary power. Power benefits are increased by computing the revenues 
from disposition of surplus energy for peaking purposes. 

The following tabulation summarizes information pertaining to nine multiple- 
purpose projects for which tentative cost allocations have been made by the 
Corps of Engineers. On June 30, 1954, 6 of these projects were in operation 
(Denison, Norfork, Narrows, Bull Shoals, Tenkiller Ferry, and Fort Gibson). 
One project (Whitney) was completed in fiscal year 1954 but was not considered 
in commercial operation pending approval of a power sales contract by the 
Secretary of the Interior. One project (Blakely Mountain) was scheduled for 
initial operation in fiscal year 1955, and construction continued on one project 
(Table Rock) scheduled for initial operation in 1961. 


As shown in justification reports submitted to the Congress 


Ratio of Revised 


Estimated | Annual annual | estimated 
Project, Congress, and document number first : st power charges cost at 
ESS OO benefits |toannnal! June 30, 
benefits 1954 
ee ee: rs On caw eee $54, 000,000 | $1,705,000 | '1:0.99 $40,195, 400 
i a ER eee ene eC 804, 000 71:1.2 28, 700, 000 
Narrows (76th, H. Doc. 837) ._-_.-... sc andtiebetedarcnates 6, 470, 000 Q 41:1.2 12, 706, 000 
Bull Shoals (76th, H. Doc. 917) ...........................|§42,000,000 | 1,403,400 | 41:1.57 | 76,329,000 
Fort Gibson (76th, H. Doc. 107) Rae gee ee Se 13, 700, 000 712,000 | €1:1.5 42, 000, 000 
Tenkiller Ferry (79th, H. Doc. 758). _.........-.---. ? 14, 500, 000 : (7 22, 440, 000 
ES Bi BI Bo, Senn cnnmeccacenmn* 10, 150, 000 233, 411 44:1.1 40, 708, 000 
Blakely Mountain (78th, H. Doc. 647) ecient _| 11, 080, 000 724,400  41:1.49 30, 800,000 
Table Rock (76th, H. Doc. 917).........__..._____._.___. $37,000,000 | 1,415,600 | 41:1.06 78, 700,000 


1 Report shows that the construction ccsts to be charged to power should be $15,202,000. This amount 
represents the difference between the estimated cost of the dual-purpose power and flood-control project 
and that of a single-purpose flood control project. 

2 Report recommends that construction cost of $13,500,000 be charged to power plus interest during con 
struction of $810,000. Ratio of annual charges to annual benefits applies only to the power facilities 

3 Not included. 

‘ mapas on these projects do not include allocations of estimated costs of construction to the purposes 
served. 

5 The annual power benefits and ratio of annual charges to annual benefits are the district engineer's 
estimates in the justification report. The district engineer estimated the first cost for the Bull Shoals and 
Table Rock projects to be $38,000,000 and $34,500,000, respectively. 

6 Report shows allocation of construction cost between purposes on the basis of the cost of procuring the 
same degree of flood contro] and power benefits as independent developments. Amount allocated to power 
is $8,727,000. 

’ This project was included in an overall plan covered by a report of the Corns of Engineers to provide 
for navigation, flood control, and power on the Arkansas and Verdigris River Che proposed 7 lan included 
12 dams and channel construction work estimated to cost $522,678,000. Total annual benefits were esti- 
mated to be $26,366,200 (navigation, $19,606,000; flood control, $912,800; power, $5,586,500; and revenue 
from land rentals, $260,900). The combined ratio of annual charges to annual benefits was | to 1.08 
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Construction of the Denison project was recommended by the Corps of Engi- 
neers for the combined purposes of flood control and development of power. The 
economic studies described in the justification report were based on charging 
to power the cost of the dual-purpose project less the cost of a flood-control- 
only reservoir. The authorization of the Norfork project, as interpreted by 
the Corps of Engineers, limited it to a reservoir for flood control only. In a 
report submitted to the Congress (H. Doc. 290, 77th Cong.), the corps recom- 
mended that provision be made for the generation of hydroelectric power, This 
modification of the project was authorized by the Flood Control Act of 1941. 
The studies presented by the corps were based on charging to power the incre- 
mental costs over the costs estimated for a flood-control-only project. Except 
for the Denison, Norfork, and Fort Gibson projects, none of the justification 
reports submitted to the Congress showed any tentative allocation of construc- 
tion costs among the purposes to be served. Economic feasibility for the proj- 
ect as a whole was justified by showing the estimated combined benefits ex- 
ceeding the estimated annual charges. 

Section 205 of the Flood Control Act of 1950 (64 Stat, 180) authorized the 
Secretary of the Army to cause preliminary examinations and surveys for flood 
control and allied purposes in drainage areas of the United States and its 
territorial possessions to be made under the direction of the Chief of Engi- 
neers. For the Arkansas, White, and Red River Basins, this section provided: 

“* * * developing comprehensive, integrated p!ans of improvement for navi- 
gation, flood control, domestic and municipal water supplies, reclamation and 
irrigation, development and utilization of hydroelectric power, conservation of 
soil, forest, and fish and wildlife resources, and other beneficial development 
and utilization of water resources including such consideration of recreation 
uses, salinity and sediment control, and pollution abatement as may be pro- 
vided for under Federal policies and procedures, all to be coordinated with 
the Department of the Interior, the Department of Agriculture, the Federal 
Power Commission, other appropriate Federal agencies, and with the States, 
as required by existing law * * *.” 

Appropriations to the Department of the Army were authorized to carry out 
the improvements provided in this act, and to the Departments of the Army 
und Agriculture and to the Federal Power Commission for carrying out the 
examinations and surveys provided for in this act and any other acts. Author- 
ization for appropriations to the Department of the Interior for the Arkansas, 
White, and Red River Basins was not provided in this act. 


RESPONSIBILITY FOR ALLOCATION OF CONSTRUCTION AND OPERATING COSTS 


Section 5 of the Flood Control Act of 1944 provides, in part, as follows: 

“Electric power and energy generated at reservoir projects under the control of 
the War Department and in the opinion of the Secretary of War not required 
in the operation of such projects shall be delivered to the Secretary of the 
Interior, who shall transmit and dispose of such power and energy in such 
manner as to encourage the most widespread use thereof at the lowest possible 
rates to consumers consistent ‘with sound business principles, the rate schedules 
to become effective upon confirmation and approval by the Federal Power Com- 
mission. Rate schedules shall be drawn having regard to the recovery (upon 
the basis of the application of such rate schedules to the capacity of the electric 
facilities of the projects) of the cost of producing and transmitting such elec- 
tric energy, including the amortization of the capital investment allocated to 
power over a reasonable period of years * * *.” 

The above act does not specify the agency responsible for allocating the 
construction and operating costs to the various purposes on multiple-purpose 
projects constructed and operated by the Corps of Engineers. 

Our reports for fiscal years 1952 and 1953 on the Southwestern Power Admin- 
istration suggest that action be taken by the Congress to end the jurisdictional 
dispute between the Department of the Interior and the Corps of Engineers on 
the allocation of costs in multiple-purpose projects. Early in fiscal year 1954 
the Department established a cost allocation committee to establish principles 
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to be used by departmental agencies in the allocation of costs of multiple-pur- 
pose projects. The committee succeeded in reaching agreement on principles to 
be followed within the Department, and in March 1954 representatives of the 
Department met with representatives of the Federal Power Commission and 
the Corps of Engineers to discuss principles and policies to be followed in allo- 
cating the cost of multiple-purpose projects. No written agreement resulted 
from these meetings. In a memorandum dated April 2, 1954, by the Assistant 
Secretary of the Interior to heads of bureaus and offices in the Department, it 
was stated that general agreement on cost allocation of multiple-purpose projects 
had been reached with the Corps of Engineers. The memorandum provided also 
for joint participation by field offices of the interested agencies of the Depart- 
ment in making cost allocations and for referring failures to reach agreement 
in the field or by staff members to the Secretary for consideration. 

In April 1954 SWPA reopened negotiations on cost allocations at the field level 
with the Corps of Engineers. At June 30, 1954, the most recent revised alloca- 
tions prepared by the Corps of Engineers were being reviewed by SWPA, but 
no agreement has been reached on any of the allocations prepared by the Corps. 

Although the progress in reaching agreement on allocations of costs acceptable 
to both the Department of the Interior and the Corps of Engineers is commend- 
able, it leaves unsettled the basic problem of final responsibility for making such 
allocations. Accordingly, we repeat our recommendation contained in previous 
reports that the Congress designate specifically the agency to make the alloca- 
tion of construction costs for projects either constructed or authorized for con- 
struction by the Corps of Engineers in the Arkansas, White, and Red River 
Basins. 

Revised allocations of construction costs 

Following is a summary of the most recent revised allocations prepared by 
the Corps of Engineers showing the amount allocated to power and the annual 
power charges. 

Anuual power charges 





Estimated | Investment 








Project ! construction | allocated to Interestand Operation 
amortiza- 
| cost ? power? } and ordi- | Major re- | 
| jtion of proj-| , Total 

| ect invest- nary main- place ments | 

| 0 si ersel inent tenance 

| a 
| ve ve ea 
ee eer | $60, 195, 400 | $19, 800,000 | $699, 000 | $266, 000 $21, 000 $986, 000 
Norfork... _..-| 28,700,000 | 14, 100, 000 497,000 | 148, 000 17, 000 662, 000 
Sanne <.2.<. 2. 628s | 42'706,000 | 5,560,000 189,000! 100, 000 | 6. 000 205; 000 
Bull Shoals... .....--..-- 76, 329,000 | 46, 500,000 | 1,638,000 | 224,000, =. 38,000 | 1, 900, 000 
Fort Gibson. ......_-..--- 42,000,000 | 16, 700, 000 590, 000 194, 000 | 29, 000 813, 000 
Tenkiller Ferry........--- 22, 440,000 | 12,300,000 | 433,000 | 138, 000 | 15, 000 586, 000 
Whitney_............-..--| 40,708,000 | —_ 8, 000, 000 282, 000 123, 000 10, 000 415, 000 
Blakely Mountain.______- 30,800,000 | 24,400,000 | 848,000 | + —-147, 000 25,000 | 1,020, 000 
Table Rock............... 78,700,000 | 65, 300,000 | 2, 302, 000 194, 000 | 49,000 | 2, 545, 000 





1 The incremental flood control basic allocation method was used in allocating the construction costs of 
the Denison and Norfork projects. For all of the other projects the separable costs-remaining benefits 
allocation method was used. 

3 The estimated construction cost does not include interest during construction as an item of cost. In 
——— the investment allocated to power, however, interest during construction is included as an 
tem of cost. 


Net revenues not adequate to cover costs 

For fiscal year 1953 the net revenues reported by the Administration were not 
adequate to cover the costs of producing electric energy and to amortize the 
Government’s investment in power facilities for the projects in operation for the 















































316 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


entire year. The following tabulation shows the same to be true for projects 
in operation for the entire fiscal year 1954: 


Annual power charge 


Interest ; 
. oO : 
and amor- eeeeae Major re- 
Project tization of place- Total 
nary main- 3 
project in- tenes ; ments * 
vestment ? asi 
Denison $699, 000 $231, 030 $930, 030 
Norfork 497, 000 135, 196 632, 196 
Narrows 189, 000 109, 550 298, 550 
Bull Shoals 1, 638, 000 177, 557 1, 815, 557 
Fort Gibson 590, 000 92, 976 682, 976 
$3, 613, 000 $746, 309 4, 359, 309 
Deduct net income from operation 1, 777, 134 
Additional revenue necessary to cover the cost of pro- 
ducing electric energy and to amortize the Govern- 
ment’s investment for projects in operations for the 
entire fiscal year 1954 $2, 582, 175 


! The tabulation does not include any amounts for the annual power charge applicable to the Whitney 
and Tenkiller Ferry Projects. Test operations began at the Whitney Project on June 25, 1953. We were 
informed that this project will not be considered in commercial operation by the Administration until a 
contract for sale of the energy is approved by the Secretary of the Interior. The energy generated in fgeal 
year 1954 was sold as dump energy at 1.25 mills per kwh. Commercial operation of the Tenkiller Ferry 
Project began in November 1953. The net income of $1,777,134 for 1954 includes revenue derived from sale 
of energy generated at these projects. This energy represents about 7 percent of the total power available 
for sale by the Administration during 1954. 

2? These amounts were obtained from the latest cost allocation reports prepared by the Corps of Engineers 
(See tabulation, p. 11.) Although the amounts shown are tentative and are subject to revision, they are 
considered by the Corps to be reasonable and as close to the final results as can be obtained at this time. 

§ These amounts represent actual costs reported by the Corps of Engineers for 1954. Costs incurred at 
Whitney and Tenkiller Ferry Projects for operation and ordinary maintenance ($95,213 and $45,951, re- 
spectively) are not included. 


The construction costs allocated to power and the annual power charges must 


be finally determined before power rates can be properly established in accord- 
ance with the requirements of section 5 of the Flood Control Act of 1944. 





MARKETING OPERATIONS 


The net income from marketing operations, as shown by the accounting records i 
of SWPA, was $1,777,134 for fiscal year 1954 and $642,664 for fiscal year 1953. ; 
The operating results, as shown in exhibit 2 for the fiscal year 1954, are sum- i 

marized and compared ¥ with the e preceding year. 














Increase 
(—decrease) from 
Fiscal preceding year 
year oie aa ialed “ 
1954 
| Per- 
Amount | cent 
Revenues: | 
OR OE GISGIIED GROUT 0.0.5 ccncnscepsvsnsces- aaaith wena a ine $4, 773, 836 | $1, 944, 283 | 68.7 
Miscellaneous... _......- presnen acetate ; 325 ~2- | —30.4 
4, 774, 161 1, 944, 141 68.7 
Marketing expenses: a a ere ee See 
Pe i ti Sh ei ck igs hicksG. dibhl d 358,779 | 319, 937 | 7 
Se I aie in Ue Bin os stn otningcietesteraneee 33, 772 33, 772 es 
Sa nies 1, 027, 582 | 362, 396 54.5 
Adminis-rative, sales and other general expenses__._-._-...----_.-_- 595, 665 12, 206 | 2.1 
Depreciaiion_. 2.1 


ee gon. ond ncaidonntneeidnainnessobeanceak 2, 346, 542 1, 093, 761 7.3 





Miscellaneous income deductions 59, 717 — 106, 119 | —64.0 


Interest on investment of U. 8. NE nnn can 509, 691 65, 410 | 14.7 





—40, 709 ~6. 7 









Net income from operations before allocation of revenues applicable to 
construction and operating costs of Corps of Engineers projects......-- $1, 777, 134 | $1, 134, 470 176. 5 
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The Administration has made no deduction from revenues for amortization of 
the power portion of the Government's investiment and the annual operation and 
maintenance expenses in the various multiple-purpose projects. Such a deduc- 
tion will not be possible until a definite allocation of the construction costs of 
the projects is made. Because of this situation it is impossible to state whether 
the accumulated income from operations is sufficient to cover the cost of producing 
the electric energy and to amortize the power portion of the Government's invest 
ment in the projects. 

Sales of electric energy for the fiscal years 1954 and 1953, expressed in dollars, 
thousands of kilowatt-hours, and average rate per kilowatt-hour, by the various 
classes of customers, are presented in the following summary. 








1954 1953 
Average A ve rage 
Thousand rate per Thousand rate per 
| Revenue | kilowatt- | kilowatt- Revenue kilowatt- | kilowatt 
| hours hour hours hour 
j (mills) (mills) 
Electric utilities. ............-. | $2, 270, 787 | 366, 097 | 6.20 | $1, 633, 700 $22, 377 5. 07 
Cosneretivss................. 1, 834, 794 | 349, 342 5.25 | 1,034,101 | 186, 213 | 5. 55 
Municipalities. .............- 508, 251 | 89, 956 | 5. 59 179, 866 | 31, 944 5. 63 
Government agencies --- __. -| 165, 004 | 29, 936 5. 51 101, 173 | 18, 422 5. 49 
os ee eee 2 
TE inn ivanmnin | 4, 773, 836 | 835, 331 5.71 2, 948, 840 | 558, 956 5. 28 
Less sales of test energy | | j 
ES SE Re al. ee) Sik b dskicnnbaibiba a 119, 287 17, 893 6. 67 
ee | ; 
WE -adacarceticndinsen 4, 773, 836 835, 331 5.71 | 2, 829, 553 541, 063 5. 23 


® Energy produced at the Bull Shoals Project during the period September 18 to November 30, 1952, 
was classified by the Administration as test energy and the revenue received was credited to income during 
construction. In fiscal year 1954 revenue derived from test energy produced at the various projects in fiscal 
year 1953 and prior years was transferred from income during construction and credited as prior years’ 
revenue from sales of electric energy. 





The Administration sold energy to 5 electric utilities, 23 cooperatives, 19 
municipalities, and 5 Government agencies at June 30, 1954. Energy was sold 
to 5 electric utilities, 22 cooperatives, 17 municipalities, and 2 Government agen 
cies at June 30, 1953. 

The Administration has integrated its electric system with certain private 
utility and generating and transmission cooperative systems in order to obtain 
better utilization of the Government's hydroelectric capacity for the production 
of peaking power and to secure the maximum benefits from this power capacity 
To accomplish this purpose, the Administration has entered into agreements 
with the companies and generating and transmission cooperatives for the pur- 
chase, sale, and delivery of electric power. Under the terms of the contracts, the 
companies and generating and transmission cooperatives deliver to the Admin 
istration the service necessary to supply designated preferred customers (coop- 
eratives, municipalities, and Government agencies). Sales by the Administration 
to the electric utilities for the year 1954 accounted for about 48 percent of the 
revenues and 44 percent of the energy delivered compared with about 55 percent 
of the revenues and 58 percent of the energy delivered for the year 1953. 

The Flood Control Act of 1944 provides that the rate schedules in use by the 
Administration are to become effective upon confirmation and approval by the 
Federal Power Commission. Tentative approval has been given by the Com- 
mission to the rate schedules now in use. All schedules with the exception of 
those in one contract with an electric utility were subject to review and reap- 
proval not later than February 13, 1953. Extensions to December 31, 1954, have 
been granted the Administration by the Commission. 
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Generation 
During fiscal year 1954 the Administration received the net generation from 
the following Corps of Engineers multiple-purpose projects: 


Location Installed | Initial | Installed 
ieiteae ane . aoe units, opera- capacity 
Project name June 30, | tion, Ist | (kilo- 
River State 1954 unit | watts) 
Denison Dam ..| Red ....| Oklahoma-Texas 2 1945 70, 000 
Narrows Dam Little Missouri Arkansas 2 1950 | 17, 000 
Norfork Dam North Fork do 2 195 | 70, 000 
Bull Shoals Dam White do 4 1952 160, 000 
Fort Gibson Dam Grand Oklahoma 4 1953 | 45, 000 
Whitney Dam! | Brazos .| Texas 2 1953 | 30, 000 
Tenkiller Ferry Dam ? Illinois ..-., Oklahoma 2 1954 34, 000 
, ea hee a se es : a 18 426, 000 


1 Test operations hen June 25, 1953. Energy generated in fiscal year 1954 was considered as my A 
energy. ‘e were informed that this project will not be considered in commercial operation by the Ad- 
ministration until the contract negotiated by SW PA with the Brazos Electric Power Cooperative for the 
sale of energy generated at Whitney Dam has been approved by the Secretary of the Interior. 

2 Commercial operation began in November 1953. 


The Corps of Engineers has scheduled the completion of the Blakely Mountain 
plant, with an installed capacity of 75,000 kilowatts, in fiscal year 1955. 

The electric energy received, expressed in thousands of kilowatt-hours for 
the fiscal year 1954, is summarized below and compared with the preceding 
year. 








ao ‘ . Increase (—decrease) from 
| Fiscal year 1954 preceding year 
Thousand | | Thousand 
kilowatt- Percent | kilowatt- Percent 
hours hours 
CINE BD iidincsrvemitagacastacntiiessenaead 192, 431 | 22.1 | 100, 023 108. 2 
S| SSSR aalsenieetaaalal 17, 774 2.0 |} —29, 645 | —62. 5 
IUGUSOTE LUNN... chck en Sbinbas sealecoeiminds 132, 753 15.3 | 5, 956 | 4.7 
ON BR ict darbicecetcekisduessuse 334, 661 | 38. 5 | 64, 419 23.8 
I a ce lal 39, 497 4.5 | 7, 393 23.0 
Whitney Dam__. ese ee eae 20, 158 | 2.3 | ee ad eo as, 
Tenkiller Ferry Dam. -..-..-..--..2-2-2-2.-..- 43, 338 | 5.0 | 43, 338 |........ at 
Power purchased or exchanged ___.............- 89, 371 | 10.3 75, 015 522. 5 
iar EIT a:ca.c: diceanas osiinomare nalts oes tenance ene 869, 983 100. 0 286, 290 49.0 








eo he aA IORI 2 eit a 








i: fo rae ees a a 
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A reconciliation of energy generated at the various projects with energy 
sold during fiscal year 1954 is shown in the following tabulation. 





| Thousands of kilowatt-hours 


Plant 
Grogs genera-' Less station | Net genera- 
tion use tion 

hah ie ee 194, 287 1, 856 192, 431 
EE 0 at Scenes btuehck ied ceca ty-catiien ds 18, 340 8 17, 774 
N Seidel betcha pabtiodtaneac bebcbhanD tin ladideds ; 134, 223 1, 470 132, 753 
SU i i eel ae 337, 822 3, 161 sé, 661 
UE IE AL, Sc A INE 40, 737 1, 240 39, 497 
We cl tinidtmnshh cnn cuca ee 20, 942 7R4 20, 158 
Tenkiller Derry...... 7 a 43, 807 460 43, 338 
ee Gabens : on 790, 158 9, 546 789, 612 
Power purchased or exchange i , ‘ 89, 371 
a _ Ng, ONS 

Energy generated and sold in fiscal year 1953 billed and 
recorded as revenue in fiscal year 1954 10, 146 
Total power available for sale_____. i 88), 129 
line , Meter discrepancies, and inadvertent flow : 44, 708 
Total sales______. eit etittilynttthe a% ‘ 835, 331 


Litigation affecting marketing operations arising out of lease-purchase agree- 
ments 

During 1947 to 1950 the Rural Electrification Administration entered into a 
series of loan agreements with several federated rural electric cooperatives to 
finance the construction of steam and diesel generating plants and related trans- 
mission systems in the Southwest. The cooperatives in turn entered into agree- 
ments with SWPA which provided for the sale and exchange of energy and the 
lease and operation of the cooperatives’ transmission system by SWPA for a 
period of 40 years with an option to purchase by SWPA. 

On August 1, 1952, under the terms of a lease-purchase agreement negotiated 
with the Central Electric Power Cooperative on January 9, 1950, SWPA took 
over the operation and maintenance of the cooperative’s Bull Shoals to Mansfield 
transmission line. In June 1953 additional facilities of the cooperative were de- 
livered to SWPA for operation and maintenance, and at June 30, 1953, SWPA 
was operating and maintaining 468 miles of transmission lines and 18 substa- 
tions of the cooperative. On July 1, 1953, the Administration began operating 
and maintaining 104 miles of transmission lines and 8 substations leased from 
the Western Farmers Electric Cooperative under a lease-purchase agreement. 

In the conference report (H. Rept. 947, 838d Cong., Ist sess.) on the appropria- 
tion for the Department of the Interior for 1954, the following agreement was 
reached with respect to the SWPA continuing fund. 

“None of the funds allowed are to be used for the purpose of implementing 
existing contracts with REA cooperatives which provide for lease-purchase 
of transmission or generating facilities. The funds may be used only for the 
purchase of electric power and energy and the payment of wheeling service 
charges at rates and in amounts comparable to those paid in the Southwestern 
Power Administration area under existing contracts based only on use value 
received with no additional allowance for purchase or lease of facilities. Such 
arrangements may be made with RBA cooperatives in the area but no funds for 
this purpose are to be available after February 28, 1954.” 

The agreement reached by the committee was not adopted in the final bill. 

Upon enactment of the Interior Department Appropriation Act, 1954, ap- 
proved July 31, 1953, the Administration withdrew its employees from all activi- 
ties in connection with the operation and maintenance of the cooperatives’ 
transmission systems, and negotiations were begun for the purpose of executing 
interim contracts with the cooperatives. 

On November 3, 1953, the Administration entered into an interim contract with 
the Central Electric Power Cooperative providing for the transmission of power 
and energy for and the sale of power and energy to the Administration at fixed 
rates. The contract contained a clause which stated: 
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“It is understood and agreed that the provisions of this interim agreement 
shall in no way prejudice the rights of parties under, nor serve as an interpreta- 
tion of, the Agreement for Construction and Lease of Electric Transmission Fa- 
cilities (Ispa-305), dated January 9, 1950, as amended February 28, 1950, and 
March 18, 1952, and of the Agreement for the Sale and Exchange of Electric 
Power and Energy (Ispa-306), dated January 9, 1950, as amended March 18, 
1952, heretofore entered into by the Government and the cooperative; Provided, 
That if, during the effective term of this agreement, the aforementioned agree- 
ments of January 9, 1950, as amended, become operative by reason of the de- 
cision of a court of general jurisdiction, this interim agreement shall be void 
ab initio, and the rights and obligations of the Government and the cooperative 
shall, in all respects, be construed and adjusted retroactively to July 1, 1953, to 
conform to and comply with the provisions of the said agreement of January 9, 
1950, as amended.” 

The term of this interim agreement ran from July 1, 1953, through February 28, 
1954. On March 1, 1954, the term of the agreement was extended through 
June 30, 1954. 

On October 15, 1953, the Central Electric Power Cooperative filed suit against 
Douglas McKay, Secretary of the Interior, and Douglas G. Wright, Administrator 
of Southwestern Power Administration, in the United States District Court, 
District of Columbia. This suit requested the court to enter judgment declaring 
the rights, status, and legal relations of the Government and the cooperative 
on the basis of contracts providing for the lease, operation, and maintenance 
of the cooperative’s transmission system by SWPA and the purchase of electric 
energy from SWPA. 

In its defense the Government contended that, based upon language contained 
in the joint House-Senate conference report on Public Law 172, 83d Congress, 
ist session (Interior Department Appropriation Act, 1954), the contracts between 
SWPA and the cooperative were unenforceable and inoperative. The Govern- 
ment’s contention was based on the ground that no appropriation of funds had 
been made by the Congress for fiscal year 1954 from which obligations or liability 
of the Government arising out of its contracts with the Central Electric Power 
Cooperative could be paid. The plaintiff argued that the Congress had appro- 
priated $1,200,000 for the continuing fund, Southwestern Power Administration, 
in fiscal year 1954 which was available to SWPA to carry out the provisions of 
the contracts. 

On March 29, 1954, the United States District Court granted the Central Elec- 
tric Power Cooperative’s motion for summary judgment. In its decision the 
eourt decreed that (1) the contracts between the plaintiff and the United States 
were valid and binding upon the parties, (2) the Congress had appropriated 
moneys in fiscal year 1954 which were available to carry out the provisions of 
the contracts, (3) the action of the defendants in refusing to carry out the con- 
tracts on the grounds that no appropriation had been made by the Congress 
from which obligations or liabilities of the Government arising out of the 
contracts could be paid was illegal, in violation of law, and beyond the scope 
of the authority of each of them, and (4) to the extent that funds are available 
from the $1,200,000 authorized in Public Law 172, 83d Congress (Interior De- 
partment Appropriation Act, 1954), for the continuing fund, Southwestern 
Power Administration, defendants, and each of them are authorized to carry 
ou the provisions of the contracts with the plaintiff. 

On May 27, 1954, the Government filed an appeal to the District Court’s 
decision. The Government’s appeal has not yet been argued before the Court 
of Appeals. 

On June 17, 1953, the United States District Court for the District of Columbia, 
Kansas City Power and Light Co. v. McKay (115 F, Supp. 402), held that lease 
and power agreements executed by SWPA and 5 federated rural electric coopera- 
tives were legal; also, that under the loan agreements executed by the 5 feder- 
ated rural cooperatives and the Rural Electrification Administration to finance 
the construction of steam and disel generating plants and related transmission 
facilities, the cooperatives were the real borrowers and true beneficiaries and, 
accordingly, the agreements were not for the sole benefit of SWPA. On Novem- 
ber 4, 1953, the Kansas City Power & Light Co. filed an appeal to the decision 
of the United States District Court with the Court of Appeals, District of 
Columbia Circuit. The case was argued before the Court of Appeals on October 4, 
1954, but to December 10, 1954, no decision had been rendered. 

At June 30, 1954, one other case was pending involving the Administration and 
the Kansas City Power & Light Co. The Kansas City Power & Light Co. and 
5 other commercial electric utility companies, in a proceeding before the Public 
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Service Commission of the State of Missouri against the N. W. Electric Power 
Cooperative, Inc., and the administrator of the Southwestern Power Administra- 
tion are seeking to require the cooperative to obtain a certificate of convenience 
and necessity for the construction and operation of its generating plant and 
transmission system in the State of Missouri; also, to require the administrator 
of SWPA to comply with the rules and regulations of the Public Service Com- 
mission with respect to the sale and transmission of electric power and energy 
in the State of Missouri. 

In 1951 attorneys for the Government and the cooperative appeared before 
the Commission and moved for dismissal of the proceeding on jurisdictional 
grounds. Briefs in support of these motions for dismissal and the complainants’ 
brief in reply were subsequently filed with the Commission 


SOURCE OF FUNDS AND INVESTMENT OF UNITED STATES GOVERN MENT 


Investment of United States Government 


The investment of the United States Government in the assets of Southwestern 
Power Administration, as shown by the accounts of the agency, amounted to 
$26,527,381 at June 30, 1954, and consisted of : 


Appropriations by the Congress, net__.___------- 
Interest on investment of U. 8S. Government____....---..--.-__-_- 1, 765, 239 
re eo ___ncheemngnsbeninerasupsapepenibanensitis 222, 480 
Advances to continuing fund___.........--_.___- ae 679, 114 
Accumulated income from operations before allocation of revenues 
applicable to construction and operating costs of Corps of Engi- 
raat eee iach ened erinegiaaei entices tipeeinbaaiemana 12, 187, 742 


------- $31, 535, 775 


a ocrairireresteecian te aati adabece Aetaaeananetoninincetansnicsteamaaenien i ssaneasdlabeteianesieeaianaeieiian a 
._-_... 19, 862, 970 








Net investment of the U. 8S. Government_______ seeniiatnaehiiasonentiiae: ae 


Except for transfers to the continuing fund (described below), the Administra- 
tion is not authorized to use its receipts from transmission and sale of power. 
Expenditures for construction and operating and maintenance expenses of the 
Administration are financed from appropriations by the Congress. 


Appropriations by the Congress 
Appropriations by the Congress from inception are summarized. 


| Construc- | Uperation 





Fiscal year | diem and mainte Total 
nance 
BOR. cee wes ina oa ee Sanabitcs | $135, 000 $135, 000 
1945__. ace : ie 140, 000 140, 000 
b<ciibc- : os 2a Sie oat sheeted 110, 000 110, 000 
Seeiteb es ‘“ . , ‘ aaah $7, 500, 000 100, 000 7, 600, 000 
1948... _. . . : s 125, 000 125, 000 
1949__. 3 ; 391, 000 391, 000 
1950__- ahh Pee : etileaia eine 3, 475, 000 524, 000 4, 000, 000 
a hin : , 8, 620, 000 760, 000 9, 380, 000 
1952... ; 3, 375, 000 1, 255, 712 4, 630, 712 
1953... ‘ 4, 150, 000 1, 450, 000 5, 800, 000 
1954... ~ sep inet 1, 600, 000 1, 600, 000 
Total | 27,120,000 | 6,501,712 | 33,711,712 
Less rescinded and lapsed appropriations returned to U. 8. Treasury 
($2,117,937) and appropriation transfers to the Office of the Secre- 
tary, Department cf the Interior ($58,000) __. ieies 2, 175, 937 
Total appropriations, net -- -_- . nae ; ‘ 31, 535, 775 


Except for the fiscal year 1947, the amounts appropriated for construction 
remain available until expended. The Interior Department Appropriation Act, 
19§4 (67 Stat. 261), provided $1,600,000 for operation and maintenance and a 
reduction of $1,264,300 in construction funds carried over from preceding years’ 
appropriations. In fiscal year 1954 transfers of $58,000 were made from the 
operation and maintenance appropriation to finance salaries and expenses of 
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the Department’s defense production activities. The transfers were made in 


accordance with section 1310 of the Supplemental Appropriation Act, 1954 (67 
Stat. 437). 


Interest on investment of United States Government 


Interest of $1,765,239 on the Government's investment at June 30, 1954, repre- 
sents the interest recorded on the investment in electric utility plant. A rate 
of 2% percent per annum is used to compute the annual charge for interest. 
The computations for fiscal years 1954 and 1953 were based on the cost of plant 
in service and construction work in progress balances as of the close of the 
preceding fiscal year. The entire amounts so computed ($509,691 for 1954 and 
$444,281 for 1953) were charged to operations, although a portion is applicable 
to construction work in progress and should have been charged to that account. 
Based on the present method of computing interest, $59,025 should have been 
charged to construction work in progress account in fiscal year 1954 and $96,371 
in fiscal year 1953. A portion of the payments into the United States Treasury 
applies to the reduction of the utility plant investment. This amount is not 
determinable at this time, because allocation of the construction costs to power 


in the hydroelectric projects has not been made and repayment requirements 
have not been established. 


The continuing fund 


The First Supplemental National Defense Appropriation Act, 1944 (57 Stat. 
611, 621), authorized a continuing fund of $100,000 to be set up and maintained 
in the Treasury from receipts from the sale of power to enable SWPA to defray 
emergency expenses and to insure continuous operation. The Interior Depart- 
ment Appropriation Act, 1950 (16 U. S. C. 825-1), increased the continuing fund 
to $300,000 and provided also that the fund be used to cover all costs in con- 
nection with the purchase of power and rentals for the use of transmission 
facilities. The Interior Department Appropriation Act, 1952 (65 Stat. 248), 
provided that expenditures from this fund for the purchase of power and 
rentals for the use of transmission facilities were to be made only in such 
amounts as might be approved annually in appropriation acts. The Interior 
Department Appropriation Act, 1954 (67: Stat. 261), provided that not more 
than $1,200,000 would be available for expenditure from this fund in 1954. Obli- 
gations incurred by the Administration during 1954 amounted to $793,221. 

In fiscal year 1955 funds were appropriated by the Congress for the payment 
of wheeling charges and purchase of power, as part of the Administration’s op 
eration and maintenance appropriation. The fund can, therefore, only be used 


in fiscal year 1955 to defray emergency expenses and to insure continuous op- 
eration. 


Accumulated income from operations 


The accumulated income from operations, before allocation of revenues ap- 
plicable to construction and operating costs of Corps of Engineers projects, 
amounted to $12,187,742 at June 30, 1954, and represented : 


Accumulated income to June 30, 1953______ 


eee yt SM ee ee $10, 147, 248 
Add adjustments in 1954 applicable to prior fiscal years: 
Transfer of income during construction to gross 
es, cctessshaiesdlanwntiion $282, O89 
Less adjustments of customer billings and mis- 
ee wemcerwns . dn eee 
——_ 263, 365 
Net income from operations for 1954_______-__._-_____-___ 1, 777, 134 


Accumulated income from operations to June 30, 1954, before allo- 
cation of revenues applicable to construction and oe costs 
oncpeenh oF Tees eee. cn wen 12, 187, 742 


Payments into United States Treasury 


Receipts from the transmission and sale of power by the Administration are 
required to be deposited in the United States Treasury by section 5 of the Flood 
Control Act of 1944. These receipts are deposited in a special Treasury receipts 
account and periodically, as requested by the Administration, the funds are 
transferred by the Treasury from this account to miscellaneous receipts. 
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Total deposits in the Treasury to June 30, 1954, amounted to $19,862,970 and 
represented : 


Funds covered into U. 8. Treasury as miscellaneous receipts_...... $17, 516, 026 
Receipts transferred to the continuing fund____.-.....-__..------- 679, 114 

Balance of receipts from the sale and transmission of electric en- 
ergy remaining in special fund receipts account__-...~--.~---~-- 1, 667, 830 
PIII soins atsiticiene silt wie alt ea aeeneiteemrmannen a 19, 962, 970 


Source and application of fttnds 


A condensed statement of sources and application of funds for the fiscal year 
1954 and cumulative to June 30, 1954, is given below: 


" Cumulativ 
| Fiscal year ove 








to June 30, 
; 1954 } 1954 

i 

Source of funds: i 
Revenues from sale and transmission of electric energy .__.. ..| $4,774,161 $21. 197, 759 
Less increases in accounts receivable and accrued utility revenue ......_.| 708, 738 1, 090, 464 
4, 045, 423 20. 107, 205 
Appropriation by the Congress, net !____.___ | 51, 160 31, 535, 775 
Advances to the continuing fund. .______. 255, 400 679,114 
Transfers of property or cost, net - ? — 183, 324 222 481 
Miscellaneous changes, net......____- . ; 5 446, 533 447, 431 
Total funds available....._____. pit ae. bs | 4 655 192 52 992, 006 
Application of funds: oe ” ns 
Receipts deposited into U. 8. Treasury.........___.. . 3, 937, 331 | 19, 862, 970 
Additions to fixed assets. net 4 i 2, 574, 928 22. 066, 041 

Operating expenses excluding depreciation and interest on invested 
capital....._. aad 2, 032, 589 6, 083, 509 
Saaseene Se Gack tidiuaes.. nee bicncthns —3, 889, 656 4, 078, 676 
SU a cei 4, 655, 192 52, 992, 006 








! For fiscal year 1954 the Administration received a total sheintetilidn of $1,600,000 for operation and 
maintenance. In fiscal year 1954, transfers of $58,000 were made from the operation and maintenance 
— priation to finance salaries and expenses of the department's defense production activities; $1,264,300 

nstruction funds carried over from preceding years, appropriations were rescinded; and $226.540 of 
unexpended ba'ances of lapsed appropriations were returned to the Treasury, leaving a net appropriation 
by the Congress of $51,160. 


ACCOUNTING 
General 


During the early part of fiscal year 1952 the Administration, with the assist- 
ance of the Division of Budget and Finance, Department of the Interior, and the 
Accounting Systems Division of the General Accounting Office, installed a revised 
accounting system. The revised accounting system is based on recognized prin- 
ciples with emphasis on the accounting requirements for public utilities. The 
Government’s investment in power facilities in the Arkansas, White, and Red 
River Basins consists of transmission facilities constructed and operated by the 
Administration and hydroelectric projects constructed and operated by the Corps 
of Engineers. Adequate financial statements for this system will not be obtained 
until the matter of cost allocations has been resolved and reports on generating 
expenses and the investment in power facilities are furnished by the Corps of 
Engineers. 


Electric utility plant and accumulated depreciation 


The gross investment in fixed assets ($22,966,941) and accumulated deprecia- 
tion and amortization ($1,127,026) at June 30, 1954, consisted of : 


IY es dae dst erenerercnaionionen anand poatthts $16, 378, 981 
Denes al Ber DATO inti ccnce nai nmicni esto nen eam 1, 491, 580 
Construction work orders in process of classification__.._....__-~-- 3, 048 
COUR ONE ROR TORTIE Ch OIE, a siiecientrernin tpereieinienanmmititietearenh asin = 5, O87, 414 
I I ic tsptndcihnl cometh ainliblih eins ipanan ttilencen statins ttn micah tcl ti 5, 968 

FE dere Sila apenas nigh saliihS an nities natant lig tig sinatguh biches eeietthantniaieiin igh bettabing ane 22, 966, 941 
Less accumulated depreciation and amortization_..........-.~.--- 1, 127, 026 


TG a ca crip ices ht em atten a eacaetetin er eaile bn ntisieolnaitanitinn is todees he anintin atatiae 21, 839, 915 
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The utility plant, except a small amount of property transferred from other 
Government agencies, is recorded at original cost. The greater part of the total 
plant consists of transmission lines ($13,857,154) and substations ($7,894,918). 
The property held for future use consists of completed transmission lines and 
substations that have not been energized. At June 30, 1954, the Administration 
operated 1,004 miles of transmission lines and 26 sub, metering, and switching 
stations. 

The accounting manual provides for depreciation to be recorded on property 
held for future use. Depreciation accruing before July 1, 1952, applicable to these 
items has not been included in the accounts. We recommended to the Administra- 
tion in fiscal years 1952 and 1953 that the provision for depreciation be made in 
accordance with the manual, but no action has been taken to June 30, 1954. 
We were informed that this matter has been corrected subsequent to our audit. 


Cash in United States Treasury 


All cash transactions of the Administration are handled through accounts 
maintained with the United States Treasury. The cash balance at June 30, 1954, 
consisted of: 


Unexpended funds appropriated by the Congress for construction and 

I a tai seyret manage ooioa $3, 549, 760 
a a aad ca easan ceehinliidslacielghteniacin tiga ati iieliodieaiabainia 262, 918 
Deposit funds (contract holdbacks and employees’ bond and tax de- 


ductions ) __--- oo sensdpeaniaoe ermaennlie tte ahs iaadhoapsibui iste ankciran noes arteatdeleteamal ease 265, 998 
aa ial ae sah taldbars sa Renestalaicbs this contenant noeetieiepsmonianiel 4, O78, 676 


Materials and services contracted for applicable to appropriated funds 
amounted to $688,811, leaving an unobligated balance of appropriated funds 
of $2,860,949 at June 30, 1954. Services contracted for applicable to the con- 
tinuing fund amounted to $596,124 for which $262,918 was available in disburs- 
ing accounts of the United States Treasury and the balance was available 
for transfer from revenue receipts as required for expenditure (exclusive of 
$660,000 reserved by the Bureau of the Budget). 


ACTION TAKEN BY SOUTHWESTERN POWER ADMINISTRATION ON RECOMMENDATIONS 
MADE RESULTING FROM OUR 1953 AUDIT 


During the audit for fiscal year 1953 we observed certain procedures and prae- 
tices followed by the Administration which should be strengthened or improved. 
Our comments and recommendations were submitted to the Administrator by 
letter dated December 28, 1953. Although the Administration has not com- 
pleted action on all our recommendations, an effort is being made to correct the 
procedures and practices which we recommended to be changed. 


SCOPE OF AUDIT 


Our audit of Southwestern Power Administration for fiscal year 1954 included 
a review of SWPA’s power-marketing activities and a selective examination of 
financial transactions in the following manner: 

1. We reviewed the basic laws authorizing the activities, and the pertinent 
legislative history, to ascertain the purposes of the activities and their intended 
scope. 

2. We ascertained the policies adopted by SWPA and reviewed those policies 
for conformance with basic legislation. 

3. We reviewed the procedures followed by SWPA employees to determine 
the effectiveness of the procedures. 

4. We did not make a detailed audit, but we examined certain selected transac- 
tions to the extent we deemed appropriate under the existing circumstances in 
order to settle the accounts of SWPA’s fiscal officers for the year ended June 30, 
1954. The examination of transactions was conducted at offices of the Adminis- 
tration at Tulsa, Okla. 

We reviewed also the justification reports submitted to the Congress by the 
Corps of Engineers on the nine multiple-purpose projects mentioned in this 
report. We reviewed the pertinent legislative history of the various flood 
control and river and harbor acts. For fiscal year 1954 we reviewed the policies, 
procedures, and accounting records of the Corps of Engineers district and divi- 
sional offices having responsibility for Arkansas, White, and Red River Basin 
projects. The unresolved questions relating to cost allocations, depreciation, 
and interest on the Federal investment, however, makes it impracticable to show 
combined financial statements for the projects in the Arkansas, White, and 
Red River Basins at this time. 
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OPINION OF FINANCIAL STATEMENTS 


The accompanying statement of assets and liabilities (exhibit 1) and state 
ment of power-marketing operations (exhibit 2) are based on the records of the 
Administration. In our opinion, however, these statements are incomplete because 
no deduction has been made from revenues for amortization of the power portion 
of the Government’s investment and the annual operation and maintenance 
expenses in the various multiple-purpose projects. As stated on page 15, such 
a deduction will not be possible until a definite allocation of the construction 
costs of the multiple-purpose projects is made. Therefore, we are unable to 
state that the accompanying financial statements present fairly the financial 
position of the Administration at June 30, 1954, and the results of its operations 
for the year ended that date. 


FINANCIAL STATEMENTS 
ExnHrsit 1 
SOUTHWESTERN POWER ADMINISTRATION 


Statement of assets and liabilities—June 30, 1954, and 1958 


1954 1953 


ASSETS 
Fixed assets: 


Utility plant in service cen $16, 378, 931 $13, 72 
Property held for future use_._.........__- 1, 4)1, 580 2, 358, 417 
Construction work orders in process of classification 3, O48 1, O44, 844 
Construction work in progress _- ae 5, ORT, 414 2, 360, G00 
Other property ake 5 O68 1 OOF 
Total 22. 966, O41 20, 392, 013 
Less accumulated depreciation and amortization 1, 127, 026 760, 024 
eR te ON are Be ee 21, 839, G15 19, 622, ORO 
Cash and other assets: 
Cash in U. 8. Treasury _-. : = 4, O78, 676 7, 968, 332 
Accounts receivable, principally utility customers (note 1) 1, 013, 863 381, 726 
Materials and supplies ___..._- odie , 447, 861 514, 567 
Accrued utility revenue. --........-- ts : 76, 601 
et ee Be ee ~ marae 44, 680 4, 70 
Prepayments and advances ____- 675 00 
Total cash and other assets 5, 662, 365 8, 901, 920 
27, 502, 280 RR, 424. on9 
LIABILITIES 
Investment of U. S. Government: 
Appropriations by the Congress, net......_-. ae ‘ 31, 535, 77 1, 484, 61 
Interest on investment BN cpa bites ss eotibaieae 1, 765, 239 255, 548 
Advances to the continuing fund_-__..................-- 679, 114 123,714 
Transfers of property or costs, net_._................-- ‘ 222, 480 385, 804 
I a ta le i cs UE el iin iatnate 34, 202, 608 33, 540, G8 
Accumulated income from operations (note 2): 
Gross revenues from marketing operations __- 21, 196, 599 16, 154, 44 
Other miscellaneous revenue_......._.......... oe : 1, 160 ss 
Total See eh ein hase tnaes 21, 197, 759 16, 155, 275 
Less accumulated operating costs............._. . 9, 010, 017 6, 008, 032 
Accumulated income from operations before allocation of revenues appli- 
cable to construction and operating costs of Corps of Engineers projects 12, 187, 742 10, 147, 243 
Income during construction. -- -__. a2 ‘ —_ 282, ORY 
46, 390, 350 43, 979, 013 
Less payments into U. S. Treasury (note 3 19, 862, 970 15, 925, 639 


Net investment of U. S. Government 26, 527, 380 





28, O53, 374 
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Statement awe assets and liabilities—June 30, cide lh and 1953—Continued 


i 


June 30 





LIABILITIES—Con. 
Current and accrued liabilities: 
DEE OO BORER TD hic bn ns veakabiich sthinchareabedinensidiperened | 532, 297 174,205 
Other (principally contract holdbacks and employees’ accrued leave) . - 441, 508 206, 145 
973, 805 470, 440 
Contributions in aid of construction. -.....................----.-.--- baseiee bel —_ 1, 095 1,095 


27, 502,280 | 28, 524, 900 


Note.—The accompanying notes to the financial statements are an integral part of this exhibit. 
ExHIsit 2 
SOUTHWESTERN POWER ADMINISTRATION 


Statement of power-marketing operations for the years ended June 380, 1954 





















































and 19538 
1954 | 1953 
| Per | | Per | 
'Thousand| kilo- | | Thousand, kilo- | 
| kilowatt-| watt- | Total | kilowatt-| watt- | Total 
hours | hours hours | hours | 
(mills) | | (mills) | 
i Nees neeeatiiaeleaetdn ncaa mali epniiidiind 
Revenues: | 
Sales of electric energy (note 2): | | 
IRs og. cn conmiusscen 366, 097 6. 20 | $2, 270, 787 322,377 | 5.07 |$1, 633, 700 
OS TELE EET: 349, 342 5.25 | 1,834,794 186,213 | 5.55 1, 034, 101 
I a 89, 956 5. 59 | 503, 251 31, 944 5. 63 179, 866 
Government agencies....___....___- | 29,936} 5.51 | 165,004 | 18,422| 5.49 | 101, 173 
ee aes 935,931 | 5.71 | 4,773,836 | 558,956 | 5.28 | 2, 948, 840 
Lees Gules of Gest enerey .....--..<...-...}-<.......- Ce eee = 17, 893 6. 67 119, 287 
835,331} 5.71 | 4,773,836 | 541,063) 5 2, 829, 553 
Soo} =~; meee |—_——_——= 
IIIB. og icine Secale s encticwsieeiecces fe a | 467 
EEN OT Sea ene Ds 2, 830, 020 
| | = 
Marketing expenses: 
Ns cc obumcues lisa cuncwet ih | PEE Bas ckinsinivcccsccs 38, 842 
Production expenses-____..........--- Gil ae eS eae | re ee a 
Transmission expenses: i 
a an ceienammel coger 5 | DL 1c ccccawedibenennnd 185, 201 
So bed Oy” ee cic cp dll cata eeal 263, 979 
i a at | 7 | a ee 216, 006 
Customers’ accounting and collecting | | 
OES CRE sia aceaels a Rae et e |-------- 18, 016 
ee ee a sh ibis selena ew eann 47, 134 --|--= 98, 769 
Administrative and general enpeners... siddomesnaese |-------- | 631,304 |.........- Ls epemee 464, 253 
Depreciation weofo= -}-----==- 8h | eee ‘earn 289, 752 
Miscellaneous (FIC A tax expense) _- ees |------- 3, 023 bsieneants amittte-tiet 2, 421 
a ey a 
Total expenses................-------- aa aa we 2, 427,619 | --- oe | 1, 577, 239 
| =| | ee 
Net revenue from operations.............-.- ae Scania 2, 346, 542 |... |... 4, 252, 781 
Miscellaneous income deductions (including | 
depreciation on property held for future 
use of $42,925 for fiscal pone 1954 and | 
AMES ED vcnncnasmneamaconuonucocss ide Sr as See | 165, 836 
Interest on investment of U. S. Government.|........-- cana 509, 691 |.....-.... Itcsiosioions 444, 281 
| 569, 408 | 610, 117 
—= | == es 
Net income from operations before alloca- 
tion of revenues applicable to construction 
and operating costs of Corps of Engineer | | 
ED iccocesonnncniblinbindngeckneniinces | satieicedtild Jposoooo> SSO banks Piinernsiniod | $642, 664 








Note.—The notes to the financial statements are an integral part of this exhibit. 
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NOTES TO FINANCIAL STATEMENTS 


1. Amounts due from and owing to the Central Electric Power Cooperative 


Included in the accounts receivable and accounts payable balances at June 30, 1954, is 
$599,221 due from Centra] Electric Power Cooperative and $496,365 owing to the coop- 
erative by the Administration. These amounts represent the cost of power and energy 
delivered to the cooperative by the Administration and the rental] of leased t:ansmissrion 
facilities, wheeling charges, and power purchases from the cooperative by the Administra- 
tion. In July and August 1954 the cooperative submitted revised billions which show the 
amount owed by the Administration at $1,054,856. This is $558.491 more than the 
Administration Res shown as its liability to the cooperative at June 30, 1954. The basis 
of the revised billing is predicated on a motion for summary judgment granted the coop 
erative Dy the United States District Court, District of Columbia, civil action No. 4786-53. 
(See p. 24.) 


2. Allocation of revenues 


Sec. 5 of the Flood Control Act of 1944 provides that the rate schedules for the sale of 
electric energy shall be established with Eas consideration for the recovery of the cost 
of producing and transmitting such electric energy, including the amortization of the 
capital investment allocated to power over a reasonable period of years. The Administra 
tion has made no deduction from revenues for amortization of the power portion of the 
Government’s investment and the annual operation and maintenance expenses in the var‘ous 
hydroelectric projects. Such a deduction will not be possible until a definite allocation of 
the construction costs of the projects is made. 


3. Payments into U. 8. Treasury 
The payments into the U. S. Treasury consist of : 








1954 1953 
Funds covered into United States Treasury as miscellaneous receipts $17, 516, 026 $12, 835, 507 
Rec*ipts transferred to the coitinuing fund 679, 114 423, 714 
Blance of receipts from the sale and transmission of electric energy remaining 
in special fund receipts account ---- haere ‘ 1, 667, 830 2, 664, 418 
a : 19, 862, 970 15, 925, 639 


Periodically, upon request of the Administration, the Treasury transfers amounts fi 


om 
the special fund receipts account to miscellaneous receipts of the Treasury. 


Mr. Wricur. Subsequently, I might say that Southwestern Power 
Administration has been noted perhaps more for the characteristi: 
of movement and instability than any other characteristic it might 
have. I do not think in the years in which we have survived—and I 
use the term survival with due consideration—I do not think in all 
those years we have ever had a time when we did not have a tremen- 
dous obstacle or problem to overcome which had vital effect upon the 
entire financing plans and possible success of this operation. 

I might say that you must recall that this period of operation was 
under the direction, and I have served under four Secretaries of the 
Interior, I think it would be putting it mildly to say that they had 
distinctly different personalities, starting with Mr. Ickes. 

The Southwestern Power Administration’s efforts were directed 
toward taking the peaking power which Mr. Wilkes so aptly pointed 
out to this committee might be used as peaking power, if it is to secure 
its proper power and values, taking it as peaking power and so uniting 
it with existing utility companies, whether they be private or public, 
so that it is used as peaking power and the Government is still able to 
do what the Flood Control Act said, serve the type of power prefer- 
ence customers need which is continuous power at the lowest possible 
rates consistent with sound business principles, so to that end we 
made perhaps the first integrating contracts of this character in 
America, under which we swapped peaking power for continuous 
power, peaking power at the dam for continuous power delivered at 
the load centers of preference customers. 
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The first contract of that character was the Texas Power & Light 
contract. Nocontract was more thoroughly denounced than the Texas 
contract by the utility industry and no contract today is more highly 
praised with the possible exception of the new Whitney contract. 

We also made a contract, Mr. Chairman, as you know, with the two 
Oklahoma companies under which the same objective was accom- 
plished. 

We made a contract with the Southwestern Gas & Electric Co. for 
the Narrows Dam under which that objective was accomplished. 

We made a contract with the generating and transmission coop- 
eratives, five of them, in the Southwest under which we achieved the 
same objective, namely, the integration of hydroelectric power with 
steam-generated power, so that the steam-generated power could carry 
the base load, the plants could operate around the clock, the hydro 
power could carry the peak load and it could be valued, as Mr. Wilkes 
pointed out, it could be made worth five times as much as it would 
utilize as continuous power and we took those advantages and put 
them together and achieved them with the idea of achieving the lowest 
possible rates consistent with sound business principles. 

Now, during this period the Corps of Engineers encountered large 
increases in the cost of building these projects. The index of con- 
struction costs went up, I believe, some 75 percent. Many of the items 
in the dams probably increased in cost 75 percent. 

I will give an example of change in circumstance which I believe 
cost allocation consideration should take into consideration, which I 
do not know if most people even know it. 

The Grand River Dam project, when it originally applied for a 
Federal Power Commission loan, was proposed by the Army engineers 
to have a power-pool elevation of 735 feet which would have given the 
Corps of Engineers approximately 1 million acre-feet of flood-control 
storage in the Grand River Dam. 

When the license was issued for that project at the insistence of rep- 
resentatives in Congress from the State of Oklahoma, the power-pool 
elevation was set at 745, so that only 540,000 acre-feet of flood control 
was provided in the Grand River Dam project. 

The Army engineers who had received authorization for the Fort 
Gibson project at a total estimated cost of $15 million, of which $8 
million was estimated to be allocated to power and $5 million to flood 
control, were authorized to increase the Fort Gibson Dam concept to 
include the storage in that dam for the Grand River Dam’s system 
that it had hoped to get in the Grand River Dam project constructed 
by the State. When it did so the Fort Gibson project was required to 
remove from the river valley out into the comparatively flat plains 
around Wagoner, with which you are as familiar as I am, the Army 
engineers were then faced with many relocation problems, the removal 
of communities and cemeteries, and relocation of railroads and things 
of that character, an entirely different concept of projecting them, 
under which that report was authorized. 

I suspect some circumstance similar to that has been encountered by 
the Army in most of the projects in this area. 

Senator Hruska. Mr. Wright, excuse me. What dam was that? 

Mr. Wrieut. Fort Gibson Dam. 

Senator Hruska. The original one you spoke of ! 
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Mr. Wricur. The Grand River Dam is on the Grand River; it is 
called Pensacola or Grand River. 

Senator Kerr. It is the first of the two dams on the Grand River. 

Mr. Wricut. Grand River Dam here in eastern Oklahoma. 

Senator Kerr. Fort Gibson Dam. is the second of the two dams on 
the same river. 

Senator Hruska. What were those elevations again ? 

Mr. Wricur. Seven hundred and thirty-five and seven hundred | 
and forty-five. 

Senator Hruska. Seven hundred and thirty-five was the first 
apres q 

Mr. Wricut. Yes, sir. 

Senator Kerr. That is for the Grand River Dam ! 

Mr. Wricur. Yes, sir. 

Senator Hruska. And it was increased to 740— 

Mr. Wricurt. Forty-five at the top of the power pool. That elimi- 
nated approximately 500,000 acre-feet of storage which the Army en- 

ineers had properly determined they would have to have on the 
ad River. Well, if they did not get it in the Pensacola Reservoir, 
they had to add it in the Fort Gibson Reservoir, or the entire plan of 
flood control for the Arkansas River was jeopardized. 

The committee must remember that every single project in the 
Southwest is part of a comprehensive river control plan and I pro- 
pose to demonstrate to this committee that I believe there might be 
situations under which the Congress of the United States might want 
to build a reservoir if power could not repay its part. 

The Army’s ultimate result on Fort Gibson Reservoir was to con- 
struct a reservoir costing $47 million compared with an original 
authorized estimate of $13 million. I do not think any other agency 
in America could have built a cheaper dam; I do not think the Army 
did anything that was not sustified. I do not mean to imply that I 
know of any circumstance that would indicate that that is so, but 
when you have that tremendous change in the entire concept of one 
of these projects then it seems to me that if you reevaluate any part 
of the project you have to reevaluate the whole picture that occasioned 
the project as it finally encountered to be. 

And I would like to say at this point that Southwestern Power 
Administration has never advocated nor would we ever advocate that 
any allocation of power be on anything but final completed costs of 
\ project in any area. 

Senator Hruska. Mr. Wright, when was this change in plans made 
in the Grand River on those elevations you referred to? 

Mr. Wricur. It was made, I believe, in 1938. 

Senator Kerr. On the original dam? 

Mr. Wricut. On the original Pensacola Dam which was a dam to 
be constructed by a State authority on a loan from the Federal Gov- 
mmuee under the Public Works Act and they had applied to the 

Federal Power Commission for a license, a controversy developed 
between the State of Oklahoma and the Corps of Engineers as to 
whether the top of the power pool should be 735 or 745. I can explain, 
if you wish, how I think that controversy was resolved. 

Senator Hruska. I just wanted to get the chronology a little bit. 


Mr. Epmonpnson. Mr. Chairman, could I ask a further question of 
the witness? 
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Senator Kerr. Yes. 

Mr. Epmonpson. Mr. Wright, when you say now any reallocation 
of costs should be an overall—— 

Senator Kerr. I think he said any allocation. 

Mr. Epmonpson. I assume you are talking about any new allocation 
Sotlowing an initial allocation of cost. Did I misunderstand you on 
that ? 

Mr. Wricnut. You did not misunderstand me. In other words, I 
say if you are going to look at something again Jet us look at the 
whole caboodle. 

Mr. Epmonpson. That is right along the line I was going to ask 
you about. 

Do you feel, then, that at that reexamination there should also be 
a complete reexamination of the total benefits accruing from the 
operation of the reservoir which would include not only the flood 
protection actually afforded by it in operation but also recreational 
benefits and other types of benefits in the area? 

Mr. Wricnt. I do not see how the Congress of the United States 
can ignore when they have constructed one of these projects which is 
creating the wealth by recreation, which is creating water supply for 
the citv of Muskogee, which has utilized and has been utilized to flush 
the salt down the Arkansas River so people can get unsalted water in 
their water supply, I cannot see how Congress could possibly reex- 
amine the project without taking those items into consideration. 

Mr. Epmonnson. And where the effect has been to create also new 
industry and indirectly new tax revenue to the Federal Government 
resulting from that new industry and new income in the area, do you 
think that should also be a factor in reassessing that ? 

Mr. Wricut. If I were a Congressman it would be a factor. 

Mr. Epmonpson. I thank vou very much, 

Mr. Wrient. As these other projects were brought into the picture 
and built the Army engineers encountered and they will always en- 
counter in the development of these projects changed conditions which 
have to be met as further engineering studies are gone along and the 
Coneress is currently informed of this every vear when they come to 
yon for money. nobody tries to do anything but lay it on top of the 
table. When the project is finished sometimes we achieve an entirely 
different result that it thought the project might achieve at the time 
it was authorized both in the production of power, the flood control 
that it achieved, the water supply that it may serve and otherwise. 

For example, last vear the city of Dallas pumped water out of Lake 
Texoma to supplement the drought requirements of the citv of Dallas. 
I believe you will find nowhere in the history of Lake Texoma that 
the city of Dallas’ water supply might come from there during an 
emergency—it did. 

Now, I want the committee to understand—— 

Senator Kerr. Was the Army paid for that water? 

Mr. Wricur. No, I believe they did not charge for it, I am ignorant 
on that point, Mr. Chairman. 

Senator Kerr. But the benefit was there whether they charged for 
it or not ? 

Mr. Wrieurt. If it were me I would not have charged for it if—— 

Senator Kerr. If it were me I would, but that is all right. 

Mr. Wricnur. I would like the committee to understand that. 
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A lot of people think a lot of things about me, that 1 am a power 
czar, that has nothing else in mind. I was born and raised in a 
irrigation country where sometimes next year’s crop depended on an 
irrigation ditch and the keeping of that ditch in operation. I also 
have lived in communities where drinking water was a problem. In 
my own life that I have spent in connection with the development of 
resources I believe that the first use of water is for drinking, I believe 
the second use of it is for people’s use in irrigation or industrial use 
or any consumption that man on I believe the third use is for ani- 
mals. I believe the fourth use is for transportation or prevention of 
pollution, for health, any of those items and when you get all through 
with everything else you can use water for then if you can run it 
through a wheel and make a little electricity with it I have never seen 
anything wrong with that. 

Now, with that concept of the use of a multipurpose project, and 
I want you to understand another thing about this, the thing I am 
telling you is Southwestern Power Administration’s concept of these 
projects in the initial instance when we put in the A rate as we thought 
of this program up through the years, why we did what we did, 
whether it was right or whether it was wrong, I make no contention 
that our evaluation of what is right, but I think the committee should 
understand why we did these things, why we had an A rate, why we 
thought it had to be an interim rate. 

We thought it had to be an interim rate because we knew construc- 
tion costs were not final, we knew there was an opportunity of consid 
erable variation in them, our contracts for marketing this power 
was not final. We did not know what it was going to cost us to move 
this through utility systems. We did not know how much transmis- 
sion lines we were required to build. In this plan we told Congress 
that if we had to build all the lines that it would take to market the 
power from these dams it would have cost $250 million, that it was our 
intention to build only such lines as were necessary where we could 
find no lines now or where people would not let us use the lines. We 
have built $24 million worth of lines, we have asked for no construe- 
tion money for new lines during the last two budgets presented to the 
Congress. We did make contracts, successfully, under which we 
leased or obtained rights of capacity and use of facilities that pre- 
vented us from having to build the lines. 

As these costs jelled, Southwestern Power Administration was able 
to tell exactly what it was going to cost us to market this power. We 
can tell you pretty accurately today what it is going to cost us to 
market power. We begin to get final completed costs on the projects. 

Three years ago I began to hold meetings with the power consumers 
of this area and advised them that in my judgment rate increases of 
some amounts were going to be necessary. I indicated those amounts 
would probably vary between a quarter of a mill to as much as 1 mill. 
I testified in this same fashion before the committees of Congress and 
explained why we felt that rate increases were going to be necessary. 
There were about five factors in this: The increase in the cost of the 
dam was one that we took into consideration with obviously an in- 
crease justified to some degree in the amount allocated to power. The 
increase in costs from the original estimates of the transmission sys- 
tems of the generating and transmission cooperative to that of actually 
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built which was about, I believe, 20 percent increase from the original 
loans, and the added cost of labor and material and other items that 
had gone into this study. 

Mr. Epmonpson. What was that second factor again, please? I 
did not quite follow that. The second factor that you bad 

Mr. Wrieurt. I think I said 

Senator Kerr. The record 

Senator Hruska. The transmission system ¢ 

Mr. Epmonpson. The transmission system ¢ 

Mr. Wricut. The transmission system, the generating and trans- 
mission cooperative, the final cost was about 20 percent in excess of 
the original estimated cost purely and simply on an increased cost 
of prices that they encountered during their construction and I might 
say that at least two of these cooperatives were delayed into a higher 
cost period by World War II, both KAMO and Farmers Western 
had proposed to be built before World War II and were stopped by 
that war. 

This brings us down to a situation where Congress tossed an atom 
bomb in our operations by failing to appropriate the necessary money 
to allow us to implement the contracts we had entered into with the 
generating and transmission cooperatives. 

During the period when those contracts were in a state of interim 
operation successful integration with those systems was impossible. 
We did not know what steam generation we could count on, we ran 
into a drought with improper dispatching of power, I testified before 
the Congress last year that in my judgment it cost the Southwestern 
Power Administration between three and five million dollars in actual 
excess costs because of the inoperative period of these contracts. 

Congress last year, at no request of Southwestern Power Adminis- 
tration of the Department of the Interior, reactivated these contracts. 
When they reactivated the contracts they had the effect of telling 
Souhwestern Power Administration, now you have lost 5 years of 
marketing operations and we lost the 5 years this way: We had entered 
into contract with a number of customers dependent upon these inte- 
grations before they were inactivated by Congress. Those contracts 
had to be canceled. The people we had entered into them with thought, 
well, here we depended on a Government agency to have power for us 
and they are unable to do it, ask the town of Lockwood, Mo., how 
they feel about it; ask the town of Lockwood, Mo., what they would 
do to a Southwestern Power salesman if he showed up there again. 
Lockwood, Mo., has its own electric plant, its own generating plant. 

While we are about that, Mr. Chairman, I think the record may 
indicate that there are not many towns in the Southwest who own 
their own electric stations. Nothing should be further from the 
truth; so that you would have a picture of that I have put a map 
on the easel over here and every red dot on that map is a town that 
owns its own electric distribution system and its own generating 
plant. Every blue dot on that map, and there are hundreds of both, 
own their electric distribution system and buy power wholesale. 
There is probably one-half a million kilowatt-hours of electric load 
of that character in the Southwest area. 

It is also interesting to note that more towns in the State of Kansas 
own their electric system than in any other State in the Southwest 
and as I have pointed out to the Senate committee last year, nobody 
has ever particularly accused Kansas of being a wild-eyed liberal. 
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Senator Kerr. Now, let me say off the record. 

( Discussion off the record. ) 

Senator Kerr. On the record. 

Mr. Wricut. Perhaps my remarks are a little too enthusiastic, Mr, 
Chairman. 

Senator Kerr. Not at all. 

Mr. Wricut. That is the way I live and the way I play. 

Senator Kerr. I am delighted with them and interested by them, and 
even inspired at times to make some remark which I hope you will 
accept in the same spirit that I do yours. 

Mr. Wrigur. Yes, sir; delighted to accept them, Mr. Chairman. 

With this entire hiatus of affairs restored by the action of Congress 
last year, obviously the entire picture of the Southwestern Power 
Administration had to be aati and rate structures examined 
and necessary steps taken to find out just what we should do. 

At this stage of the game it would seem entirely logical that we 
were in a position to set an appropriate rate, at least for a period of 
5 years and that it could be expected that that rate from that time 
on might be stable with only minor adjustments. 

The Interior Department, under Secretary Aandahl, undertook such 
aid. A reevaluation and reappraisement of the entire marketing 
program in the Southwest. 

I would like to correct another impression that 1 believe has been 
left with this committee; namely, that this question of cost allocation 
is something that has come to a red hot boil in the very recent time. 
That is not the case. The question of formulas for cost allocation has 
been kicked around by various Government agencies and has been a 
hot issue since 1946. Asa matter of fact, when the original procedure 
was under consideration which has led to the separable costs remaining 
benefits theory, I came charging into Washington to protest—let me 
say to state my views on the matter which were a protest and 1 found 
that my boss was one of the ones that had written the original paper, 
that was way back in 1947 or 1948. No actual action in agreeing on 
cost allocations occurred. 

The agencies did not agree, the Comptroller General told the Con- 
gress of the United States in 1952, in 1953, and in 1954, that he did 
not think they were ever going to agree and that in 1954, when it had 
indicated they had agreed that it still did not remove the basic idea 
that they might disagree again. 

Senator Hruska. Mr. Wright, what was the name of the man who 
wrote that original paper in 1947 ¢ 

Mr. Wricut. The name of the man, I do not know that he write it, 
he participated in it, his name was Reginald Price and he was Director 
of the Power Division of the Interior Department. 

Senator Hruska. Is that record some place that we could have access 
to it ? 

Mr. Wricut. I came in yelling loud and long, I found out that the 
man I was yelling to was the man who had done this thing I did not 
like. 

Senator Kerr. What happened to this thing / 

Mr. Wricut. I went home. 

Senator Kerr. I did not say what happened to you, I said what 
happened to the document ? 
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Mr. Wricut. That study was the thing that finally resulted in the 
formula known as the separable costs remaining benefits theory of cost 
allocation which was adopted by agency agreement, I believe, in 1954, 
by the Department 

Senator Kerr. The Senator from Nebraska asked you if you knew 
where it might be found. 

Mr. Wricut. Yes; somebody just now ee itat me. This is the 
report to the Federal Interagency River Basin Committee prepared by 
the Subcommittee on Benefits and Cost in May of 1950. 

Now, it may have been a different cover but this thing started run- 
ning around in 1946 or the ideas that were later incorporated in it 
started running around in 1946. 

I am simply stating, Mr. Chairman, what is a ee matter of 
record in a report of the Comptroller General to the Congress of the 
position that Southwestern Power Administration consistently took 
with respect to cost allocations. 

Let me make it perfectly clear that when the Department of In- 
terior and the Federal Power Commission and the Corps of Engineers 
agreed that this was the way cost allocation was going to be done so 
far as Southwestern Power is concerned, that is the way they are going 
to be done. We are a loyal employee of the Department of the In- 
terior and that is the way it will be done until somebody directs that it 
be done differently. My concern about it is, my personal concern 
about it is that if they can agree to use this method, 1f the authorities 
granted them by the Flood Control Act were broad enough to permit 
them to use this method the authority is broad enough to permit some 
subsequent heads of departments to arrive at another agreement or 
something of another character and in my own thinking the Congress 
of the United States should carefully examine this matter to see if 
that is what they want done. 

T do not make any recommendation about what should be done, but 
I think you should see if that is what you want done. 

Senator Hruska. Mr. Wright, your disclosures in this regard in- 
terest me very much, because I have sat here for 2 days listening again 
and again, listening to witnesses who say we cannot understand this 
recent desire to remake the world and reform this thing and constantly 
to proceed on the basis of whim and wham, and so on. 

Now, from what you tell us now this is not something of recent 
origin, this is something that has its roots way back there, it is some- 
thing that has apparently grown through the years and it is not some- 
thing that was born yesterday or last year or the year before. 

Mr. Wricur. That is absolutely right, and that is the reason I 
brought forth this record. 

Senator Hruska. For that reason I express my gratitude to you 
clearing that thing up. Again and again, replete in these statements, 
we do not understand. Well, this explains it very, very well. 

Mr. Epmonpson. Mr. Chairman, could I ask a question at that 
point? 

Senator Kerr. Yes. 

Mr. Epmonpson. This may be more in the nature of an observation, 
but please correct the record if the observation is incorrect. 

While there may have been conception of the idea some years back 
the birth did not occur until the last year or two. Is that correct? 
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Mr. Wricurt. That is correct, and I assume there were optimists in 
the crowd that assumed there was not going to be any birth. 

Senator Hruska. Except that the birth did evidence itself as far 
back as May 1950, in this proposed practices for economic analysis and 
I do not imagine that it was printed just for the sake of giving the 

rinter something to do; I imagine it was printed for the purpose of 

aving it aaaiane recommending its adoption; is that not true? 

Mr. Wricut. That is absolutely true, Senator, and both the Comp- 
troller General and myself, as loud and long as we knew how, tried to 
get somebody to listen to us and have the Congress of the United 
States take a look at this situation and tell us what the C ongress wanted 
done. 

Now, there was not agreement at the time, as has been put in this 
record, between any one of the agencies about who ought to do this. 
The Corps of Engineers in a letter addressed to me on April 15, 1952 
after this thing had been printed, said that the Corps of Engineers is 
going to make the allocation. That was his view. 

The Under Secretary of the Interior at that time said that under 
the Flood Control Act the Secretary of the Interior is charged with 
marketing the power and said the agency which is charged with mar- 
keting of the power cannot very well be subject to cost allocations made 
by one or two agencies, which meant, I am going to allocate it. 

The Federal Power Commission said a little more indirectly that 
whatever agency had final authority with respect to rates ought to 
allocate the cost. 

Well, that to me meant that the Federal Power Commission felt they 
should do it. 

There was not any agreement arrived at until the agreement of 
March 1954. 

Senator Kerr. Were the REA cooperatives parties to that agree- 
ment ? 

Mr. Wricut. No, sir; it was made between the-—— 

Senator Kerr. Is there any thought on your part or any other in- 
formed person that you know that they are a branch of the Government 
or are they rather a group of private citizens organized together under 
authority of the Congress for certain pur poses? 

Mr. Wricut. They are a group of private citizens that organized 
- themselves together under State laws. 

Senator Kerr. And Federal laws. 

Mr. Wricut. In some instances there may be some organized under 
Federal laws and they complied with certain Federal requirements in 
order to borrow money from the Federal agency called the Rural 
Electrification Administration. 

Senator Kerr. So far as you know they did not participate in these 
conversations or proceedings or discussions with reference to how or 
what formula of cost allocation should be put into effect ? 

Mr. Wrieut. To my knowledge they did not. 

Senator Kerr. And the one thing that they did have was the rate 
schedule you referred to as schedule A which was promulgated in 1947 
fora pemee of time and it was based on the incremental cost of formula 
basis ¢ 

Mr. Wricut. They had that in front of them, plus the fact that I 
had meetings with them periodically through their advisory com- 
mittee and advised them that they should be very careful considering 
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a possibility that rate structures or cost allocation action might be 
taken which would be adverse to their interest, but, Mr. Chairman, it 
is very much like this Civil Defense Administration that can tell us 
definitely we are going to all be blown off the face of the earth and we 
ought to learn to protect ourselves and yet, until the atomic bomb 
falls it is going to cs pretty hard to get the guy to pick out the rock 
he is going to get under. 

This had to come toa situation where these people faced the actuality 
of a rate increase with the knowledge of how much for them to under- 
stand, I believe, the effects upon their particular operations. 

Now, all of this rate increase is not the cost allocation. I believe 
it is the part of the rate increase to which most of their objection is 
directed. I think the committee should know the limits of what this 
means in dollars. The rate increase means about $2,119,000 a year 
for 50 years. Of this amount about $1,800,000 of it would be paid by 
REA cooperatives a year; the other $350 million or $60 million would 
be extra costs to other customers primarily Government agencies and 
municipalities 

Senator Kerr. The other how much ? 

Mr. Wricnr. $350,000 to $360,000. 

Senator Kerr. Well, that is better: you said $350 million. 

Mr. Wricur. Three hundred and fifty thousand. 

The increase in cost under the proposed increase rate schedules in 
private utility contracts amounts to very little because it is not effective 
on the aluminum contract and in the other contracts with utility 
companies they do not keep any of the primary energy but exchange 
it back to the Government. 

In that connection 

Senator Kerr. At that point, with reference to that power that the 
utilities give back to you in exchange for the peaking power vou give 
to them there will be no increased cost to the Government, will there? 

Mr. Wricn. No, sir; there will be no increased cost to the Govern- 
ment with the utility companies nor will they have to pay any higher 
rate for power because they do not get any. 

For an example—— 

Senator Kerr. Here is what I mean. You are trading power for 
power generally, are you not? 

Mr. Wrient. That is correct. Let me say what happened under the 
Oklahoma contract last year. 

Senator Kerr. All right. 

Mr. Wrient. We delivered to the Oklahoma companies 112,363,000 
kilowatt-hours of primary power. We delivered 7,609.000 kilowatt- 
hours of secondary power. That is a total of 119 million kilowatt- 
hours primary and secondary. 

The Oklahoma companies delivered back to us 125 million kilo- 
watt-hours which was more than the Government delivered to the 
companies. From now on since the loads are built up every contract 
we have with the private utility company will result in the Govern- 
ment getting back from those companies more electric energy on a 
continuous basis than we deliver them on a peaking energy basis. 

That was not true in the initial stages of operation because we did 
not have any electric load or any customers to serve it to, but as we 
built up our market it has become true. 
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Now, in the case of the aluminum contract the rates in that con 
tract are set up for the life of the contract which runs for 30 years 
and the increases in rates range from the present rate of 5.2 mills to 
a maximum of 6.37 mills for the last 5 years of the contract, and those 
are limited by two peculiar statements in the contract. One state 
ment is that the costs to be allocated to power shall be on an incre 
mental method if you apply this rate adjustment and the other one 
is that everybody else’s rate in the area has to be raised, too, if you 
apply this adjustment. Those are in the aluminum contract. 

Senator Hruska. What is the date of that contract ¢ 

Mr. Wricur. I believe you have that contract in the record, sir; and 
it is January 29, 1952. It has already been placed in the record. 

Senator Kerr. I wonder, Mr. Wright, if this would not be a time 
and a place for an interruption. 

The Congress has a joint session at 12:30 at which time we will 
have the opportunity to hear the President of Italy and the Senate 
will be in session this afternoon which will mean that we will not 
have the opportunity to continue the hearings this afternoon. Could 
you come back at 10 o’clock in the morning / 

Mr. Wricur. Yes, sir; I can be here as long as the committee needs 
me. 

Senator Kerr. Fine, at 10 o'clock in the morning we will reconvene 
and take up where we left off. 

Mr. Epmonpson. Mr. Chairman, could I read into the record just 
one little excerpt from this docume nt which has been suggested as 
a source for the separable costs remaining benefit theory or formula. 

Senator Kerr. Yes. 


Mr. EpmMonpson. The May 1950 paper prepared by the subcommittee 
on benefits and costs referred to previously both by the witness and 
by my good friend from Nebraska. 

On page 56 you find this recommendation in connection with cost 
allocations : 


Where cost allocations are required the separable costs remaining benefits 
method is recommended for use in all future reports of Federal River Basin 
development projects. While variations of this method may be necessary to 
meet special or legislative requirements in some cases the use of a combination 
of cost allocation methods or the averaging of the results of several methods is 
not recommended. 

Leading me to the observation that where we have already started 
a river basin development program with an adopted incremental 
method as a basis for allocating costs that this report would not 
recommend a combination of other types of allocation with a system 
already agreed upon and authorized by C ongress. 

Senator Kerr. We will reconvene at 10 o’clock in the morning. 

(Whereupon, at 12:15 p. m., the committee was adjourned to 
reconvene at 10 a. m., Thursday, March 1, 1956.) 
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THURSDAY, MARCH 1, 1956 


UNITED STATES SENATE, 
ComMITrre ON Pusiic Works, 
SUBCOMMITTEE ON FLoOop Con TrRoi-—Rivers AND Harpors, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:15 a. m., 
in room 412, Senate Office Building, Hon. Robert S. Kerr, (chairman 
of the subcommittee) presiding. 

Present: Senators Kerr, Gore, Symington, Thurmond, and Hruska. 

Also present: Congressmen Edmondson and Christopher; staff 
members John L. Mutz, T. W. Sneed, Eloise Porter and Frances Clark. 

Senator Kerr. All right, Mr. Wright. 


STATEMENT OF DOUGLAS G. WRIGHT, ADMINISTRATOR, SOUTH- 
WESTERN POWER ADMINISTRATION—Resumed 


Mr. Wricur. Mr. Chairman, in previous testimony I have told 
the committee rather completely the chronology of events during the 
history of Southwestern Power Administration leading up to this 
figure of the present rate. I have only three other items that I be- 
lieve the committee should know of Southwestern Power Administra- 
tion so you will have complete information on which to act. 

I would like to introduce into the record for the benefit of the 
committee a complete summary of the total sales of electric power 
by the Southwestern Power Administration since its inception. This 
will slow that we have entered into integrating contracts with both 
orivate utilities and REA generation and transmission units which 
Sine achieved the objective of utilizing the hydropower as peaking 
power and given the Government and the other agencies the advantage 
of such operation financially so that rates to preferred customers 
have been actually much lower than the average return from the 
sale of power to the Government. 

In other words, under the Texas Power & Light Co. contract 
which has been in effect since 1948, it will show that the average re- 
turn to the Government during the entire time has been 8.26 mills 
per kilowatt-hour for every kilowatt-hour of primary or peaking 
firm energy, 114 mills more power for secondary energy and yet the 
preference customers during this time have received their electric 
service at an average rate of 5.49 mills. 

Senator Kerr. Would you tell us right there the percentage of the 
total power that is in the two classifications? 
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Mr. Wricur. Yes, sir. Of the total power 437 million in round 
numbers was primary power. 

Senator Kerr. Or peaking power ? 

Mr. Wricur. Or peaking power, 225 million was secondary power 
and there have been 347 million kilowatt-hours delivered to scleound 
customers. The reason there has been not even more was that during 
the first 3 or 4 years operation under that contract we had a 1- unit 
plant, we had no customers of our own and if you take the fiscal year 
1955, you will find that we had 43, 368,000 kilowatt-hours of primary 
generation in the Texas contract, 16 million kilowatt-hours of second- 
ary generation yet preferred customers received 74 million or actu- 
ally ‘16 million more kilowatt-hours than the total ene rgy delivered 
from the Denison Dam into the State of Texas by virtue of this inte- 
gration. Now, people might say why that was a dry year. Why you 
are a pretty smart cookie “when you can make a contract that ina dry 
year will enable you to serve preferred customers about 15 percent 
more energy than you have in the dam both primary and secondary. 

The other answer to the statement that it was a dry year was “Yes, 
it was dry everywhere but Denison.” Denison had 16 million hours of 
secondary power during fiscal year 1955. 

Now, in the case of the Southwestern Gas & Electric Co., and as 
Mr. Frank Wilkes, the chairman of the board of that company, for- 
merly president of the company, testified here, we have a contract with 
him under which we deliver to his company the output, the entire out- 
put of the Narrows Dam. He delivers back to us for the service of 
cooperatives and municipalities, a firmed-up agreed amount of power. 
The results of the operation under that contract are this: We generated 
90 million kilowatt-hours of peaking power, we generated 73 million 
hours of secondary power. Since the inception of that project we have 
delivered 18 million kilowatt-hours to preferred customers out of that 
project or almost all that we had out of the project has been delivered 
to preferred customers. 

The results of that integration is that from Narrows Dam we have 
had an average return of 9.96 mills a kilowatt-hour for the primary 
peaking energy, 1.25 mills for the secondary energy, and the preferred 
customers have received their power for 5.43 mills from the Narrows 
Dam project. 

In the case of the Oklahoma contract, these figures are particularly 
striking. The Oklahoma contract went into effect for the last 3 months 
of fiscal year 1951. Under that contract we have delivered to the Okla- 
homa companies 384 million kilowatt-hours of primary peaking 
energy: we have delivered 83 million of secondary energy. 

Senator Kerr. The ratio of about 4 to 1? 

Mr. Wricur. That is right, or a total of 468 million kilowatt-hours 
has been delivered to the Oklahoma companies, both primary and sec- 
ondary. The Oklahoma companies have delivered to the Government 
or for the account of the Government, and we have delivered to pre- 
ferred customers out of that contract, 426 million which exceeds the 
primary energy we had by almost 40 million kilowatt-hours or almost 
10 percent for the entire period since the contract has been signed. 

Under that contract we have had an average return for our pri- 
mary energy of 6.93 mills a kilowatt-hour. We have had a return 
of 1.25 mills for our second: ary power, and our Oklahoma preferred 
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customers served under that contract have received their power for 
un average cost of 5.57 mills. 

We have served preferred customers directly without al Vv integra 
tion during the period from our inception to now. We have served 
them a total of 1.209 million kilowatt-hours. For thie power the 
preferred customers have paid 6.12 mills and we have received a returt 
of 6.12 mills because the direct service did not involve any integra 
tion. We did not receive the benefits of an integration. 

And immediately you see that you do not get ion financial advan 
tage without integration that permits you to serve preferred custo- 
mers at the rates indicated under the company contracts. 

We also sold during this pel riod of time, because of the lack of 
transmission lines in Arkansas, and the lack of customers in Arkansas, 
we have sold 1,862 million kilowatt-hours to the Arkansas Power & 
Light Co., for which we received a return of 6 mills exactly for the 
primary energy and 1.25 mills for the secondary. 

Mr. Epmonpson. What was that total to Arkansas Light? 

Mr. Wricur. 1,862 million; of that, 1.178 million hours was pri 
mary and 684 million hours was secondary. 

Mr. Epmonpson. Thank you. 

Mr. Wrieur. There was no other place to sel! it. The Norfolk 
Dam had not a single line constructed to it from 1944 when it started 
operation until almost 1950. 

The Bull Shoals Dam came into operation and when you get a dam 
it takes a little while to sell this stuff; you have to negotiate contracts 
and you have to go through a sales program. 

In the aluminum contract we have delivered to the Arkansas Power 


& Light Co. and Reynolds Metals in a triparty contract 502,348,000 
kilowatt-hours of primary energy and 32,688,000 hours of secondary 
energy or a total of 535 million hours, for which we have received a 
return of 5.2 mills per kilowatt-hour for primary energy and 1.25 


—e 


mills for secondary energy. 

The maximum we can receive under the aluminum contract, I think 
I have told the committee, would be a return of 6.37 mills a kilowatt- 
hour for primary energy and 2 mills a kilowatt-hour for secondary 
energy during the life of that 30-year contract. 

Mr. Epmunpson. Would you pause just for a minute now for a 
question, please, sir? 

Senator Kerr. All right. 

Mr. Epmunpson. Do I understand that more power has been deliv- 
ered to Reynolds Aluminum than has been delivered to both the com- 
panies and the preferred customers in Oklahoma during the lifetime 
of these contracts? I think I got a total of 468 million to the com- 
panies 

Mr. Wricut. In Oklahoma there has been delivered a total of 468 
million through the Oklahoma contract. 

Mr. Epmonpson. And what was the total to the preferred custo- 
mers, direct service ? 

Mr. Wricurt. 426 million of that was delivered to preferred custo- 
mers; the Oklahoma companies did not keep it; they gave it back 
to me. 

As a matter of fact, gentlemen, I want to tell you these contracts 
operate a little differ ent than the ordinary conception. I don’t give 
the companies anything until they give it to me first. 
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Mr. Epmonpson. But the point I am trying to get at here is that the 
total delivery of power to Reynolds Aluminum has been greater than 
the total delivery of power to both the private companies and to the 
preferred customers in Oklahoma. 

Mr. Wricut. That is absolutely correct. 

Mr. Epmonpson. Thank you, sir. 

Mr. Wricur. Their direct sales in Oklahoma, Mr. Congressman, 
which added to the 426 million delivered through the Oklahoma con- 
tract in my judgment would proably approximate somewhere between 
50 million and 100 million hours. It certainly would be no more than 
that. But even that would be a lesser figure than the total amount of 
power delivered to the aluminum plant. I think that is a correct 
stacement. 

Senator Hruska. Are you through, Congressman ? 

Mr. Epmonpson. Yes. 

Senator Hruska. You stated the maximum which could be charged 
under that Reynolds contract would be 6.37 during the term of the 
contract ? 

Mr. Wrrent. Yes, sir. 

Senator Hruska. What is the term of that contract? 

Mr. Wricnt. Thirty years. 

Senator Hruska, Why was that limitation placed in there; do you 
know? 

Mr. Wricnr. The rates in the aluminum contract were negotiated 
rates. I did not participate in the entire negotiation of that contract. 
They were taken over by the office of the then Secretary of the Interior. 
It is the only contract SPA has that was signed by the Secretary of the 
Interior instead of the Administrator of the Southwestern Power 
Administration. The Federal Power Commission, I am sure, were 
under great duress as a defense matter and as a matter of getting 
aluminum for the defense effort to find some way to get this power 
to the aluminum plant. The only capacity available to do that ap- 
parently in this country at that time was the Bull Shoals Dam. 

The Federal Power Commission after very exhaustive study deter- 
mined that, if they put a sliding scale of rates in this contract suffi- 
ciently broad that it would cover any rate and increase that they 
thought.might occur in the power from Southwestern Power Admin- 
istration, the aluminum contract would respond to any changes in 
rates that might be made to other customers. 

As evidence that that was the thinking in this rate, the contract pro- 
vided that this rate increase cannot become effective unless the alloca- 
tions of cost to the dams as a rate base be on an incremental method 
and unless the rates to all other customers are raised in the same pro- 
portion as they are raised under the “Aluminum” contract. 

Senator Hruska. But not to exceed the 6.37. 

Mr. Wricur. Not to exceed the 6.37. Actually, there are six steps 
in the rate increases in the contract. Every 5 years there is an 
upper limit set. The first step is 5.2, the second step is 5.72, the 
third step is 5.98, the fourth step is 6.11, the fifth step is 6.24, and 
the last step is 6.37. 

So there are—the 30 years is divided into six 5-year periods, the 
1 we have now and the other steps, 5 more, so that those provided upper 
limits of where the rate may be during those 5-year periods. 
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Senator Hruska. Which of the many Secretaries of the Interior 
that you served under signed that contract ? 

Mr. Wricur. Mr. Oscar Chapman signed that contract. 

Mr. Epmonpson. That was in 1952, was it not, that it was signed ¢ 

Mr. Wricur. I believe, Congressman, that is in the record. I have 
got the contract here, if I can find it. 

Senator Hruska. I can supply it. It is in the record; January 
29, 1952. 

Mr. Wricur. January 29, 1952, sir. 

Mr. Epmonpson. Thank you. 

Senator Kerr. Right there, I want to ask a question, too. 

Mr. Wricur. Yes, sir. 

Senator Kerr. Is there evidence to justify a conclusion that in the 
mind of the Department of the Interior and of the Federal Power 
Commission the incremental cost formula should apply in enabling 
them to determine a rate that they were able to sell the power to 
the Reynolds Aluminum Co. ? 

Mr. Wrieur. I think there is because the rate adjustment amend- 
ment provides that the amendment shall be effective only in the 
event the allocation to costs of power are on an incremental basis. 

(The following information was supplied later :) 

In my preceding testimony, I informed the committee as follows: 

“* * * the contract provided that this rate increase cannot become effective 
unless the allocation of the costs to the dams as a rate base be on an incre- 


mental method and unless the rates to all other customers are raised in the 
same proportion as they are raised under the aluminum contract.” 
> a” om * 6 ° . 

“I think there is because the rates adjustment amendment provides that 
the amendment shall be effective only in the event the allocation to costs of 
power are on an incremental basis.” 

The references to the incremental method of cost allocation in these two 
statements were derived from amendment No. 4 to the aluminum contract. 
Further reference to this contract since my return to Tulsa, Okla., reveals 
that the pertinent part of amendment No. 4 has been superseded by amendment 
No. 6. Under the aluminum contract, as amended, the appropriate statement 
should be based on the provision in amendment No. 6 “* * * that no rate so 
redetermined shall be higher than would be required to meet the standards 
of section 5 of the Flood Control Act of 1944 if equally applied to all cus- 
tomers of the Southwestern Power Administration that are similarly situated.” 


Senator Kerr. And then only to the extent that figures based on 
that formula would indicate what they needed for reimbursement. 

Mr. Wrieut. I think that is a correct assumption. 

Senator Kerr. But even so, it could not go above a certain figure 
during any given 5-year period ? 

Mr. Wricut. That is correct, sir. 

Senator Kerr. Now, that power comes from what dam ? 
_ Mr. Wricut. That is a question, sir, that even if I knew where 
it came from I would refuse to say it did so because in the Southwest 
we have got a line interconnecting our dams and we are not going 
to be pinned down to bring it from any dam. It comes from the one 
where the water is. 

Senator Kerr. The contract was made upon the completion of 
what dam ? 

Mr. Wricut. The contract was related to the available capacity 
from Southwestern Power Administration which had been increased 
by the Bull Shoals Dam being adding to our system. 
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Senator Kerr. Could the contract have been made and power fur- 
nished without the power from Bull Shoals Dam—— 

Mr. Wricurt. It could not have been. 

Senator Kerr. It could not have been. 

Did the REA cooperatives in Oklahoma, Arkansas, Missouri, Texas, 
and in that area, have the impression that they had to call on the 
additional power when it was to be available from Bull Shoals? 

Mr. Wriaiir. Yes, sir, and they did considerable bitching about 
this aluminum contract. 

Senator Kerr. They were asked, were they not, to cease their oppo- 
sition to this contract at that time when it would have to be supplied 
from the power from Bull Shoals: First, because the contract was 
needed to aid the national defense effort; and second, upon the assur- 
ance that the deficit that they would be suffering without Bull Shoals 
power would be supplied when Table Rock was built ? 

Mr. Wricut. That is correct, sir. I expect I made one of the 
best speeches ever made trying to persuade them to agree with that. 
I happened to have a son in Korea with the 1st Marine Division and 
I was prett y eloquent about it. 

Senator Kerr. Now, what is the comparable percentage of the power 
cost to the total cost in Table Rock and Bull Shoals under the testi- 
mony given us by the Secretary ? 

Mr. Wricur. I have his testimony around here somewhere. 

I think, actually, if my memory serves me correctly, the percentage 
on Bull Shoals was about 46 percent—no, it was about 58; ane 
62 percent—somewhere in that range—and on Table Rock it is con- 
siderably higher; it is about 76 percent. There is a difference; and 
Table Rock is the highest cost allocated to power. 

Senator Kerr. Isn’t the percentage allocated to power, under this 
formula recommended by Secretary Aandahl, the Slee: of all the 
projects referred to by the Secretary ? 

Mr. Wricut. Table Rock is the highest of all of the projects. 

Senator Kerr. What is the comparable to the allocated cost as of 
now for Table Rock and the total cost of Bull Shoals ¢ 

Mr. Wricnt. In the 1954 figures, which are those included in the 
rate schedule, the total cost of Table Rock Dam is $71,865,000 and the 
allocation to power is $55,140,000. In the case of Bull Shoals, the 
total allocated cost with 7 units is $91,677,000 and the allocation to 
power is $56,412,000. 

Senator Kerr. That is how many units? 

Mr. Wricut. Seven units at Bull Shoals. 

Senator Kerr. And how many at Table Rock? 

Mr. Wrieur. I think probably Table Rock has three units in it 
in that estimate. 


Senator Kerr. Is that the estimate currently accepted as being 
reasonably accurate ? 


Mr. Wricurt. I can’t answer that question because I got a new one 
last week. 


Senator Kerr. What does it show ? 


Mr. Wricut. I don’t know whether the new one has been accepted 
or not. 


Senator Kerr. Who made it? 
Mr. Wricut. The Corps of Engineers. 
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Senator Kerr. What does it show on Table Rock ¢ 
Mr. Wricut. On Table Rock they have not submitted a new one on 
Table Rock but there is a new one on Bull shoals. 

Senator Kerr. And what does it show ¢ 

Mr. Wrieur. It shows that the total cost in the so-called 1955 esti- 
mate has changed from $80,727,000 to an estimate of $79,7: 

Senator Kerr. Total ¢ 

Mr. Wricur. Yes, sir, or a decrease of $998,000 in total cost. 

Senator Kerr. Well now, you gave me an estimate of $19 million 
for Bull Shoals. 

Mr. Wricut. That was with 7 units, sir; this is with 4 units. 

Senator Kerr. And it is how much ¢ 

Mr. Wricut. $80;727,000. 

Senator Kerr. And how much for the four units ‘ 

Mr. Wricur. That is with the four units. Now, that has changed- 
that is the 1954 estimate with four units. 

Senator Kerr. But does that include the total cost of the reservoir 
and the four units? 

Mr. Wricur. Yes, sir. 

Senator Kerr. And how much are the 4 units of the $80 million? 

Mr. Wricut. | think I have got that one. The specific power 
costs—no, I cannot give it to you with four units. I do not have it. 

Senator Kerr. But 7 units were to be $52 million ¢ 

Mr. Wricut. The 7— let me correct myself, Senator. I can give 
it to you with the 4 units. The 1954 estimate with 4 units was 
$80,727,000. The 1955 estimate with 4 units is $79,729,000 total cost. 

Now, the allocation to power in the 1954 estimate with the higher 
completed cost is $46,462,000; with 4 units and in the 1955 estimate 
that has been increased to $49,210,000; or an increase of $2,748,000 
over the figures included in the current rate study. 

Senator Kerr. In spite of the fact that the overall cost was a little 
over a million less? 

Mr. Wricur. That is correct. 

Senator Kerr. But even so, 4 units there are estimated at $49 
million in Bull Shoals, and 3 units in Table Rock at $55 million? 

Mr. Wricut. That is correct. 

Senator Kerr. So that when the Government said to the REA’s 
down there, “Now, you give up your call and you have got a call ina 
contract and an agreement with reference to power for Bull Shoals, 
so that we can make it available to this defense unit or this defense 
effort and they did so. 

The result is that the aluminum company becomes actually the pre- 
ferred customer of the Department of Interior for power in the South- 
west, both as to term of delivery and as to cost of power. 

Mr. Wricur. That is correct. 

Senator Kerr. And if the proposal] now made by the Secretary 
becomes effective, the REA’s will be called upon to pay 10 percent 
more or $55 million as to $4 million for the output from 3 units in 
Table Rock than we would if they had to pay for the output from 4 
units in Bull Shoals? 

Mr. Wricut. That is correct, if you consider the dams separately 
and when you made the aluminum contract the effect of the establish- 
ment of rates to the aluminum company was on the basis of a separate 
consideration. 
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Senator Kerr. Now, this new proposed rate by the Secretary of 
the Interior as I understand it, is recommended so as to enable the 
Government to receive total reimbursement from all the power units 
in these projects in a 50-year period ? 

Mr. Wricurt. That is correct. 

Senator Kerr. Is that 50-year period from the date—— 

Mr. Wricut. With this exception, Senator, and this has not been 
inade clear to the committee. This study shows that the aluminum 
contract, if it would have paid the rate that everybody else has to 
pay during the term of this rate study, would have paid $26 million 
in round numbers more than it will pay under the contract. 

Therefore, that $26 million is taken in this rate study and held 
around until the end of the 50 years and put on at the end of 50 years 
for somebody to repay. 

Senator Kerr. That is the deficit arising by reason of the failures 
of the aluminum contract to produce enough revenue to reimburse 
the Government in 50 years, for the total cost allocated to it will be 
set aside and then the proposal or the plan would be to recover it 
subsequent to the termination of the 50-year period. 

Mr. Wricut. That is correct. 

Senator Kerr. Now then, when does that 50-year period that they 
seek to make effective with reference to the REA’s start? Today? 

Mr. Wricur. That is the $64 question. 

Senator Kerr. I have gathered the impression here that the effort 
is to make this present proposed rate high enough so that in the bal- 
ance of the 50-year period yet remaining there will be enough income 
derived not only to pay the amount necessary in the balance of the 50 
years—not enough to pay proportionately for that period of time, 

ut in addition thereto, enough to make up what the Interior Depart- 
ment did not receive in the years that have elapsed from the beginning 
down to this time by reason of their having been this lower rate in 
effect. 

Mr. Wricut. That is correct, with this enlargement, Senator. The 
dams and the units in the dams have not and will not come in at any 
time. 

The first dams in operation in the Southwest were the Denison and 
Norfork Dams, and I think we ought to say that goes for that because 
that is the one allocation that hasn’t changed very much. 

If you will permit me, I will tell you when the dams came in. 
Norfork Dam went into commercial operation in 1945 with one unit 
and the second unit came in in 1950. The Denison Dam went into com- 
mercial operation with the first unit in 1945 and the second unit came 
in in 1950. 

Tenkiller Ferry came in in the year 1954. Bull Shoals came in in 
the year 1953, Fort Gibson came in in the year 1953 with 33,000 capac- 
ity and the fourth unit came in in the year 1954. 

Senator Kerr. What did that add to the capacity ? 

Mr. Wricut. Approximately 12,500 kilowatts. 

Senator Kerr. More? 

Mr. Wricut. That is correct. 

Blakely Mountain came in in 1956. Table Rock is scheduled to come 
in in 1970. This study is based on the repayment for each of the items 
being made 50 years from the time it comes into commercial operation. 
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Senator Kerr. Now, does that mean each of the dams or each of the 
units in each of the dams ¢ 

Mr. Wricur. Each of the dams and each of the units. It means each 
of the dams and each of the units because when a dam comes in with 
one unit we start paying everything on that dam except the unit that 
is not in there yet. 

Senator Kerr. So that they want to go back now and recoup what 
they did not—well, let me ask you this: Did you know whether or not 
this rate has been fixed so that it would be suflicient for the other 7 
projects, not only to pay out in the remaining arene of the 50 years 
other remaining costs separable benefits formula, but has it been made 
large enough also to provide an additional amount to make up for 
Norfork and Denison what they cannot receive under the law because 
it can be specified as an incremental cost formula / 

Mr. Wricut. No, sir; Denison and Norfork are carried in the study 
on an incremental basis and there is no makeup for them, but what 
there is a makeup for is the fact that since 1955 we have been selling 
Bull Shoals, we will say, at an average rate of 5.6 mills when if we 
would have had the correct or the cost allocations which we now say 
were effective on Bull Shoals, we should have been charging 7.71 
since 1953. 

Obviously that would have the effect of saying that Southwestern 
Power has failed to pay out as of this date on the basis of the study 
by some several million dollars and since we show pay out by the 
year 2,009 in this study, we must have picked up the deficit that we 
now have on the basis of the allocations used in the study. 

Senator Kerr. Well then, were we mistaken a while ago when we 
thought that the deficit on Bull Shoals was going to be set aside until 
the end of the 50-year period ? 

Mr. Wricur. No; the deficit on Bull Shoals is set aside until the 
end of 50 years for the complete study and then somebody is presumed 
to pay the $26 million after 2,009 or whatever the year is. 

Senator Kerr. Then the current deficit on it is not being added to 
the overall rate and thereby collected from the others 

Mr. Wricut. The current deficit from other sales being added to 
it. In other words, if Southwestern Power is failing to pay out as 
indicated by this study today, by about $6 million somewhere be- 
tween now and the 2,009 we are going to fix up the $6 million deficit 
and wipe it out. 

Actually this study indicates that we operate in a deficit for a num 
ber of years arriving at that point. 

Senator Kerr. So that they are asking the REA’s who, under the 
law are preferred customers, to carry a part of the load to make it 
possible to continue to honor the contract with the Reynolds Aluminum 
Co. to receive power at a lesser cost and with a ceiling on what they 
can increase their rate to. 

Mr. Wricut. They are not asking the REA’s to do that unless the 
REA’s help pay this $26 million after the 50 years have expired, but 
they are asking the REA’s or whoever will pay this higher rate to 
make up what we did not collect in the sale of power from all of the 
dams in this system on the old A rate that we would have gotten if 
we would have had sold it at the new proposed rate. 

Now, much of those sales were to utility companies. 

76239—56——23 
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Senator Kerr. Sir. 

Mr. Wricur. Much of the sales were to utility companies as I have 
put in the record by fiscal years. There is no way, | can go back to 
the Arkansas Power & Light Co. and say, “Gentlemen, I sold you 
power at 6 mills, I made a bull, I didn’t know how much my factory 
cost me and I wish you would send me a check now for the difference 
between 6 mills and 7.71 mills or a billon eight hundred million hours 
or whatever this is.” 

Senator Kerr. That was to the utilities in Arkansas ? 

Mr. Wricur. Yes, sir. 

Senator Kerr. And how much was it in Oklahoma ? 

Mr. Wricut. The utility companies in Oklahoma have kept very 
little of the power delivered to them because they have returned to 
us for sale to preferred customers under the interchange agreement 
pretty nearly all of the power we have delivered to them lacking 42 
million but some of that delivery of course was secondary and would 
still be valid under the new proposed rate at only a mill and a half. 

I suspect that the revised bil to the Oklahoma companies would be 
very little different under the revised rate. But we received a return 


in Oklahoma, you will remember, of 6.92 mills a kilowatt-hour all this . 


time. 

In Arkansas, however, we received however, a return only of 6 mills, 
so that I say instead of the 6 mills we actually received the proposed 
rate be in effect, I assume we would have asked them to pay us 7.71. 

Now, the Arkansas Power & Light Co., I am sure, is not going to 
send me a check for 1,862 million hours times 1.71 mills, and if I 
were them you would not get the check either. 

Senator Kerr. That will be a part of the deficit which they will 
now ask the REA’s to make up by increasing their rate. 

Mr. Wricut. That is part of the deficit Southwestern Power has on 
the basis of the seasonal allocation to cost of power used in this rate 
study. 

Senator Kerr. That is what it means, then, if this rate goes into 
effect the REA’s will have to pay that deficit. 

Mr. Wricut. The REA’s and all customers of SPA, and since pre- 
ferred customers are getting most of our power, preferred customers 
will pick up most of the deficit. 

Senator Kerr. That is REA’s and municipalities ? 

Mr. Wricut. That is correct, and some Government loads. 

Senator Kerr. A good deal of it goes to the Government ? 

Mr. Wricut. That is correct. 

Senator Kerr. Now the rate that has been proposed could not be 
justified even under the separable costs remaining benefit formula if 
it were realistically recognized that the life of these projects would 
be more than 100 years instead of not more than 50 years, would it? 

Mr. Wrieur. Senator, I think we should make this distinction. The 
separable costs remaining benefits theory when applied will give you 
the amount it is calculated of the capital investment that power 
should repay. 

Now, obviously if you take a repayment period of 100 years instead 
of 50 years, the reduction and requirements for repayment would 
amount in round numbers to $1,600,000 a year, less the additional re- 
placements you would have, because you have gone to a 100-year life 
instead of a 50-year life. 
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In my judgment, and I have not had time to study it, but a rough 
estimate would be that the change from 50 years to 100 years would 
have the result of reducing the requirement on the customers who buy 
this power of between a million two hundred thousand and a million 
three hundred thousand dollars a year. 

Senator Kerr. How much would that be per kilowatt-hour, approxi- 
mately ? 

Mr. Wricut. That would be in the neighborhood of three-quarters 
of a mill per kilowatt-hour. That w ould be related to the total rate 
increase of 2,119,000. I think you could safely say that 1,200,000 of 
it would not be required if you went to the 100-year amortization in 
lieu of a 50-year. 

Senator Kerr. In other words, more than half of the proposed rate 
is because they are seeking a recovery in 50 years instead of 100 years! 

Mr. Wricut. That is correct, although I wish to point out to the 
Senator that the A rate over the objection of the then Southwestern 
Power Administration, who was myself, was 50 years instead of 100, 
but when we came to the Oklahoma contract our financial require- 
ments were such that we indicated repayment on 100 years and the 
Federal Power Commission in signing their order approving that 
contract on an interim basis for not to exceed a period of February 15, 
1953, said that their approval of the contract was not to be construed 
as an agreement with Southwestern Power on using 100 years. 

Senator Kerr. I understand that, but for all practical purposes this 
committee can assume that little over half of this proposed increase is 
indicated by reason of the purpose on the part of those fixing the rate 
used the 50-year period instead of the 100-year reimbursible period. 

Mr. Wricur. There is not any question that that is so, that if you 
use 100 years half of this rate would not be used. 

Senator Kerr. Has there been a different interest rate used in 
arriving at this new proposed rate than the one that was effective in 
the A rate? 

Mr. Wricut. The original comprehensive plan presented to the 
Congress of the United States which extensive heari ings were held in 
1946, indicated that an interest rate of 3- percent for repayment w: ae 
contemplated ; the interest rate that we have finally come up with, 2 
percent, is a negotiated thing and I would like to say this about ‘he 
Flood Control Act, while I am right here. The Flood Control Act 
may be placed, section 5 has been placed in the record, and a study of 
the wording will indicate two things, in my judgme nt. 

One, that the repayment of capital investment is required by the 
term amortization; the Congress gave no guideposts in my judgment 
as to the interest it contemplated it would be received nor do I think 
it must necessarily be held that amortization includes any interest at 
all. 

But we have interpreted that term as including interest. 

Furthermore, you will note that it says the amounts allocated to 
power over a reasonable period of years; it does not require that the 
amounts allocated to power be reasonable. 

If it did, I see no reason why the word “reasonable” should have 
been placed in front of years and the language should not have said 


reasonably allocated to power over a reasonable period of years. 


The thing is, in my judgment, Mr. Chairman, very wide open of inter- 
pretation both as to interest and as to methods of allocation. 
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Senator Kerr. And every part of it 

Mr. Wricur. I might say the Comptroller General of the United 
States agrees with me on that. 

Senator Kerr. Yes, well, I am too. 

And certainly the interpretation that as long a period of years as 
is reasonable should be used in figuring the useful life of the facility. 

Mr. Wricur. I would say that Congress intended by that word, 

“reasonable,” in my humble opinion and I am not a lawyer, I am just 
one that tries to stay out of the pokey, by the term “reason: able” in my 
judgment they meant two things: One was that it must be related to 
any criteria that had been established on similar projects or similar 
operations to some extent, and that it also must wel] be within the 
expected life of the structure. 

Senator Kerr. Now, what is your opinion and I am going to ask 
the engineers about this also and if you do not have an opinion you 
do not need to give it but I have a lot of respect for your engineering 
ability as well as the Army engineers, what is your opinion as to the 
average useful life of these flood-control projects in this group of 
seven ? 

Mr. Wricnt. I think there are some of them done there that are 
good for at least a thousand years. I think that we have none in the 
area that is not good for at least 150 years that are included in this 
study. 

Senator Kerr. Would you think the average life then would reason- 
ably be see at 500 years? 

Mr. Wricur. I do, sir. 

Senator Kerr. That is all at this time, Mr. Wright. 

Mr. Wricur. I haven’t finished, sir. 

Senator Hruska. Mr. Chairman. 

Senator Kerr. Senator Hruska. 

Senator Hruska. Before we leave this aspect, so it won’t be too 
lost in the record as well as our thinking. I should like to ask you, Mr. 
Wright; yesterday you testified in effect that there never was any 
question in your mind, if I am in error of recalling your testimony, 
1 know that you will correct me and I wish you w ould.’ It was my rec- 
ollection you testified that there never had been any doubt in your 
mind that a revision of rate w ould have to come along as the projects 
were finished and as new experience was gained and that sort of thing. 

Mr. Wricurt. That is correct, and I have for years predicted as I 
think I also testified that I thought that an adjustment would prob- 
ably be somewhere between a quarter of a mill and as a maximum 1 
mill per kilowatt-hour. 

Senator Kerr. Now then, it was brought out this morning that a 
new rate has been proposed by the Department and that rate contem- 
plates and includes in it an assessment against the REA’s of that 
portion of the deficiency which arises by reason of this new table 
which probably rightfully belongs to that part of the power for the 
years which elapsed thus far of that initial 50- year period, which 
assesses against the REA’s that portion of the deficiency which is 
rightfully. chargeable to the energy which has been sold to private 
companies. Is that the way [ understand it ? 

Mr. Wricut. Some of that deficiency definitely accrues from that 
source. , 

Senator Kerr. From that source? 
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Mr. Wricnr. Yes, sir. 

Senator Kerr. And it is being imposed now on the REA’s? 

Mr. Wricur. It will be imposed on whoever buys it from now on; 
practically all of your energy is now being delivered to preferred 
customers. 

You know, we have got some, in spite of what the committee may 
think, we serve quite a number of towns, we serve 13 towns in the 
State of Oklahoma, we serve about 5 Government installations in the 
State of Oklahoma, and we serve 6 or 7 towns in the State of Missouri, 
and as time goes on we are going to serve probably additional munici 
pal communities who are in their own—of their own electric power 
plants and will want to buy from the Government the peaking power 
to gow ith their own power. 

Senator Kerr. Why cannot that deficiency be collected from the 
private companies ¢ 

Mr. Wricut. Well, let me say if I was a private company and told 
you that I had bought a mule from you for $20 and you came back 
to me 5 years later and said, “I made'a mistake, that mule was worth 
$25,” I would say, “Well, boy, I made a good deal. You are not going 
to collect it.” 

Senator Kerr. Why cannot the REA’s say that same thing at this 
time ? 

Mr. Wricur. Because they are going to buy it from now on, the 
privates are not. We have enl: irged our scope of sales so that the 
total sales now accrue practically entirely to preferred customers with 
the exception of the aluminum plant. 

Senator Kerr. And heretofore a majority of it has gone to pre- 
ferred customers ¢ 

Mr. Wricur. That is correct, that is the dilemma and that is, Sen- 
ator, why I placed for the record these detailed figures of this posi- 
tion of power to indicate to you in your consideration of this matter 
the very problem that you are so aptly pointing out now, why can’t 
you make the adjustment with everybody because we no longer sell 
that power to private utility companies? 

Senator Hruska. Insofar as it will be sold to private companies, 
however, they will pay this increased rate, is that right 

Mr. Wricut. That is correct. 

Senator Hruska. So that they will pick up their part of the defi- 
ciencies, but the part they pick up will be based upon the sales in 
the future and will have nothing to do with those sales made in the 
past ? 

Mr. Wricur. It is perfectly obvious from the way our sales are 
being made as of today that the people who are going to pic k up this 
check are primarily preferred customers. 

Senator Hruska. Was there any help for that in the initial instance ; 
was there any help for the fact that a deficiency was incurred in the 
past on these low rates, the rates which now prove to be inadequate ? 

Mr. Wricurt. I think, Senator, the best answer I can give you to 
that is that I know of none. I know of no w ay under the present ar- 
rangements in which these projects are authorized and brought forth 
and constructed and changing conditions change the circumstances 
and these that must be built, I know of no way when you start out 
with these things that you can accurately predict the amount that is 
going to be allocated to power when you finish up with one of them. 
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I think perhaps the best evidence is that the 1954 estimates of the 
Army on the Bull Shoals Dam, which has been in operation already 
for 1 year, indicates that in 1955 they propose that the figures will 
be revised downward in total cost $998,000 and that the allocation 
to power be increased to $2,748,000. 

Now, 2 months ago or 3 months ago when we were engaged in this 
study I did not know that there would be a change in cost allocation 
on the Bull Shoals Dam and I have no doubt that this change may 
absolutely be justified by calculations under the formula, but I had 
no way of knowing this was coming in and I think that a marketing 
program based on any situation where change in costs can be brought 
in of that character, is to say you are at least going to put somebody 
in anonymously. 

Senator Hruska. It would appear from what you say then that this 
inadequacy is a factor which is inherent in this type of situation; 
it cannot very well be escaped, can it, the way you analyze it. sir? 

Mr. Wrienrt. I think that I have an abiding faith in the Congress 
of the United States, and I think that the Congress of the United 
States can secure from these agencies the appropriate figures regard- 
ing these projects so that you can determine how much of the capital 
investment of a project you want repaid from the power revenues and 
you can say so and it can be done. 

Senator Hruska. Of course, that is retrospectively. I am speaking 
of the situation you found yourself in 4 and 5 years ago, or 6 years 
ago, when this A rate was first established. The inadequacies in rates 
and revenues therefrom as of that time, but which have doubled as a 
result of that rate, that original A rate, that is something which could 
not be helped, is that not right, by the very inherent nature of the 
facts in which these things develop and are—— 

Mr. Wrient. I think there is a certain amount of that, Senator, 
without a doubt. I think it can be minimized by—in other words, 
had I known in 1945 when I brought the comprehensive plan to the 
Congress that instead of the incremental method presumed as a cost 
at that time and instead of the benefits assigned to the power which I 
used in lieu of incremental costs at that time, had I known that this 
would have been an adopted method, a documented method of cal- 
culating the allocations to power, I have no doubt in the world that we 
would have found that the expected costs to be repaid by power would 
have been considerably higher than that indicated in our report and our 
operations would, of necessity, involved a rate to cover the estimates 
based on that type of formula at that time. 

That gets down, in my opinion, to something I do not know whether 
anybody else is in agreement with me or not—it gets down to some- 
thing that T feel is the meat of this thing. The three agencies of Gov- 
ernment who are empowered by law with the responsibilitv of doing 
this thing—the Federal Power Commission, the Corps of Engineers, 
and the Secretary of the Interior—have arrived at an agreement. So 
far as Southwestern Power is concerned, until that 13 changed, that is 
the ball game. I have no comment that it should be changed, but I 
have this fear, if three men can make an agreement today to play 
baseball with the clubs, I know no reason why they cannot make it 
tomorrow to play it with the Government. 

As a matter of fact, in the old stick ball game in Oklahoma they 
always sat down before the game and decided how far they would go, 
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how many people they would let be killed, before they decided the game 
was over. I have that same feeling here, that if three heads of—Cab 
inet members or anybody else could make an agreement today, they 
can revise that agreement at a subsequent date 

Senator Hruska. Of course, that fear that you expressed is at 
variance with the abiding faith which you have in the Congress that 
they would not let anything flagrantly or unreasonably or that is 
wicked transpire; there is a little conflict there, isn’t there ¢ 

Mr. Wricur. No, Senator, I believe not, because I think the fact 
that this committee has called a hearing and is looking into this 
indicates that in your mind you may wish some other method or some 
other agreement made at this time. I do not recommend that any be 
made. My boss has said this is the agreement that the Department 
of the Interior has made; so as far as I am concerned, that is the 
agreement. I have no opinion that it should be changed, but I have 
a fear, having served under 4 Secretaries of the Interior, that at 
least 1 of these Secretaries of the Interior would never live up to this 
agreement, that he would change it. 

Mr. Epmonpson. Mr. Chairman, could I 

Senator Hruska. I am through. I will defer to the Congressman. 

Senator Kerr. All right. 

Mr. Epmonpson. I wanted to ask the witness just a question or two 
which 

Senator Kerr. Did you want to ask it at this point or at the ter- 
mination of the Senator’s question ? 

Mr. Epmonpson. I thought the Senator was through. 

Senator Hruska. I am through for the time being. I have some 
others. 

Mr. Epmonpson. He had a pensive look on his face that indicated 
that he might be hesitating for a while here. 

The question which I wanted to ask has a couple of preliminary 
questions attached to it. In the first place, is it the witness’ under- 
standing that this is a basin development program, that it is a unified 
program and an approach to the problem of power and water develop- 
ment in a basin? 

Mr. Wricut. The Congress of the United States has passed such an 
act called the Arkansas, White, and Red River interagency investi- 
gation bill. It has been investigated and many millions of dollars 
have been spent developing a comprehensive plan for the Arkansas, 
White, and Red Rivers in which we have participated and I definitely 
assume it is the purpose of the Congress that this is a basin plan of 
three rivers. 

Mr. Epmonpson. Now, as to this basin development plan, yesterday 
I read an excerpt from the 1950 report wherein it stated that in 
future basin development programs it was recommended by this com- 
mittee that a separable costs-remaining benefit formula be applied in 
determining costs. That was a recommendation which I think still 
is subject to some debate, but which nonetheless is apparently the 
“daddy” of the agreement reached in 1954 on this subject. Is that 
substantially correct ? 

Mr. Wricur. Those agreements were arrived at, Mr. Congressman, 
at a much higher level than that which I operate and I am not com- 
petent to testify on that. 
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Mr. Epmonpson. Would the witness testify on this final question 
and your testimony, I think, would be valuable to this committee 
because of your vast experience in the field. Would the witness share 
the conclusion of that same report stated in the same paragraph 
wherein it recommended the separable costs-remaining benefit for- 
mula for future developments, that it was not recommended that 
one method be used for a part of a development program and a differ- 
ent method be used for the balance of the same program? Now, 
would the witness share that conclusion of the 1950 report? 

Mr. Wricur. I would, providing there was no chronology involved 
in the matters. I do not subscribe, Mr. Congressman, to the fact 
that because we have done things a certain way for the last 10 tor 15 
years and have 5 or 6 dams built that way, and we find out that is all 
wrong, that we ought to continue it with the rest of the basin program 
because we started that way. But I think I know—maybe Id like to 
say something that may demonstrate to you my feeling in the mat- 
ter. I am going to touch on a little tender spot for us people from 
Oklahoma. 

We have two projects in Oklahoma, the Eufaula Reservoir and the 
Keystone Reservoir which are the silt control keys to the Arkansas 
River system. If you do not build either of those dams you cannot 
build your Arkansas River dam of water supply pollution ¢ ‘ontrol, plus 
control n: ivigation, sedimentation control, irrigation, and incidental 
power production, for the simple reason that if you don’t stop your 
silt in Keystone on the Arkansas and your silt from the canyon, and 
Eufaula, the other small capacity dams will silt up before a feasible 
life has been enjoyed. 

Therefore, let us assume that the Congress in considering either or 
both of these dams found this hypothetical question to be true, and 
because Mr. Wilkes so aptly showed me how to state hypothetical 
matters yesterday, 1 am sure the committee will permit me the same 
privilege. 

Let’s assume that the Keystone Reservoir could not be justified as 
feasible as a single purpose flood control navigation, sedimentation, 
water supply project, but with the addition of power the total multi- 
purpose project on the basis of benefit estimates would be found to 
be feasible, but that when you allocated or found by an allocation 
method that the amount to be repaid by power to repay the amount allo- 
cated to power would have the effect of raising the electric rates of the 
power consumers in the Southwestern Power area above whatever 
they were at that time by a quarter or a half mill, in my judgment 
you would get the opposition of every power user there to the con- 
struction of the Keystone Reservoir. The same thing would be 
true on a hypothetical case on Eufaula and when you get the ob- 
jection of those power users to the construction of a multipurpose reser- 
voir, I think it would be extremely difficult to ever include that, al- 


though if you did not include it, every dam on the Arkansas would 
be put out of business. 


Senator Kerr. Impaired. 

Mr. Wricur. Impaired. That is one reason, Senator, that I feel 
that the Congress of the United States must, since this is a basin situa- 
tion, and since it isn’t a simple problem, it is a very complex prob- 
lem and I hope if I have said anything there that indicates any agency 
hasn’t done a good job that you will understand I do not believe that. 
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1 think in the circumstances that have prevailed the agencies of the 
United States have done a job that is absolutely unbelievable 
out there. Oh, I fight with them once in a while; they fight with me. 
I have the highest respect for everything that is being done by every 
agency out there. Sure, we all make mistakes. I don’t know any of 
us that are making the same mistake twice. 

Senator Hruska. Mr. Wright, would the failure to build the Key 
stone or Eufaula Dams change your estimate of the useful life of these 
projects out there from 150 years to 1,000 years ¢ 

Mr. Wricur. I believe that question, Senator, was related to, the 
projects already built or under construction, none of which are on 
the Arkansas. 

Senator Hruska. And Keystone, you referred to dams which would 
be built in the future ¢ 

Mr. Wricur. That is correct, on the Arkansas River system none 
of which are now constructed. The only dams now on the Arkansas 
River system are the dams on the Grand River and the Verdigris who 
are not subject to the silt from the Arkansas or the canyon and on 
some side streams down in Arkansas which are not subject to that silt 
problem, but if you are ever going to have navigation on the Arkansas 
you have to have a number of low-head dams which I believe can be 
described as Dardanelles, Short Mountain, Webers Falls, and others 
of that type which cannot be built unless you keep the silt out of the 
river. 

Senator Kerr. But none of the projects we have been talking about 
will be affected in regard to their useful life by either the building or 
nonbuilding of Eufaula and Keystone? 

Mr. Wricut. That is correct, Mr. Chairman. 

Senator Kerr. Now, Mr. Wright, there have been some questions 
here that were predicated on what appeared to be the assumption 
that the schedule A rate was inadequate and that now provision must 
be made to rectify that error. 

Is it not a fact that on the basis of the incremental cost formula 
there is actually no deficit to be worried about? 

Mr. Wricur. Senator I cannot agree with that premise. I think 
the incremental cost method and I assume you mean that method ap- 
plied with flood control as the basic purpose ? 

Senator Kerr. That is right, and let me go further and say on the 
basis of a hundred-year useful life. 

Mr. Wrieut. On that basis, in my judgment, you would find the 
necessity of. if any, a very minor adjustment of rates. 

Senator Kerr. Could you tell us 

Mr. Wricur. Now, I make that statement on two terms, that you 
will go to an allocation of costs on the basis of an incremental cost 
with flood control as the basic purpose and that 100 years will be al- 
lowed for the amortization of the hydroelectric dams—— 

Senator Kerr. Hydroelectric power costs. 

Mr. Wrienr. Unless the Army predicts that their useful life would 
be less than that period. 

Senator Kerr. That is all at this time. 

Mr. Wricut. I have some more testimony, Mr. Chairman. 

Senator Kerr. Congressman Christopher? 

Mr. Curistoruer. I would like to ask Mr. Wright a few questions. 
I believe you stated yesterday in regard to the Oklahoma contract 
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that the rates charged under the Oklahoma contract justified your 
position that you wouldn’t raise the rates under that contract because 
in 1955 Southwestern Power delivered 119 plus million kilowatt-hours 
to the company and they delivered back 125 plus, and it was more or 
less a swap of power and if you raised the rates they would raise yours 
und it would amount to about the same. 

Is that a fair—about a fair sum-up of the statement on that 
proposition ? 

Mr. Wricur. That is correct. And I might say, Mr. Congressman, 
that the rate figures contemplate asking for a continuation of the 
present rates in the Oklahoma contract. 

Mr. Curistopuer. Well, did the companies pay SPA anything or 
was it just an exchange there ¢ 

Mr. Wricutr. When we initially started operations under the Okla- 
homa contract we delivered to the Oklahoma contract certain power 
on an interim basis for which they actually paid us money. They 
owed us more money than we owed them during some months, but 
as we built our load and service to preferred customers we have long 
since passed the point where they pay us anything. We actually pay 
the companies. 

Mr. Curisropner. Well, how much did Southwestern Power pay 
the companies during 1955? 

Mr. Wrieur. Our estimate of total requirements for payment of 
funds to companies is something in the order of $200,000 a year under 
all company contracts. I do not recall how much of that is used in 
the Oklahoma contract. 

Mr. Curistopner. The figures I have available show $157,000. 

Mr. Wricur. I would think, Mr. Congressman, that is very accurate. 

Mr. Curtsropuer. That was for the difference in energy and the 
wheeling of it; wasn’t it? 

Mr. Wricur. That is correct, sir. 

Mr. Curisropuer. Well, do you consider that payment adequate? 

Mr. Wricur. Yes, sir. Nobody has suggested that there be any 
change of it. 

Mr. CurisropHer. Well, my information is to the effect that during 
1955 that the private companies received 188,901 kilowatts of energy 
for which they did not pay anything; is that true? 

Mr. Wricur. No, sir, that is not true. I assume you mean by 
private companies when we are talking of the Oklahoma contract. 
Are you talking of all the company contracts now, Mr. Congressman ? 

Mr. Curisropuer. No; just the Oklahoma contract. 

Mr. Wricut. Now, under the Oklahoma contract I will give you 
the totals of the power delivered to the companies, if you would like, 
for the fiscal year 1955. 

Mr. CuristorHer. I have it here in my table that the kilowatt-hours 
delivered by SPA to the companies was 561,815 and the total kilowatt- 
hours delivered by the companies to SPA was 321,840; that the total 
kilowatt-hours kept by the companies was 239,975; that the company 
paid for 51,074 kilowatt-hours and there was 188,901 that they did not 
pay for; and at $1.50 that would be some $283,000 or at $1 it would be 
$188,000. I want to know if that table is correct. 

Mr. Wricut. That table is not correct, and we certainly must be 
using a different set of meters. The meters which my people have 
read and on which we have certified billings from our and the compa- 
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nies which, of course, are subject to the certification requirements of 
Government billing by a certifying officer, show that we have delivered 
to the Oklahoma companies under the Oklahoma contract since we 
have started, 384,527,361 hours of primary energy, $3,731,119 hours 
of secondary energy, or a total delivery to the Oklahoma companies 
of 468,258,480 hours of all types of electric energy. They have deliv- 
ered back to us under that contract 426,457,440 hours. For this 426, 
457,440 hours we have received payment by the REA’s and other pre- 
ferred customers of an average rate of 5.57 mills per kilowatt-hour, 
but that for the total of the 384 million hours we generated we received 
an average rate of 6.93 mills and for the secondary power of 83,731,000 
received an average rate of 1.25 mills. 

Senator Kerr. From the companies ¢ 

Mr. Wricur. From the company. 

Senator Kerr. Are there other questions? 

(There follows questions raised by Congressman Christopher and 
answers by Mr. Wright :) 


GENERAL QUESTIONS 


1. In the Aluminum contract, the Oklahoma contract, the Narrows contract and 
the Texas contract, does the Government transfer title of the power and energy 
supplied to the private companies, from the Government to the companies at the 
point where the power leaves the Government system and enters the private com- 
panies’ systems? 

2. In the four contracts enumerated above, does the Government transfer title 
to more power (capacity) than it receives back for customers of the Government? 
Show in table form the kilowatts SPA sells by contracts, and in a separate col- 
umn, the kilowatts SPA buys back for customers of the Government. 

3. In the light of Attorney General Brownell’s opinion of the Georgia contract 
issued July 15, 1955, and in the light of section 5 of the Flood Control Act of 1944, 
do you consider these contracts to be legal? Specifically : 

(a) Do these contracts recover the cost of producing and transmitting such 
electric power and energy? 

(b) Do these contracts conform to the Attorney General's views expressed 
in his opinion as follows : 

“Nor, in the circumstances here present, does the Secretary, in my judg- 
ment, discharge his statutory duty of giving a preference in the sale of power 
to public bodies and cooperatives by disposition to a private company under 
an arrangement whereby the latter obligates itself to sell an equivalent 
amount of power to preference customers to be designated by the Secertary.” 

4. How much do you propose to raise the rates to the private companies in 
= four contracts enumerated above? Please answer in detail by contracts. 

At page 71 of part 2, central section of the hearings before the Public Works 
Apeapetations Committee last year, you testified that peaking power was worth 
$17.85 per kilowatt per year. Why are you offering to sell this capacity in your 
proposed rate filing ee $12 per kilowatt-year? 

6. At pages 54 and 55 of the hearings referred to above, you testified that you 
believed it was cupeiaiahont with section 5 of the Flood Control Act of 1944 for 
the Government to sell a preference customer more power than its requirements 
for resale to a private company. Do you still agree with what you said at that 
time? 

ANSWERS TO GENERAL QUESTIONS 


Question 1. In the Aluminum contract, the Oklahoma contract, the Narrows 
contract, and the Texas contract, does the Government transfer title of the pow- 
er and energy supplied to the private companies, from the Government to the 
companies at the point where the power leaves the Government system and 
enters the private companies systems? 

Answer. Yes. 

Question 2. In the four contracts enumerated above, does the Government 
transfer title to more power (capacity) than it receives back for customers 
of the Government? Show in table form the kilowatts SPA sells by con- 
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tracts, and in a separate column, the kilowatts SPA buys back for customers 
of the Government. 

Answer. The Aluminum contract does not provide for purchase of power and 
energy by the Government from the company. For this reason, it is not con- 
sidered in the answer to this question. 


A transfer of title to power (capacity) alone is not made under the Texas, ' 


Narrows, and Oklahoma contracts. The number of hours power (capacity) 
is delivered, must be considered in referring to transfer of title under these 
contracts. The maximum rate in kilowatts (capacity) which the Government 
is obligated to deliver energy is greater than the maximum rate in kilowatts 
(capacity) which the companies are obligated to deliver, through their facilities, 
to customers of the Government, but the companies are obligated to make de- 
liveries of this maximum capacity up to 100 percent of the time, whereas, the 
Government is obligated to deliver the maximum capacity to the companies only 
as much as 27 percent of the time. 

The power and energy transactions under these three contracts are shown 
separately on exhibits A-1, A-2, and A-3, for the calendar year 1954. It is 
pointed out that during this particular year the companies delivered approxi- 
mately 5 percent more kilowatt-hours of firm energy to customers of the Gov- 
ernment than the kilowatt-hours of primary energy which the Government de- 
livere | to the same companies. 

Question 3. In the light of Attorney General Brownell’s opinion of the Georgia 
contract issued July 15, 1955, and in the light of section 5 of the Flood Control 
Act ot 1944, do you consider these contracts to be legal? Specifically: 

(a) Do these contracts recover the cost of producing and transmitting 
such electric power and energy? 

(b) Do these contracts conform to the Attorney General’s views expressed 
in his opinion as follows: 

“Nor, in the circumstances here present, does the Secretary, in my judg- 
ment, discharge his statutory duty of giving a preference in the sale of pow- 
er to public bodies and cooperatives by disposition to a private company un- 
der an arrangement whereby the latter obligates itself to sell an equiva- 
lent amount of power to preference customers to be designated by the 
Secretary.” 

Answer. (@) With the exception of the Aluminum contract the Government 
receives under the company contracts revenue per kilowatt-hour which is in 
excess of the revenue per kilowatt-hour that would be received under the pro- 
posed rate schedule “A—Revised,” if the power and energy were sold di- 
rectly to preference customers from the Government’s facilities. As to whether 
or not this is sufficient revenue to recover cost of producing and transmitting 
such electric power and energy depends on costs to be allocated to power for 
amortization of investment and operating expenses of the hydroelectric gen- 
erating facilities. Under the proposed allocations set out in the rate study the 
amounts recovered under the Oklahoma and Texas contracts are in excess of 
that required to repay the costs of producing and transmitting the power and 
energy delivered thereunder, while the amounts recovered under the Aluminum 
and Narrows contracts are not sufficient to repay such costs. Information re- 
lating to the Aluminum contract is contained in my answer to (b) of this ques- 
tion. Detailed information on the Narrows contract is contained in my answers 
to the specific questions on that contract. 

(b) Attorney General Brownell’s opinion of the Georgia contract does not ap- 
ply to the provisions of the contracts which this Administration has entered 
into with private utility companies. None of these contracts provide for “* * * 
disposition to a private company under an arrangement whereby the latter 
obligates itself to sell an equivalent amount of power to preference customers to 
be designated by the Secretary.” 

The four contracts referred to in your question 1 conform to the requirements 
of section 5 of the Flood Control Act of 1944. The Texas, Oklahoma, and 
Narrows contracts conform with that law, because they provide for preference 
customers as much or more power than would be available for sale to them from 
Federal hydroelectric projects operating without integration with steam pow- 
er. These contracts in reality share the benefits of integrating hydroelectric 
and fuel electric generating capacity between the parties to the contracts, and 
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make available to preference customers Federal electric power and energy which 
could not otherwise be delivered to them without the construction of extensive 
transmission facilities which would, in part, duplicate existing facilities of the 
private utilities. 

The aluminum contract was entered into by the Department of the Interior 
in 1952 because of the critical need for aluminum in the war effort In this 
connection, the then Secretary of the Interior, Hon. Oscar L. Chapman, testified 
before the subcommittee of the Committee on Appropriations of the House of 
Representatives in part as follows: 

* * We have protected the proference customer's right to the extent he 
can be protected. In conference with the 2 Senators from that State, the power 
company, and others, we discussed what the future situation would be, and we 
agreed that 2 additional dams should be built in that area to meet preference 
customer requirements by 1957. 

“I have indicated that I would support the efforts of the Corps of Engineers 
to obtain funds to construct the two additional dams. I will do that as I did 
last year, when I went before the Senate Appropriations Committee handling 
the civil functions bill and supported a number of their critically needed projects 
which had been eliminated in the House action on their bill. 

“We have a responsibility to construct the other two dams in order to meet 
preference-customer requirements by 1957 regardless of the status of the defense 
program.” 
program” (Interior Department Appropriations for 1953, House hearings, pt. 2, 
p. 623). 

Question 4. How much do you propose to raise the rates to the private com- 
panies in the four contracts enumerated above? Please answer in detail by 
contracts, 

Answer. None. 

The rates under the Aluminum contract can be adjusted under certain condi 
tions and within certain limits. At the present time the specified conditions 
do not permit a rate adjustment. 

No adjustment is recommended in rates and compensations provided in the 
Oklahoma, Texas, and Narrows contracts for reasons evidenced in answer to your 
question No. 3 (a). 

Question 5. At page 71 of part 2, central section of the hearings before the 
Public Works Appropriations Committee last year, you testified that peaking 
power Was worth $17.85 per kilowatt per year. Why are you offering to sell 
this capacity in your proposed rate filing for $12 per kilowatt-year ? 

Answer. It is still my opinion that peaking power is worth approximately 
$17.85 per kilowatt per year. However, the Flood Control Act of 1944 requires 
that the Government sell the power produced at the hydro projects at the lowest 
possible rate consistent with sound business principles. As you may well realize, 
there are many factors, other than selling the power strictly as peaking power, 
that must be taken into consideration in the development of rate schedules 
which when applied to the entire operation of the Southwestern Power Adminis 
tration will result in a revenue that will meet the financial requirements the 
Administration has been advised must be met in the next 50 years. One of 
the basic requirements considered was that when the rate schedules are applicd 
only to the hydroelectric power and energy produced from projects on the inter 
connected system of the Administration, and marketed from that system, reve 
nues can be obtained sufficient to meet the expenses encountered from the pro 
duction and transmission of such hydroelectric power. The rate schedules 
meet this particular basic requirement. Other important factors considered 
in the development of the schedules were the integration of the hydro peaking 
power with the steam power and energy the Government purchases through 
integration contracts with G. and T. cooperatives and others, and the obligation 
the Government encounters in delivering power to the load centers of the G. and 
T. cooperatives and other preference customers. 

Question 6. At pages 54 and 55 of the hearings referred to above, you testifie)! 
that you believed it was inconsistent with section 5 of the Flood Control Act 
of 1944 for the Government to sell a preference customer more power than its 
requirements for resale to a private company. Do you still agree with what 
you said at that time? 

Answer. I have reviewed the testimony to which you refer and my present 
opinion is the same as was expressed at that time. 
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Exnursit A-1 


Power obligations and deliveries under Oklahoma contract, fiscal year 1954 


Maximum rate of de- 
liveries government 


| 
| Maximum rate of de- 
| to companies (kilo- 


liveries companies to 
customers (kilo- 





Deliveries of energy 
kilowatt hours 














peel of peaking | watts of firm power) 
Month power, 
| ‘ | Currently 
Obligated Actual | obligated Actual 
ee 34, 759 35, 370 20, 925 21, 066 
August eae -| 34, 510 34, 643 20, 550 20, 915 
Sentember-__......-.- 36, 284 37, 000 21, 215 21, 803 
REE ocinckmsenuule ' 35, 975 35, 800 21, 890 21, 995 
November_-______- aa 36, 119 43, 100 21, 965 22, 094 
December _- - -...--- 36, 455 36, 700 21, 765 22, 292 
1954—January - - + | 36, 782 36, 800 25, 465 22, 266 
PORTING oes <acnnen 42,017 42, 000 25, 465 25, 792 
tale soins 42, 557 45, 200 26, 065 | 25, 076 
Sess iti, ee | 43,007 | 43,300 27, 240 | 25, 076 | 
EERIE 44, 946 47, 700 27, 910 25, 979 | 
eee aceeile 46, 052 48, 200 | 27, 910 26, 130 | 
WE cciiaiacccankoatawaeeien inaslesaated | Ce | paeeacaabas 
1 
ExHisit A-2 





Government |Companies to 
\to companies,| customers, 

primary firm 

6, 681, 351 9, 100, 902 

6, 804, 252 9, 266, 005 

7, 258, 478 8, 761, 285 

7, 083, 046 7, 677, 510 

7, 433, 293 8, 241, 235 

6, 690, 950 8, 353, O15 

7, 355, 250 8, 434, 860 

8, 397, 175 | 9, 847, 882 

8, 452, 200 8, 812, 949 

8, 700, 400 10, 218, 500 

8, 958, 100 | 9, 933, 160 

9, 227, 200 | 10, 684, 010 

93, 131,695 | 109,331,313 








Power obligations and deliveries under Texas contract, fiscal year 1954 


Deliveries of energy 
kilowatt-hours 























Maximum rate of de- : 
liveries government ~~ cate at ae : 
to companies (kilo- oustemere (kilo- 
watts of peaking watts of firm power) 

Month power) 
Obligated | Actual | Currently | actual 
g obligated - 
| 
A ct cae 35, 000 33, 000 13, 575 14, 082 | 
SR icine x hed ad 35, 000 36, 000 13, 575 14, 454 
September_________- 35, 000 35, 000 13, 685 14, 399 
I ne ao 35, 000 32, 000 14, 285 | 15, 017 
November. .......-- 35, 000 30, 000 14, 425 14, 233 
December... __.__-- | 35, 000 41, 000 14, 425 14, 098 
1954—January--......._.-. 35, 000 40, 000 | 14, 425 14, 209 
IO a mien cannes 35, 000 39, 000 14, 500 13, 744 
Ec cichcswkece | 35, 000 38, 000 | 14, 500 13, 772 
NAS 3 abeics eek } 35, 000 34, 000 14, 500 14, 082 
cide ss age ae 35, 000 41, 000 14, 500 13, 921 
Rica soe hiencatene ee: 35, 000 41, 000 14, 500 | 15, 197 
TE cacti. lt amtlaaskeNt- ce clnataealed Pelt d thes a iedsntcecees 
| | 
NOTES 





| 
| Government |Companies to 








to companies,| customers 

primary firm 
4, 713, 100 5, 703, 743 

11, 797, 400 6, 323, 862 
9, 354, 500 5, 639, 608 
6, 990, 100 5, 511, 853 
5, 424, 800 4, 964, 146 
5, 755, 000 | 4, 947, 596 
4, 404, 000 5, 302, 408 
4, 210, 000 5, 225, 224 
4, 227, 000 4, 758, 830 
5, 364, 000 5, 758, 347 
7, 953, 000 | 5, 244, 183 
7, 090, 000 6, 081, 679 

77, 282, 900 | 65, 461, 479 








1. Obligated maximum rate of delivery, companies to customers, has reached 19,300 in fiscal year 1956, 
— maximum rate of delivery, companies to customers, will be approximately 20,000 kw in fiscal 
year 1956. 


3. seewres companies deliver to customers will be approximately 85,000,000 kilowatt-hours in fiscal 
year 1956. 
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EXHIBIT A-3 


Capacity and energy deliveries under Southwestern Gas & Electric Co. contract, 
fiscal year 1954 


Maximum rate of de- 
liveries government 
| to companies (kilo- 
| watts of peaking 


Month power) 


Maximum rate of de 


| elivertes enere v 
liveries companies t Deliveries of energy 
| 
} 
} 
? 


customers (kilo- kilowatt hours 


watts of firm power 


Government Companies to 





Obligated Actual Currently Actual to companies customers 
obligated ; : 
} primary firm 
} —— . — = ——. 2 
er he ws | 17, 000 17,172 4, 100 | 4, 425 1, 934, 730 1, 934, GRO 
a 17, 000 17, 280 | 4, 400 4, 522 6, 155, 930 2, 063, 860 
September. _---- = 17, 000 17, 172 | 4, 400 4, 340 4, 535, 750 1, 805, 280 
Nc ccenme ss 17, 000 17, 280 | 4,400 4, 456 2, 016, 590 1, 680, 860 
November __. 17, 000 17, 064 4, 420 4, 180 215, 440 1, 649, 190 
December - - 17, 000 16, 400 4, 430 4,274 465, 200 1, 640, 220 
1954—January : 17, 000 15, 550 4, 430 4,34 28. OND 1, 752, 620 
February -_--- ; 17, 000 15, 400 4, 430 4,171 241, 920 1, 70%, 200 
March... 17, 000 14, 300 4, 430 4, 140 235, 900 1, 522, 580 
April. -- ; t 17, 000 9, 600 4, 430 4, 319 5, 990 1, 822, 340 
May ad 17, 000 12, 100 4, 430 4,277 170, 280 1, 751, 120 
I he tendincnas 17, 000 17, 400 4, 430 4, 589 1, 214, 790 1, 916, 040 
Tete ot. wR. 2 : ; 17, 218, 690 21, 247, 290 
NOTES 


1. Obligated maximum rate of delivery, companies to customers has reached 4,800 kilowatts in fiscal 
year 1956. 
2. Actual maximum rate of delivery, companies to customers, has reached 5,000 kilowatts in fiscal year 
1956. 


3. Energy companies deliver to customers will be approximately 22,000,000 kilowatt-hours in fiscal year 
1956. 


QUESTIONS CONCERNING THE OKLAHOMA CONTRACT 


SPA AND OKLAHOMA GAS & ELECTRIC CO.—PUBLIC SERVICE CO. OF OKLAHOMA 


1. The attached table was compiled from the monthly statements to the two 
Oklahoma Companies for power and energy obtained under the Oklahoma con- 
tract. This table is for the calendar year 1954. The first column shows that 
SPA delivered 517,400 kilowatts of peaking capacity to the companies during the 
year. The second column shows that the companies delivered back to SPA 
customers 315,645 kilowatts of capacity during the year. Column (7) shows 
that the companies purchased 49,116 kilowatts of capacity during the year. 
Adding the kilowatts of capacity delivered back to those purchased by the com- 
panies during the year we obtain 364,761 kilowatts of capacity returned or 
purchased. Subtracting the 364,761 kilowatts of capacity from the total 
017,400 kilowatts we obtain 152,639 kilowatts of capacity remaining for the use 
of the companies. Is this correct? 

2. Since these same two companies offered Western Farmers Electric Co- 
operative $18 per kilowatt year for the entire output of their generating plant 
it can reasonably assumed that capacity is worth that amount to them. There 
is other evidence also that capacity is worth that much in the area. At $18 per 
kilowatt year or $1.50 per kilowatt month this 152,639 kilowatts of capacity kept 
by the companies for their own use would have a value of $228,958 (152,639 x 
$1.50). Is this correct? 

3. The Government received no monetary compensation for the 152,639 kilo- 
watts of capacity. Why not? If the Government received other than mone- 
tary compensation for this capacity, please catalog a detailed list of the non- 
monetary payments showing the value of each and how that value was arrived at. 

4. Column (3) shows that SPA delivered 91,761,220 kilowatt-hours to the 
companies during the year with 15,901,000 kilowatt-hours due the companies to 
be delivered at a later time. (Footnote 10). The total delivery and obligation 
of SPA in kilowatt-hours to the Companies for the year is 107,662,220. Column 
(4) shows the companies delivered back to SPA customers 125,792,326 kilowatt- 
hours. Subtracting we find the Companies supplied a net of 18,130,106 kilo- 
watt-hours. Assuming these off-pack kilowatt-hours to be worth 2 mills each, 
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they represent a value of $36,260. If this amount is applied as a credit to the 
capacity received by the companies, it leaves a net amount due the Government 
of $192,698. Column (5) shows that the companies paid SPA nothing during the 
year. Column (6) shows that SPA paid the companies $173,571 during the 
year. Combining this payment of $173,571 with the $192,698 gives a_ total 
payment in money and power of $366,269 by SPA to the companies. Was this 
amount a subsidy to the companies? How do you justify the Government not 
collecting for $192.698 worth of power delivered to the companies and at the 


same time paying them $173,571 in cash of the United States Treasury? 


Oklahoma contract—SPA and Oklahoma Gas & Electric Co.-Public Service 
Company of Oklahoma, calendar year 1954 





- - 5 | Kilowatt- > 

. see  Kilowatts | Kilowatt- ; Payments Savmente | Kilowatts 

Eilowatts delivered | hours de- | oa. by Okla- | Payments purchased 

Oklahoma back to livered to | back to | homa Oklahoma by Okla- 

Period companies SPA cus- | Oklahoma | SPA cus- | Companies | companies homa 
p : tomers companies | ws | SPA | | companies 
(1) (2) (3) (4) | (5) (6) | (7) 

January ---- 36, 800 22, 292 7,355,250 | 8, 434, 860 0 $11,012 3, 344 
February 42, 000 22, 266 8, 397,175 9, 847, 882 0 113, 695 | 3, 820 
March_. 42, 000 25,792 | 8,452,200 | 8,812, 949 0 27,773 | 3, 869 
April 43, 300 25, 076 8, 700, 400 | 10, 218, 500 0 314,745 | 3, 910 
May. 47, 700 25,076 | 8,958,100 | 9, 933, 160 0 6, 7°6 | 4, 086 
June _- 48, 200 25, 979 9, 227, 200 | 10, 684, 010 0 10, 818 4, 187 
July 47, 400 26,130 9, 230,600 | 12,172,890 | 0 4 22, 252 | 4, 186 
August 49. 500 29, 584 9, 777, 300 | 13, 422, 980 0 5 31,419 | 4,438 
September 54, 200 29, 828 8, 322,000 | 12, 260, 654 0 6 19, 850 4,474 
October 46, 100 29, 425 5, 332, 795 | 10, 525, 475 0 716, 418 | 4,414 
November - 29, 700 27, 954 4, 419, 900 9, 709, 790 0 8 9, 246 | 4,194 
December i 30, 500 26,243 | 3,588,300 | 9, 769,176 0 99, 558 4, 194 
Total_ 517, 400 315, 645 1°91,761,220 |125, 792, 326 0 49,116 





1 SPA purchases of $1,100.78 offpeak steam not included. 
2SPA purchases of $1,466.40 offpeak steam not included. 
38PA purchases of $1,607.78 offpeak steam not included. 
4SPA purchases of $1,643.20 offpeak steam not included. 
5 SPA purchases of $1,491.43 offpeak steam not included. 
6 SPA purchases of $1,873.63 offpeak steam not included. 
7SPA purchases of $1,885.31 offpeak steam not included. 
®*SPA purchases of $1,255.15 offpeak steam not included. 
®SPA purchases of $1,357.07 offpeak steam not included. 
10 SPA owes the companies at the end of December 15,901,000 kilowatt-hours which was not delivered 
according to schedule during the year. 


ANSWERS TO QUESTIONS CONCERNING THE OKLAHOMA CONTRACT 


Question 1. The attached table was compiled from the monthly statements 
to the two Oklahoma companies for power and energy obtained under the 
Oklahoma contract. This table is for the calendar year 1954. The first 
column shows that SPA delivered 517,400 kilowatts of peaking capacity to the 
companies during the year. The second column shows that the companies 
delivered back to SPA customers 315,645 kilowatts of capacity during the year. 
Column (7) shows that the companies purchased 49,116 kilowatts of capacity 
during the year. Adding the kilowatts of capacity delivered back to those 
purchased by the companies during the year we obtain 364,761 kilowatts of 
capacity returned or purchased. Subtracting the 364,761 kilowatts of capacity 
from the total 517,400 kilowatts we obtain 152,639 kilowatts of capacity remain- 
ing for the use of the companies. Is this correct? 

Answer. Your data and computations are based on a questionable method of 
evaluating kilowatts of peaking power capacity, which can be delivered only 
2,400 hours a year, in direct comparision with firm power capacity which is 
available up to 100 percent of the time. 

During the calendar years 1953, 1954, and 1955, the Southwest was exper- 
iencing one of the worst droughts of its history. The levels of water in the 
reservoir projects were at the lowest point experienced since beginning of 
operation. At two of the projects the levels were below the bottom of what 
is considered the power pool, or a level at which no more power is to be 
generated. 
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The Oklahoma companies cooperated with the Federal Government in meeting 
this critical shortage of hydroelectric power. The companies agreed to defer 
the deliveries of part of the electric power and energy which they were 
entitled to receive under the Oklahoma contract, to pay for all of it as 
though received, and to accept deliveries of deferred power and energy at 
a later date when reservoir conditions of the Government and load conditions 
on the systems of the Government and the companies permitted the delivery 
and receipt of such deferred power and energy. The tabulation entitled “Okla- 
homa Contract” which was attached to your questions on that contract shows 
data for the calendar year 1954 when this emergency drought condition existed 
Therefore, the data does not retlect normal or frequent transactions and obliga 
tions under the Oklahoma contract. 

Under normal and usual operating conditions, the Government is obligated 
to deliver peaking power to the companies at a rate of 1.65 kilowatts for each 
kilowatt of maximum firm power demand which the companies are obligated 
to deliver to preference customers of the Government. The 1.65 kilowatts may 
be subdivided into three component parts as follows: 

(1) 1.0 kilowatt for delivery to customers of the Government ; 

(2) 0.15 kilowatts purchased by the companies at $1.15 per kilowatt per 
month ; 

(3) 0.5 kilowatts for service and other considerations by the companies 
discussed in answer to question 3. 

Question 2. Since these same two companies offered Western Farmers Electrii 
Cooperative $18 per killowatt year for the entire output of their generating 
plant it can reasonably be assumed that capacity is worth that amount to them 
There is other evidence also that capacity is worth that much in the area 
At $18 per kilowatt year or $1.50 per kilowatt month this 152,639 kilowatts of 
capacity kept by the companies for their own use would have a value of $228,058 
(152,689 & $1.50). Is this correct? 

Answer. I have no information as to the companies’ offer to Western Farmers 
Electric Cooperative for the output of their generating plant. It could well be 
that if the Government were in a position to offer for sale to the companies 
the output of its hydro projects, to be operated as the companies so desire 
and in violation of the preference clause, a price could be obtained which 
would be equal to that which you have indicated the companies offered to 
Western Farmers Electric Cooperative. However, this is not the case. A large 
number of considerations had to be recognized in negotiating provisions of the 
Oklahoma contract which would result in the Government delivering power 
to preference customers, through the companies’ facilities, at the lowest possible 
cost to the Government. In view of these facts and since the figures used in 
the table do not reflect normal operation of the contract, I do not agree that 
the statement in your question 2 is correct. 

Question 3. The Government received no monetary compensation for the 
152,639 kilowatts of capacity. Why not? If the Government received other 
than monetary compensation for this capacity, please catalog a detailed list 
of the nonmonetary payments showing the value of each and how that value 
Was arrived at. 

Answer. As you know, our hydroelectric generating facilities are designed 
to produce peaking power at relatively low load factors, and the preference 
customers require firm power available at all hours of the day and at relatively 
high annual load factors of approximately 50 percent or greater. These facts 
were recognized in negotiating the Oklahoma contract, and the provisions of 
that contract made it possible for the companies to receive the peaking power 
which they need, and for the preference customers to receive firm power which 
they need. In order to minimize the quantities of electric energy which the 
Government would have to purchase from the companies for service to prefer 
ence customers, and to furnish as nearly as possible the energy the Government 
would normally utilize to supply the customer with firm power service, arrange 
ments were worked out in the contract to make capacity available to the com- 
panies in an amount equal to 1.65 times the amount available under the con- 
tract to preference customers of the Government. As a result, for each kilowatt 
of the Government’s load for preference customers, the Government delivers 
to the companies each year 1.65 kilowatt times 2,400 hours, or 3,960 kilowatt- 
hours. Assuming that the preference customer loads have an aggregate load 
factor of 50 percent, such customers would receive for each kilowatt of load 
1 kilowatt times 4,380 hours, or 4,380 kilowatt-hours per year. The Govern- 
ment purchases from the companies at 4.0 mills per kilowatt-hour only the differ 

76239—56——24 
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ence between 4,380 kilowatt-hours and 3,690 kilowatt-hours which amounts to 
420 kilowatt-hours per year per kilowatt of maximum demand of preference 
customer, at 50 percent load factor, served under the Oklahoma contract. 
The 0.5 kilowatt per kilowatt of preference customer demand and the services 
charge of 1.25 mills per kilowatt-hour combine as compensation for many services 
and considerations performed by the companies other than the addition of 
electric energy generated from fuels to the hydroelectric energy delivered by 
the Government. Some of these services and considerations which cannot be 
evaluated are as follows: 

(1) Companies cancel, without penalty to customer and without compensa- 
tion to companies, any contract the companies may have with such customer 
desiring and entitled to receive electric service from the Government. The com- 
panies then deliver power to the customer for the account of the Government 
and lose any future returns they may have received from sale of power and 
energy to such customer. 

(2) Companies utiilze their transmission systems and substations for delivery 
of power to Government customers, thereby relieving Government of the neces- 
sity for building and maintaining transmission facilities. This makes it possible 
for the Government to provide firm power service to any preference customer 
within the area served by the Oklahoma companies at no added cost to the Gov- 
ernment or delay to the customer. 

(3) Companies operate and maintain their systems and deliver power and 
energy on a 24-hour-per-day basis, regardless of the much shorter periods of 
operation of the hydroelectric-generating facilities of the Government. 

(4) Companies add such new facilities to their system as are required to serve 
preferred customers for the account of the Government. 

(5) Companies absorb all losses in their systems resulting from transmission 
of power to the Government’s customers. 

(6) Companies furnish meters and perform meter-reading services for cus- 
tomers of Government served through the Oklahoma companies’ systems. 

(7) Companies render assistance in emergencies up to the limit of their facili- 
ties. 

(8) Government may purchase up to 50,000 kilowatts off-peak power for firm- 
ing-up service to customers of the Government other than those served through 
the companies’ systems. 

(9) Companies purchase hydroelectric capacity and energy that is surplus to 
needs of Government when it can be economically absorbed into their systems. 
This provides the Government with a limited market for that part of its power 
which is available only for intermittent periods of short duration. 

Question 4. Column (3) shows that SPA delivered 91,761,220 kilowatt-hours to 
the companies during the year, with 15,901,000 kilowatt-hours due the companies 
to be delivered at a later time. (Footnote 10.) The total delivery and obliga- 
tion of SPA in kilowatt-hours to the companies for the year is 107,662,220. 
Column (4) shows the companies delivered back to SPA customers 125,792,326 
kilowatt-hours. Subtracting, we find the companies supplied a net of 18,130,106 
kilowatt-hours. Assuming these off-peak kilowatt-hours to be worth 2 mills each, 
they represent a value of $36,260. If this amount is applied as a credit to the 
capacity receivde by the companies, it leaves a net amount due the Government 
of $192,698. Column (5) shows that the companies paid SPA nothing during 
the year. Column (6) shows that SPA paid the companies $173,571 during the 
year. Combining this payment of $173,571 with the $192,698 gives a total pay- 
ment in money and power of $366,269 by SPA to the companies. Was this amount 
a subsidy to the companies? How do you justify the Government not collecting 
for $192,698 worth of power delivered to the companies and, at the same time, 
paying them $173,571 in cash of the United States Treasury? 

Answer. In considering the correctness of the values used in your computa- 
tions, I cannot agree on this analysis of the operation of the Oklahoma contract. 
I do not feel the Government is in any way subsidizing the companies. I have 
prepared an analysis of the return the Government realizes under the Oklahoma 
contract compared with the return if marketed from the Government transmis- 
sion system without benefit of integration provided under the Oklahoma con- 


tract. This is shown on exhibit “B” for the year 1960, when it is presumed that 
the Table Rock project will be in operation. 
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Exuisir B—OKLAHOMA CONTRACT 


Comparative analysis of estimated revenues for 1960 based on Oklahoma 
contract and nonintegrated operation 


1. Sales under Oklahoma companies contract 


(a) Delivered to companies: 58,000 kilowatts and 139,200,000 kilowatt-hours 


(6) Delivered to preferred customers: 35,152 kilowatts and 154,668,800 kilowatt-hours 
(c) Revenue from preferred customers under rate A, revised 
Demand charge: 35,152 kilowatts X$1x12 months $421, 824 
Energy charge: 
63,273,600 kilowatt-hours x $0.0035 221, 458 
91,395,200 kilowatt-hours < $0.006 548, 371 
Total energy charge, 154,668,800 kilowatt-hours 769, 829 
Total revenue, preferred customers 1, 191, 653 
d) Revenue from companies under Oklahoma contract: 35,152 kiiowatts X0.15<-5,273 kilo- 
watts; 5,273 kilowatts X$1.15X12 months. _. 72, 767 
(e) Total revenue under Oklahoma contract 1, 264, 420 


(f) Payment to companies: 
(1) Purchased power expense 


Kilowatt-hours delivered by companies 154, 668, 800 
Kilowatt-hours delivered to companies 139, 200, 000 
Kilowatt-hour purchased... 15, 468, 800 $0.004 $61, 875 
(2) Wheeling charge expense , 154, 668, 800 x $0.00125 193, 336 
(@) Total payment to companies 255, 211 
(th) Net revenue-.._--- aie 1, 009, 209 
2. Sales under nonintegrated operation from main grid 
(a) Delivered 58,000 kilowatts and 139,200,000 kilowatt-hours (taken from l(a 
(6) Revenue under rate A, revised: 
Demand charge: 58,000 kilowatts X$1 X12 months. __- $696, 000 
Energy charge: 
104,400,000 kilowatt-hours x $0.0035. 365, 400 
34,800,000 kilowatt-hours < $0.006 _ - 208, 800 
Total energy charge, 139,200,000 kilowatt-hours , 574, 200 
Total revenue---........... nts 1, 270, 200 
c) Discounts: 
5 percent X $1,270,200 ; Baer ipaiarahpetantana a $63, 510 
$0.002X 139,200,000 kilowatt-hours. ae 278, 400 
Total discounts -_ ------------- a 341, 910 
(d) Net revenue-- ; tmaees 928, 290 
3. Comparison of net revenue per kilowatt-hour: 
Mills 
(a) Integrated operation under Oklahoma contract: $1,009,209/139,200,000 kilowatt-hours 7. 25 
(6) Nonintegrated operation: $928,290/139/200,000 kilowatt-hours 6. 67 


QUESTIONS CONCERNING THE NARROWS CONTRACT 
SPA AND SOUTHWESTERN GAS & ELECTRIC CO. 


1. The attached table was compiled from the monthly statement to the South- 
western Gas & Electric Co. for power and energy obtained under the contract 
for the output of the Narrows project in Arkansas. This table is for the calendar 
year 1953. The first column shows you delivered 205,832 kilowatts of capacity 
to the company during the year. The second column shows that the company 
delivered 50,270 kilowatts of capacity back to SPA during the year. Sub- 
tracting we find the company had 155,562 kilowatts of capacity left after sup- 
plying SPA customers for its own use. Is this correct? If not, explain. 

2. This capacity picture would be about the same every year regardless of 
the amount of rain, wouldn’t it. In a dry year the duration of its use or the 
length of time for peaking would be somewhat less than in a year of heavy 
rain. I am advised that the company has peaked its system to the full value 
of the project in every year the contract has been in existence. Is this a 
correct statement? If not, explain. 

3. Does this company have any other hydropower available to it? 

4. Mr. Frank Wilkes, chairman of the board of the company, is on record 
that capacity is worth $18 per kilowatt-year to his company and energy is worth 
2 mills per kilowatt-hour. The 155,562 kilowatts of capacity you supplied to 
this company over and above your own customer requirements, at $1.50 per 
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kilowatt per month, is worth $233,348. (155,562 $1.50—$233,343.) Is this 
correct? If not, explain. 

5. The third column shows that SPA delivered 53,038,320 kilowatt-hours to 
the company during 1953. The fourth column shows that the company deliv- 
ered back to SPA’s customers 20,554,470 kilowatt-hours for their use. Sub- 
tracting we get 32,483,850 kilowatt-hours remaining to the company for its own 
use. Using value of 2 mills for the kilowatt-hours, the value of the 32,483,850 
kilowatt-hours the company received in 1953 is worth $64,968. (32,483,850 x 
2 mills=$64,968.) Is this correct? If not, explain. 

6. If you combine the $233,348 which represents the value of the capacity 
the company received and the $64,968 which represents the value of the energy, 
we get $298,311 as the value of capacity and energy received by the company 
in 1953. In the last column we find that the company paid $81,823 to SPA after 
receiving credit for the kilowatts and kilowatt-hours supplied back to SPA 
customers plus wheeling charges. In other words this is the net payment 
to SPA. Now $298,311 less the $81,823 leaves a remainder of $216,488 which 
is the value of the capacity and energy received by the company for which 
no payment was made to SPA. Is this an outright subsidy to the company? 
Please give a detailed accounting of what the Government received for this 
$216,488 worth of power and energy for which it did not receive any cash 
payment. 


Narrows contract between Southwestern Power Administration and South- 
western Gas & Electric Co., calendar year 1953 














Kilowatts | Kilowatts oe) 8G. & E, 

‘ delivered delivered | ga. ea 0. pay- 

Period toS.G.& E. | back to SPA | Qelivered to | delivered | ments to 

Co. | customers | Co. customers | SPA 

i a 17, 172 3, 945 | 2 970. 980 1, 567, 220 | $7, 579 
NE 17, 280 3,859 | 6, 665. 130 1, 576, 040 | 7.543 
RR ann ape 17.172 3.933 | 4,608,730 1. 455, 360 | 8) 025 
I eh ce 17. 280 3.940 | 6 973, 680 1,626 540 | 7 341 
nis. 17 280 3.914 8. 779, 780 1, £33, 000 | 7.476 
Ce RRB Seis 17. 280 4, 483 7,716 290 1.981 920 | 5,713 
eg as eee. 17. 280 4,522 6. 155. 930 2 083, 860 | 5. 281 
August...______- sundae 17, 172 4, 425 1, 934 730 1, 934 980 | 5.820 
September.-_-- nee a 17, 172 4,340 | 4,535, 750 1, 805, 280 | 6.316 
October_.._.___- corre ce 17, 280 4, 455 2.016, 590 1, 680, 860 | 6, 813 
November...__-- : os na 17, 064 4, 180 215, 440 1, 649, 190 6, 940 
December.._.__--_----_- 16, 400 4,274 465, 290 1, 640 220 6.976 
Total...... A ee eae 205, 832 50,270 | 53,088,320 | 20, 554, 470 | 81, 823 


ANSWERS TO QUESTIONS CONCERNING THE NARROWS CONTRACT 


t 


SPA AND SOUTHWESTERN GAS & ELECTRIC CO, 


Question 1. The attached table was compiled from the monthly statements to 
the Southwestern Gas & Electric Co. for power and energy obtained under the 
contract for the output of the Narrows project in Arkansas. This table is for the 
calendar year 1953. The first column shows you delivered 205,832 kilowatts of 
“apacity to the company during the year. The second column shows that the com- 
pany delivered 50,270 kilowatts of capacity back to SPA during the year. Sub- 
tracting, we find the company had 155,562 kilowatts of capacity left after 
supplying SPA customers for its own use. Is this correct? If not, explain. 

Answer. The table attached to your “Questions concerning the Narrows con- 
tract,” except for minor discrepancies, agrees with the record of actual opera- 
tions for the calendar year 1953. However, I take exception to a method of 
evaluation which treats kilowatts of peaking power capacity, which can be deliv- 
ered a relatively few hours a year, in direct comparison with kilowatts of firm 
power capacity which is available up to 100 percent of the time. 

Question 2. This capacity picture would be about the same every year, regard- 
less of the amount of rain, wouldn’t it? In a dry year the duration of its use 
or the length of time for peaking would be somewhat less than in a year of heavy 
rain. I am advised that the company has peaked its system to the full value 
of the project in every year the contract has been in existence. Is this a correct 
statement? If not, explain. 
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Answer. Our records reveal that the company has utilized the full capacity of 
the project during some parts of 47 months of the 60 months that the contract 
has been in existence. This indicates that the company probably utilized the 
full capacity of the project at the time of its annual system peak in each of the 
5 years. If the company’s water forecasts are reliable and if the company’s 
technicians are lucky, it is possible that they may be able to accomplish this for 
the duration of the contract. 

Question 3. Does this company have any other hydropower available to it? 

Answer. Records available to the Sotuhwestern Power Administration do not 
indicate that the Southwestern Gas & Electric Co. has any other hydropower 
available to it. 

Question 4. Mr. Frank Wilkes, chairman of the board of the company, is on 
record that capacity is worth $18 per kilowatt year to his company and energy 
is worth 2 mills per kilowatt-hour. The 155,562 kilowatts of capacity you sup 
plied to this company over and above your own customer requirements, at $1.50 
per kilowatt per month, is worth $233,348. (155,562 * $1.50—$233,343.) Is this 
correct? If not, explain. 

Answer. As mentioned in answer to question 1, I do not agree with the same 
treatment of peaking and firm capacity in analyzing the Narrows contract. In 
this question, you refer to a statement by Mr. Wilkes to the effect that capacity 
is worth $18 per kilowatt year to his company, and energy is worth 2 mills per 
kilowatt-hour. If these values reasonably can be applied to the type of power 
and energy available from the Narrows project under the conditions of the Nar- 
rows contract they are certainly in contradiction to the annual values used by 
representatives of the company in their negotations for the power output of the 
Narrows project. 

Question 5. The third column shows that SPA delivered 53,038,320 kilowatt- 
hours to the company during 1953. The fourth column shows that the company 
delivered back to SPA’s customers 20,554,470 kilowatt-hours for their use. 
Subtracting we get 32,483,850 kilowatt-hours remaining to the company for its 
own use. Using value of 2 mills for the kilowatt-hours, the value of the 32,483.- 
850 kilowatt-hours the company received in 1953 is worth $64,968. (32,483,850 x 
2.0 mills=$64,968). Is this correct? If not, explain. 

Answer. Your computations are correct, although the values used in making 
an analysis of the contract are questioned. The average annual energy that is 
expected to be produced at the project is 28,400,000 kilowatt-hours. The esti- 
mated primary energy of 18,400,000 kilowatt-hours per year would limit the 
project to a firm load of only 4,200 kilowatts at 50 percent load factor if operated 
as an isolated project serving preference customers. The preference customers 
of the Government receiving power by virtue of the Narrows contract are now 
using the full 5,000 kilowatts of firm capacity available under that contract. 
It is estimated that they will use in excess of 26 million kilowatt-hours each year 
during most of the term of the Narrows contract. 

Question 6. If you combine the $233,343 which represents the value of the 
capacity the company received and the $64,968 which represents the value of 
the energy, we get $298,311 as the value of capacity and energy received by the 
company in 1953. In the last column we find that the company paid $81,823 to 
SPA after receiving credit for the kilowatts and kilowatt-hours supplied back to 
SPA customers plus wheeling charges. In other words this is the net payment 
to SPA. Now $298,311 less the $81,823 leaves a remainder of $216,488 which is 
the value of the capacity and energy received by the company for which no pay- 
ment wasmadetoSPA. Isthis an outright subsidy tothe company? Please give 
a detailed accounting of what the Government received for this $216,488 worth 
of power and energy for which it did not receive any cash payment. 

Answer. The values set forth in your questions are obtained from an analysis 
of the contract with which I cannot agree. Your question centers around evalu- 
ating electric power and energy retained by the company and utilizes the values 
which you quoted from Mr. Wilkes. Perhaps a clearer statement could be 
developed by applying Mr. Wilkes’ values to the gross amounts of power and 
energy available to his company without consideration of the quantities of load 
supplied to preference customers of the Government. 

The contract sets forth that payments made by the company to the Govern- 
ment for the entire output of the project will be $207,000 per year. Applying 
Mr. Wilkes’ value of $18 per year per kilowatt times 17,000 kilowatts of installed 
capacity amounts to $306,000. Applying Mr. Wilkes’ value for energy of 2 mills 
per kilowatt-hour times 28,400,000 kilowatt-hours of average annual production 
amounts to $56,800 per year. The sum of these two calculated amounts equals 
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$362,000 per year, or $155,890 more than is presently realized by the Government. 
If Mr. Wilkes would pay this amount to the Government, in lieu of the $207,000 
and not require the change of other provision in the contract, the Southwestern 
Power Administration would be very glad to make the necessary amendment to 
that contract. In this connection, the Administration tried for many months 
during the original negotiations to persuade Mr. Wilkes that his company should 
pay more than they agreed to pay. 

The fact that Mr. Wilkes has recently testified to certain unit values for power 
and energy which, if applied to the Narrows project, would yield $362,800 per 
year rather than the $207,000 in the contract is no indication of subsidy. It is an 
indic ation that the statement which you quoted from Mr. Wilkes may not apply 
to the Narrows contract, or that, due to the remote location of the project, the 
expense of constructing and operating an unnecessary transmission system to in- 
terconnect the project with the Government's integrated system, or another 
private utility company system, the negotiators of the Administration had no 
alternative but to accept the final offer of the Southwestern Gas & Electric Co. 

If the statement which you quoted from Mr. Wilkes can be sustained as evalu- 
ating the output of the Narrows project for use by his company, without con- 
sideration of the preference clause in the law, then the Government sacrificed 
the difference between $362,800, or $155,800 per year to obtain the benefits of 
integration, reduction in necessary construction, and service to customers which 
are included under the provisions of the Narrows contract and are set forth in 
the following paragraphs: 

1. The Narrows project, operating alone, would produce 4,200 kilowatts of firm 
eapacity to serve loads of preference customers at an annual load factor of 50 
percent and 3,500 kilowatts for annual load factors of 60 percent. Under the 
Narrows contract, service to preference customers is assured at 5,000 kilowatts 
at any load factor up to 100 percent. Thus the Narrows contract provides the 
Government not less than an additional 800 to 1,500 kilowatts over the life of 
the contract for service to preference customers, than the Narrows project could 
produce as an isolated generating station. 

2. No Federal transmission facilities of any kind were necessary to dispose 
of power and energy from the Narrows project under this arrangement. 

3. The company cancels, without penalty, to rural electric cooperative custom- 
ers, and without compensation to the company, any contract the company may 
have with such customer desiring and entitled to receive electric service from 
the Government within the limitation of the 5,000 kilowatts available to serve 
customers of the Government. The company then delivers power and energy 
to such customers for the account of the Government and loses any future returns 
it may have received from sale of power and energy to such customers. 

4. The company utilizes its transmission system and substations for delivery 
of power to customers of the Government. 

5. The company operates and maintains its system and delivers power and 
energy on a 24-hour-per-day basis regardless of the much shorter periods of oper- 
ations of the power facilities in the Narrows project. 

6. The company adds such new facilities to its system as are required to serve 
eustomers for the account of the Government. 

7. The company absorbs all losses in its system resulting from transmission of 
electric power and energy to customers of the Government. 

8. The company furnishes meters and performs meter-reading services for 
customers of the Government served through its system. 

It is pointed out that under present contractual arrangements for the Narrows 
project, the annual revenue of the Government exceeds that which it would obtain 
if the output of the project were marketed solely as firm power and energy to 
preference customers under the proposed rate schedule A, revised. This benefit 
of marketing peaking power to the company and firm power to preference cus- 
tomers under the Narrows contract yields an additional revenue of at least 
$195,00 per year. 


Mr. Wricur. I have this additional data which I wish to present to 
the committee. 

My good friend, Mr. Frank Wilkes, presented to the committee for 
your consideration as a justification for the use of this power produced 
at hydroelectric plants in an integrated manner certain curves and 
charts showing that hydroelectric energy must be used as peaking 


energy. I am in complete agrement with the conclusions of Mr. 
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Wilkes. I.am somewhat amazed at the values he set upon that rate 
curve for that peaking energy, because frankly | have never been able 
to negotiate a contract that gave me quite that good a rate. I shall 
remember the rate in the future, but I would like to say that that is 
not a new curve for the Congress of the United States because in 145 
when we gave you our original comprehensive plan we showed the 
contemplated use of hydroelectric power by the Southwestern Power 
Administration in exactly the fashion Mr. Wilkes testified that it 
should be used. 

We are delighted that he now agrees with this comprehensive plan 
so completely. The black line of this curve in that plan is hydro 
electric power put on the top of the total load and the white area 
below just as in Mr. Wilkes’ curve is carried by steam generation. 

Senator Hruska. Mr. Wright, for the purpose of the record will 
you identify the page and the document so we may refer to it later 

Mr. Wricut. On the chart called a typical weekday in 1965, on page 
73 of a report on a comprehensive plan of power distribution and sales 
from hydroelectric projects as authorized by the Flood Control Act of 
December 1944, in the Southwest region, prepared by the United States 
Department of the Interior and dated November 1945. 

(The report is included as exhibit A.) 

Mr. Wricur. I would like to say further that all of the contracts 
of integration we have contrary to what I fear the committee would 
assume from Mr. Wilkes’ remarks which I am sure he would like to 
have corrected, all of the contracts we have made have been for the 
purpose of utilizing power on a curve exactly like that. 

Senator Kerr. In other words, the use of your hydroelectric power 
as peaking power ¢ 

Mr. Wricnut. That is correct. Now he referred to a so-called Whit- 
ney contract which he said was the best contract and the only con- 
ee he believed that could accomplish this objective because it al- 
lowed the power to be scheduled on an annual basis. 

Unfortunately, Mr. Wilkes did not recall that he has a contract with 
the Government for the entire output of the Narrows Dam which he 
is allowed to schedule and has been scheduling for many years on an 
annual basis to utilize the power exactly as he said it should be utilized 
and he is delivering back power to us for the service of preferred cus- 
tomers to accomplish exactly this curve. 

Likewise, in the Texas contract they are served out of the Denison 
Dam not to exceed 70 million kilowatt-hours per year scheduled any 

yay the company wants to schedule it, providing their schedule shail 
not be at a rate less than 10,000 kilowatts nor more than the safe 
generating capacity of one generating unit and that company varies 
their schedule up and down to met their air-conditioning load during 
the summers or any other circumstances that may develop, and we are 
actively considering modifications in the Oklahoma contract. which 
will allow for variation with the Oklahoma companies to meet their 
change in peak since we signed the contract with them, and they like- 
wise are considering with us a situation where we have a drought year 
like we had during the past three, where, if possible, we will reduce 
their demands on us. 

In the aluminum contract a certain flexibility is allowed the Arkan- 


sas Power & Light Co. in the scheduling of power from month to 
month. 
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Likewise, they have been kind enough to the Government to agree 
that in a critical water year their power requirements from the Gov- 
ernment upon the Government’s request will be materially reduced. 

I say these things because I wish to point out that to some extent, 
at least, we have already accomplished an integrating contract with 
utilities in the Southwest, both the desired utilization of this power 
and in operating relationship which has been highly successful; 
the greatest regret of my life in the Southwest is that the same thing 
was not achieved as the chairman knows with the other 12 utility 
companies in that area. 

One time we did have a contract negotiated with the other 12 
companies in that area and tentatively agreed to. Unfortunately 
it was not approved and after we got in a position where it might 
have been approved, that contract then was not agreed to by the 
utility companies for a reason that I now believe I can tell this 
committee, and that was that the companies themselves in the areas 
of Arkansas, Oklahoma, Texas, and Louisiana, could not agree upon 
an integration of companies with the companies in the area of Missouri 
and Kansas primarily because of the present differential in fuel costs 
between those two areas and the companies could never agree upon a 
division of an integration which would allow them to proceed with 
the M. 5-R contract, when they got in a position where they thought 
they did not have to sign it. 

I feel that was one of the great failures, as you know gentlemen, 
I have negotiated down there ever since 1943 in an attempt to do this 
thing. I am happy to say in that blue area we have got pretty good 
integration, in the blue area in that map. 

That map ought to include Louisiana and Arkansas, and it ought 
to include a corner of Kansas and then we could have integration in 
the Southwest. 

It is my prayer that some day it will. 

I would like to, in closing, Mr. Chairman, say simply this. I 
have tried to give this committee the history of the operation of SPA 
and the factors that went in it regardless of whose fault it was or 
where a blame might have been attached. I wish the committee would 
understand that insofar as I am concerned, when the decision was 
made by the responsible department heads in 1954 that a certain 
method of allocation was to be adopted, that certain limitations were 
to be placed on pay-out, that those being the guide rules of the South- 
western Power Administration and I am no wise by this testimony 
indicating that I think those ought to be changed or that I think 
there is anything wrong with them. 

I have tried to tell you what we have done, why we did it up to when 
we changed doing it, and I will not say that I did not know why this 
committee was holding these hearings; I am well aware of why you 
are holding them. I hope that in your consideration of this matter 
will come a conclusion and a guide, whatever it may be, so that people 
hike I can stand up and tell REA cooperatives and others and I know 
thousands of those people personally as the chairman knows, that 
1 have to raise your rates because these are the rules and requirements 
of the United States Government. 

Gentlemen, I thank you. 

Mr. Epmonpson. Senator, could I ask 
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Senator Kerr. I want to thank you, Mr. Wright, for what I regard 
as a very comprehensive and luc id statement and exposition ¢ f the 
matters before us and for your very splendid cooperation. Are there 
further questions ¢ 

Mr. Epmonpson. I wanted to express by appreciation to Mr 
Wright for a very fine and comprehensive statement and ask him one 
further question which can be answered with a ves or no, and that 
whether or not he feels that there is a need for further hydroelectri 
power in this southwestern region. 

Mr. Wricur. I feel that I have heard a great man once say that a 
dam should be built in this country every place a dam could be built 
and every use should be made of the water in that dam that could be 
made of it, and I believe that about the Southwest. I might say that 
I have adopted the slogan of the West Texas Chamber of Commerce, 
“Dam the Southwest or you will be damned.” 

Mr. Epmonpson. I guess that is an answer of a fashion to my 
question. 

Senator Hruska. Mr. Wright, a little bit ago you testified there 
would be very little increase in rates if the incremental value in 
response to the chairman’s question on the incremental cost basis on 
the assumption of 100 years repayment. 

Why do you use the assumption of 100 years that is not 

Mr. Wricur. His question asked me that. I understood lim to 
ask me. 

Senator Kerr. That is the basis—— 

Senator Hruska. That was the question. 

Senator Kerr. That was the question. 

Senator Hruska. I see, but if the present basis of 50 years is used, 
is it then that you say that you estimated the incre: ise in rates would 
be from a quarter to a half mill or whatever it was? 

Mr. Wricur. No, sir; I did not say that. 

Senator Hruska. What was your estimate ? 

Mr. Wricut. I have not answered it. I will be glad to answer it. 

Senator Hruska. I thought you did. 

Mr. Wricnt. No; I have not. 

Senator Hruska. I thought yesterday you testified that you felt a 
rate increase would be made sometime ? 

Mr. Wricur. I testified that long before I knew of a change in the 
matters of applying cost allocations and in the light of the construe 
tion figures available at that time that I had made presentations to 
the consumers for power in the Southwest in repeated speeches much 
of which I recorded and still have the recordings, that I expected a 
rate increase, that in my judgment the rate increase would be in the 
nature of a quarter toa mill. I believe, if the Senator wants me to 
estimate what would be the effect of changing from the separable costs 
remaining benefits theory to an incremental cost method based on 
flood control as a primary purpose, in my judgment that would reduce 
the necessity of increasing rates by at least one-half mill per kilowatt- 
hour. 

Senator Hruska. From their present basis ? 

Mr. Wricur. From the 7.71 proposed. 

I would further point out in that connection that that estimate of 
one-half mill is based on the entire kilowatt-hours which we disposed 
of since some of it, the ones in the aluminum contract are not subject 
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either way to the rate increase and that being 360 million kilowatt- 
hours out of a total of about 1,800 million kilowatt-hours, and since 
the peaking rates to companies are not being changed in this rate 
presentation and would not be changed otherwise, either, it is my 
estimate that it might have an effect upon this rate of as much as a 
mill or a mill and a quarter. 

Senator Hruska. Now, these speeches to which you have referred 
and you have recordings of and all that, they dealt with this subject 
of increasing the rates. 

Mr. Wricur. They dealt with the situation of the factors that I 
believe occasion this rate increase other than the unexpected alloca- 
tions to power that have been experienced, at least they were un- 
expected, frankly, on my part. 

For example, I knew construction costs on the generating and power 
plants and transmission systems because the increase of prices gen- 
erally had been about 20 percent. 

I knew that there were increases in construction costs in the Corps 
of Engineers certainly from the estimate which we had scioinaity 
calculated. 

We have made a million dry runs, I guess, trying to find out what 
the expected rate may be, trying to point out to the power consumers. 
I believe that you have to let the people you are selling a product know 
what you are going to do both as to the sale of it and price if you 
expect to keep them as a consumer. 

For that purpose many years ago I suggested they form this Ad- 
visory Committee which meets with us every 3 months to give us their 
views and for us to present to them anything we think would be of 
interest to them in their marketing program and that is the group 
that I repeatedly told, “Gentlemen, one of these days we are going to 
have a rate increase,” and, of course, they said to me, “How much do 
you think it is going to be?” In reply to that question I frequently 
answered, “Somewhere between a quarter of a mill and a mill, in my 
judgment.” 

Senator Kerr. But you were basing that on the assumption that 
the incremental cost basis with flood control as the basic purpose of 
the project being the controlling formula. 

Mr. Wricur. I was. 

Senator Hruska. Well, that answers my question and as you pro- 
ceeded, it answered other questions which I had here. 

Thank you very much, Mr. Wright, and I want to join in the com- 
mendation of my colleagues here in the splendid fashion in which you 
testified. It seemed no matter how deep the water was into which you 
fell, you were equally able to swim on each occasion. 

Mr. Wrieut. May I say to the Senator from Nebraska that your 
former colleague, Senator Wherry, taught me many things about 
swimming. 

Senator Kerr. Thank you very much, Mr. Wright. 

The charts referred to at the beginning of Mr. Wright’s testimony 
wil] be made a part of the record at this point. 

(The charts referred to above are as follows:) 
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Summary of total sales under Arkansas Power & Light Co. aluminum contract 


Last 6 First 6 
months Fiscal year months Total 
fiscal year 1955 fisca! year 
1954 1956 
Hiydro energy to company 
Primary kilowatt-hours 180, 000, 000 142, 346, 900 180, 000, 600 502, 346, 900 
Secondary - do 3, 061, 300 22, 932, 000 6, 695, 000 32, 688, 300 
Total do 183, 061. 300 165, 278, 900 186, 695, 000 535, 035, 200 
Revenue | 
Primary ‘ $936, 000. 00 $740, 203. 88 $936, 000. 00 2, 612, 203. 88 
Secondary 3, 826. 63 28, 665. 00 8, 368.75 40, 860. 38 
a can i . 939, 826. 63 768, 868, 88 944, 368.75 2, 653, 064. 26 
Average rate per kilowatt-hour 
Primary mills 5. 20 5. 20 5. 20 | 5. 20 
Secondary do 1. 25 1.25 25 | 1. 25 
Company to Reynolds Metals Co. 
kilowatt-hours 390, 917, 000 953, 100, 000 481, 716,000 | 1, 825, 733, C00 


1 217,653,100 kilowatt-hours deferred as to purchase and delivery. 


STATEMENT OF CLYDE T. ELLIS, GENERAL MANAGER, NATIONAL 
RURAL ELECTRIC COOPERATIVE ASSOCIATION 


Mr. Exvuis. Mr. Chairman and gentlemen, my name is Clyde T. 
Ellis. Iam general manager of the National Rural Electric Cooper- 
ative Association, which is the national service organization of the 
REA-financed rural electric systems in the United States. Approxi- 
mately 91 percent of all REA electric type borrowers are members 
of the association. 

I have a deep, personal, as well as professional, interest in the 
problems posed by the rate structure and cost-allocation procedures 
with respect to the Federal multiple-purpose projects in the South- 
west. My entire life, as a boy and young man, was spent within the 
general area of Norfork, Bull Shoals, and Table Rock Dams. 

My father and other relatives still live in the vicinity. During the 
time it was my pleasure to represent a portion of that area in the 
United States House of Representatives I actively participated in the 
committee work and House debates leading to the authorization and 
appropriation of funds for several of the projects involved. Norfork 
and Bull Shoals Dams are located in my old congressional district 
now represented by Congressman Jim Trimble. Part of Table Rock 
Dam Reservoir is in that district. These projects constitute one of 
the most beneficial economic factors that have ever influenced my home 
country ; indeed, all of that Midsouth-Southwestern area. 

One of the principal powers conferred upon the Federal Govern- 
ment, and more specifically upon the Congress, by the founding fath- 
ers of our Nation is the power to regulate and stimulate interstate 
commerce. This power has generally been construed in the broadest 
possible terms. In many sections of the country, especially in the 
coastal areas, where agricultural and industrial development traces 
its history from the earliest colonial times, the interstate commerce 
power is In great measure satisfied by a regulatory function. 

However, in some of the interior sections of the country, such as 
the Southwestern Power Administration marketing area, which were 
not settled until much more recently, economic development has lagged 
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behind. These areas have not been able to overtake other sections of 
the country. Many of us who have lived in these less-favored sections 
feel that considerable responsibility rests upon the Federal Govern 
ment under a broad interpretation of the interstate-commerce doctrine 
to affirmatively encourage the development of commerce in these areas 
so that the Nation, as a whole, will be strong and less subject to the 
internal stresses and provincial strife that leads to disunity. 

Mr. Chairman, the Southwest has historically been an area of 
erratic streamflow. Periodic seasonal drought and floods have done 
much to discourage the development of our river valley areas. The 
early are yrojects in the Southwest—Norfolk and Deni- 
son—were both originally conceived as flood-control projects. 

There is a bit of repetition here that you have been over, but not 
too much, I do not think. 

Norfork Dam on the White River was originally authorized by the 
Flood Control Act approved June 28, 1938. Power was not included. 
The people were up in arms; and that was a principal reason why | 
was elected to the Congress in 1938. 

I went to work immediately to get power included, and with the help 
of a lot of other Members we finally got the ball rolling. Mind you, 
in the whole United States not a single power project had ever been 
developed as a part of the flood-control project. Under the general 
flood-control laws, until that time power had not been authorized in 
any project in the United States. This was the first—this and Denison. 

lowever, not until the Committee on Flood Control of the House of 
Representatives, by resolution adopted June 20, 1940, so requested, 
was the original authorization reviewed by the Corps of Engineers 
for the purpose of determining whether provision should be made for 
the generation of hydroelectric power at Norfork. 

In a letter of May 1, 1941—and I think this history is very perti- 
nent—Maj. Gen. J. L. Schley, at that time Chief of Engineers, trans- 
mitted: to Congress the War Department study recommending the 
installation of power facilities at the Norfork project. General 
Schley’s letter contained the report of the district engineer. In his 
report dated December 10, 1940, to the Chief of Engineers, Lt. Col. 
Stanley L. Scott—now General Scott—the district engineer at Little 
Rock, Ark., said in part: 

The region in which the North Fork River Basin lies is subject to intense 
local storms as well as general storms of heavy rainfall extending over several 
days. The more notable storms of record are of the latter type and have been 
responsible for the major floods. Storms of large magnitude occur most fre- 
quently during the spring and summer months; however, records show that 
they may occur at any time of the year. * * * Consequently, in the operation 
of a dual purpose flood control and power reservoir on the North Fork River, 
storage space above the power pool has been reserved exclusively for flood control 
to provide dependable control of flood flows at all seasons of the year. 

In addressing the subject of cost allocations and annual charges for 
power development in his report, Lieutenant Colonel Scott stated: 

Since the Norfolk Dam has already been authorized as a flood-control struc- 
ture, the economics of generating power should be based on the increased cost 
of developing the site for the dual purpose of flood control and power genera- 
tion. The first cost of a flood-control reservoir without any provisions for future 
power generation, has been estimated at $14 million. The estimated first cost 


of the dual-purpose project is $27,500,000. Therefore, the cost chargeable to 
power is $13,500,000. 


76239—_56——25 
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Now, I just thought of this a few minutes ago and I am depending 
on my memory, Mr. Chairman, but I believe that most of these projects 
in the Southwest were also first authorized for flood control only. 
Several of them, you see, that came on later were authorized back 
in 1936 in the General Flood Control Act. 

That was the basis for the Congress originally authorizing power 
installation at the Norfolk project and represe nted utilization of the 
incremental theory of cost allocation. The same cost allocation theory 
was followed at the Denison project on the Red River on the Texas- 
Oklahoma border. 

During subsequent hearings on legislation, including those held by 
the Committee on Public Works, House of Representatives, 80th Con- 
gress, Ist session, on H. R. 3036 (1947), a bill to transfer eee tion 
of hydroelectric power features of the multipurpose projects from 
the Department of the Interior to the War Department and the Federal 
Power Commission, representatives of the Corps of Engineers again 
testified to the effect that, where navigation or flood control were 
primary considerations in construction of multiple-purpose projects, 
the power produced therefrom was merely of incidental benefit or a 
byproduct. Now, that was as late as 1947. 

As late as 1953, the Southwestern Power Administration itself, in 
its Cost Allocation Report, stated that : 


In the opinion of this Administration, since the power facilities have been 
included in this comprehensive flood-control program as an incidental purpose 
or as a byproduct, it is believed that a byproduct method of accounting should 
be employed in determining the cost of these power facilities. Therefore, this 
Administration recommends that the investment cost on these other seven 
projects be determined by use of the incremental-flood-control basic method of 
allocation. 

This Administration’s recommendation is supported by the report of the Jones 
subcommittee, 82d Congress, 2d session, House Committee Print No. 23. In 
the discussion on the merits of the Separable Costs Remaining Benefits Method 
on page 29, they state: “As an important exception, however, the history of 
these projects already authorized must be considered, for that history may 
indicate that it would be unreasonable to use this particular method.” This 
exception appears to be tailored to these projects on the Arkansas, White, and 
Red Rivers that were included in the comprehensive flood-control program as 
outlined by committee Document No. 1, 75th Congress. Ist session, or that have 
been included therein by amendment * * *. 

In view of the foregoing, it is the opinion of this Administration that only 
the incremental cost of including the power facilities in the program is charge- 
able to power at the Denison, Norfolk, Tenkiller Ferry, Bull Shoals, Whitney, 
Blakely Mountain, and Fort Gibson projects, and that only the identifiable power 
facilities should be charged to power at the Narrows Project. 


Senator Kerr. Mr. Ellis, do you at any place in your statement give 
the dates of the authorization of these various projects? 

Mr. Exuis. No, sir; but I think it is important and I will be happy 
to check the record and make that a part of my statement if that 
is agreeable with the committee. 

Senator Kerr. I think it would be very well for you to do that and 
also in doing that give the detail of whether or not the original 
authorization was for flood control or flood control and other purposes. 

Senator Hruska. If that is in table form, Mr. Chairman, could 
we also get the effective date of the utilization of each particular 
project for power production ? 

Senator Kerr. Yes. 

Senator Hruska. Could that be included in the table? 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 38] 


Senator Kerr. I think that Mr. Wright gave it to us, but put along 
with the table you submit that pertinent information with reference 
to each project also. 

Senator Hruska. It is already in the record but this would be in 
a more convenient form. 


Mr. Exuuis. Fine. 


Let me be sure I understand, Senator Hruska, 


you mean the time the project came into power production ¢ 
Senator Hruska. Yes. 
Mr. Exuis. You understand that this is going to show dual author- 

ization on many of these, first flood control and then power later? 
Senator Kerr. Certainly. 
That will be inserted in the record at this point. 
(There follows requested information; on projects involved :) 


Project 


Narrows. .... 


Norfolk. 


Bull Shoals 
Tenkiller Ferry 


Fort Gibson. -. 
Demis 0 dess<u 


Whitney_-. 


Table Rock 


Blakely Mountain. 


Dardanelle........-- 
Pes senci aha 


Greers Ferry--.__- 


WN cetcnas ses 


Short Mountain - -_- 


Webbers Falls 
Keystone 


DemBis.2kts-28 


Rowdies... .......-<3- 


McGee Bend 
Belen... 15s. 


Flood Control Act, June 28, 1938, 
| Flood Control Act, Aug. 18, 1941, 





tte Se siieeseaene é 


Multiple-purpose projects in the Southwest 


Date of initial authorization 


Flood Control Act, Aug. 18, 1941, 
Law 228, 77th Cong., Ist sess. 
Flood Control Act, June 28, 1938, 
Law 761, 75th Cong., 3d sess. 


Flood Control Act, Aug. 18, 194], 
Law 228, 77th Cong., Ist sess. 
Floot Control Act, June 28, 1938, 
Law 761, 75th Cong., 3d sess. 


Public 


Public 


Flood Control Act, Aug. 18, 1951, 
Law 228, 77th Cong., Ist sess. 
Public 

Law 761, 75th Cong., 3d sess. 


Law 228, 77th Cong., Ist sess. 
Flood Control Act, Dec, 22, 1944, 

Law 534, 78th Cong., 2d sess. 
Flood Control Act, Aug. 18, 1941, 

Law 228, 77th Cong., Ist sess. 


Public 


Public 


Flood Control Act, Dec. 22, 1944, 
Law 534, 78th Cong., 2d sess. 


Public | 
Public | 


Public | 


Public | 


| Date of power author- 


ization 


Same... 


Flood Control 
Aug. 18, 1941, Pub- 
lic Law 228, 77th 
Cong., Ist sess. 

Same 


Rivers & Harbors Act, 
July 24, 1946, Public 


Law 525, 79th Cong., | 


2d sess. 
Same 


do 


do 


Public |_--- 


Rivers and Harbors Act, July 24, 1946, | 


Public Law 525, 79th Cong., 2d sess. 


sk an indie bicep eae sin ni sccsttihedartetoola 

Rivers and Harbors Act, May 17, 1950, 
Public Law 516, 81st Cong., 2d sess. 

Flood Control Act, June 28, 1938, Public 
Law 761, 75th Cong., 3d sess. 


do 


..do 


Flood Control Act, 
Sept. 3, 1954, Public 
Law 780, 83d Cong., 
2d sess. 


Flood Control Act, Sept. 3, 1954, Public | 


Law 780, 83d Cong., 2d sess. 


Rivers and Harbors Act, July 24, 1946, Pub- 


lic Law 525, 79th Cong., 2d sess. 


Law 516, 8ist Cong., 2d sess. 
Flood Control Act, June 28, 1938, Public 
Law 761, 75th Cong., 3d sess. 


Rivers and Harbors Act, Mar. 2, 1945, 


Public Law 14, 79th Cong., Ist sess. 


Rivers and Harbors Act, July 24, 1946, 
Public Law 525, 79th Cong., 2d sess. 


Rivers and Harbors 

Act, July 24, 1946, 

Public Law 525, 79th 
Cong., 2d sess. 


Flood Control Act, 
Sept. 3, 1954, Public 
Law 780, 83d Cong., 
2d sess. 


Act, 


Initial opera- 
tion 


June 1950 


June 1944 


October 1952 


November 
1955. 


| March 1953. 


March 1945 


July 1953. 


Estimated, 
December 
1958. 

September 
1955 

Not scheduled! 


Estimated, 
March 1963 


Not scheduled 
Do.! 


Do.! 


Do.! 
Dol! 


Do.! 
Do.! 


Do.! 


Do. 


Do.! 
Estimated 
June 1961 
Notscheduk 


LL 


Funds appropriated last year. 


Not in budget this year. 
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Multiple-purpose projects in the Southwest—Authorized purposes and power 








installations 
Generating units 
Available for commercial |? ge for 
Project Authorization | Purposes operation future units 
| m3 jNum-| p; 
Kile | ate (Rea Kile 
| } = units; "°"" 
3 ll | | 
Denison. _-- June 28,1938 | Flood control and power...) 35,000 | March 1945_. } 3 | 35,000 
Aug. 14,1953 | Water supply n 35,000 | Septembe: 1949 
Norfork__- | June 28,1938 | Flood control i ...| 35,000 | June 1944 __. 2 35, 000 
Aug. 18,1941 | Flood control and power. 35,000 | February 1950 co 
Bull Shoals |} Aug. 18, 1941 | Mase 40,000 | October 1952__- 4 | 40,000 
| 40,000 | do = ‘ 
| 40,000 | December 1952 he : 
40,000 | June 1953 eee 
Fort Gibson --} Aug. 18, 1941 |.....do_. ...| 11,250 | March 1953 | 2 | 11,250 
11, 250 do._.. ot 
11,250 | May 1953. | | 
| } | 11,250 | September 1953__| 
Tenkiller Ferry_....| June 28,1938 | Flood control J | 17,000 November 1953__| 
| July 24,1946 | Flood control and power... 17,000 | December 1953 
Blakely Mountain..| Dec. 22, 1944 do.. | 37,500 | September 1955 
| | 37,500 | October 1955 aa 
Table Rock.........| Aug. 18, 1941 | conics in 50,000 | December 1958! | 2 | 50,000 
50,000 | March 1959! 
pangewe:...........] Aug. 1, Wal | -.-- eins -45;-.- 8, 500 | June 1950 | 8,500 
| 8,500 | September 1950__|_- arene 
Whitney... Slit a A i ese | 18,000 | July 1983 ereiiertters 
ST Be Riceed ciate ces. conscience naebaatets 


5, 000 | wens do..... 


1 Scheduled. 


Mr. Exits. It is my opinion, therefore, Mr. Chairman, that there 
is overwhelming historical precedent and equity in favor of estab- 
lishing an incremental method of cost allocations for these projects. 
The separable costs-remaining benefits method announced by the exec- 
utive department in the summer of 1954, by joint memorandum at 

Cabinet level, constitutes a reversal of established congressional and 
ndetlaclien, policy in this matter and results in an artificially 
inflated estimate of power production costs and, consequently, an 
artificially inflated rate structure. 

The apparent necessity of raising the SPA rate structure to take 
into account the additional portions of project construction cost allo- 
cated to power under the separable costs-remaining benefits theory, 
places upon the rural people of the Southwest one additional burden— 
and a gigantic one—to carry in addition to the existing disheartening 
conditions of low farm income, high living costs, and extensive 
drought. And the drought, as you know, has prevailed in that area 
from 3 to 5 years, depending on which section of the country, and 
the farmers will have to bear most of this added burden. 

It has been estimated that the — rate increase will cost the 
rural electric cooperatives of the Southwest approximately $1,750,000 
a year, now, in immediate direct effects based on current use of elec- 
tricity. And every year thereafter it will cost us more. 

The municipally owned systems in the area would suffer an increase 
of $300,000 annually, we estimate. 

Furthermore, the added cost for the Government in the area, that 
is mostly to 2 naval bases, 2 Air Force bases and Fort Sill, will be at 
the rate of $410,000 for 1956. Now, this is a taxpayers’ increase. 
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The total additional cost to the preference customers and the tax- 
payers—as of 1956 use—would be roughly $2,500,000 a year. And it 
will increase every year as uses increase and new projects come into 
production. 

Mr. Chairman, I understand that during his testimony before you, 
the Assistant Secretary of the Interior emphasized several times the 
fact that nearly a 40-percent increase in wholesale power costs to the 
rural electric systems, which is contemplated by the proposed rate 
schedule, would be of little importance to the average consumer. 

Senator Kerr. I think he referred to it as an insignificant item. 

Mr. Exuis. Yes, sir; but we do not agree. 

Senator Hruska. On that score, Mr. Chairman, I would again 
submit that the record will say what he did testify to; he agreed it 
would be burdensome and it would be hard for the consumers to pay 
it. However, inasmuch as the increases were dealt with in terms of 
millions, he also thought it would be fair to reduce them in terms of 
monthly payments by each consumer, but again, I submit that the 
record will show what he said. 

Senator Kerr. That is correct. That statement will be less con- 
tested than any other made here. 

Senator Hruska. Thank you, Mr. Chairman. 

Senator Kerr. The record will show what was said. 

Mr. Exxis. Well, any time you take another million dollars out of 
the farmers down there it is pretty serious, in my opinion; you take it 
out of the whole community ; you take it away from the merchants as 
well. It has an accelerating downward effect, because that money, 
you see, is taken clear out of the area; it does not remain in the area. 

Senator Symrneron. But if the Department of the Interior believes 
it is right to take it out, you would not argue about that, would you? 

Mr. Extts. I would, sir. 

Senator Symineton. You would? 

Mr. Exuis. If the Department of the Interior believes it is right to 
take it out, I think the Congress of the United States should make that 
decision. 

Senator Symineron. In other words, you think we have something 
to do with it ? 

Mr. Exits. I did think so last year, until a year or so ago. 

Senator Symineron. Did you read the testimony—lI will say to you 
like the Senator from Nebraska said, I would like the record to speak 
for itself in this case. 

Did you read the testimony about the fact that if these rates were 
not raised it would be breaking the law ? 

Mr. Exxts. No, sir; I did not read that. 

Senator Symrneron. I asked that question whether or not that 
meant that Congress would be participating in breaking the law; you 
did not read that part ? 

Mr. Exxis. No, sir; Senator, I was out in Kansas in the early part 
of this hearing, and I have not been able to read that. 

Senator Symineton. May I request that at your convenience, Mr. 
Ellis, you read that testimony and give me your opinion about that 

Mr. Exxts. I will be happy to to read it all. 

Senator Symineron. All right. 

Mr. Exxis. First, allow me to point out that the laws of economics 
dictate that when prices go up, consumption goes down. Therefore, 
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the cooperatives purchasing power from the Southwestern Power Ad- 
ministration not only face an increase in rates, but if such increase is 
passed on to their consumers, even in small proportion, the use of elec- 
tricity will go down, or it will fall below the normal line of .ncrease. 

Immediate direct extra costs taken out of the incomes of the farmers 
of that area each year—indeed, taken out of the area itself—will be 
substantial. Therefore, many more of our rural electric systems in 
southeast Kansas and elsewhere throughout the area that have whole- 
sale supply contracts with the power companies which are based upon 
or heavily influenced by the SPA rate will also be affected, and the 
losses to them may substantially approach the losses to the other sys- 
tems that are directly affected. 

At the Kansas meeting from which I have just come managers were 
saying their rates from the power companies for wholesale supply were 
reduced because of the yardstick effect of SPA, and the power com- 
panies told them so, and we expect rates to go right back up, at least 
the amount of this increase if the SPA increases are sustained. 

If the SPA rate is raised, so will theirs be, in my opinion. Thus, to 
that extent, the yardstick, too, will be lost. 

This, therefor e, all constitutes a double-barreled threat to the exist- 
ence of the rural electric systems, especially those operating in service 
areas where population is actually decreasing, where farms are being 
vacated by the hundreds, due to the critic: al conditions of our rural 
ec onomy. 

Now, gentlemen, I have handed you here something that I received 
too late to put into this statement which I want to call your attention 
to at this point. That is the table which we have just obtained 
from the Rural Electrification Administration showing miles of line 
in operation, consumers receiving service, and idle services, by States. 

Now, these are the farms, most of them are farms, that have been 
vacated, standing idle to which we have built service, you see, but 
from which we are getting no revenue. 

I had our accountant this morning total these and he gets a total 
for the whole United States of 220,628. In the SPA area, that is in 
these 6 States of the SPA area and some of these States are out beyond 
the marketing area of SPA, but for the most part they are in the SPA 

marketing area, all except Texas and within this area there are 97,367 
idle services or 44 percent of the Nation’s total; 44 percent of the 
Nation’s total are in 6 States down there. 

Senator Kerr. And those 6 States are? 

Mr. Ex.is. Arkansas, Missouri, Louisiana, Kansas, Oklahoma, and 
Texas. 

Senator Hruska. And, Mr. Ellis, what was the total that you gave, 
nationwide ? 

Mr. Ettts. Nationwide, the total is 220,628. 

Senator Hrusxa. I see, it is at the top, I am sorry. 

Mr. Exuis. If it is agreeable with you, Mr. Chairman, I would like 
to ask that this table be inserted in the record at this point. 

Senator Kerr. It will be done. 
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(The above-mentioned document is as follows:) 





Miles of line in operation, consumers receiving service, and idle services, by 
States, as of June 30, 1955 























































| Con- 


| Com | wy : . 
| Artes | Sumers | Number he sumers | Number 
Miles : | of idle ‘I Hes “ne of idle 
j receiving! corvices | receiving | wo rvices 
service , service s 











United States__}1, 348, 069 \4, 187, 825 22), 628 || Nevada 165 7H ™ 
—--——'- - ——— || New Hampshire 2, 467 15, 981 5y8 
DI niicsinitcacsines 34,997 | 155, 597 6, 244 New Jersey 556 3, 742 120 
Arizona-.-_-- | 4,341 | 12,499 680 | New Mexico 18,738 | 44,775 3, O0 
Arkansas. -_- .--| 38,659 | 129, 666 | 24, S87 New York 3, 106 10, 915 270 
California... a 3,099 | 35,754 526 || North Carolina 39, 971 178, 170 9, 872 
Colorado__..... . 20,462 | 68,039 2, 271 North Dakota 51, 643 63, 164 1,419 
Connecticut. --.-...|.. ‘ | ; Ohio. 29, 019 125, 218 2, 647 
i eS 1,961 | 8, 316 137 || Oklahoma. -. 59, 305 132, 278 15, 273 
Florida. .-__- ‘ 18, 920 65, 939 6,330 | Oregon 9, 659 31, 890 1, 752 
GOTEE cccn and tuck 60,468 | 244, 285 18, 809 Pennsylvania 16, 101 66, 263 2, 605 
AR dccmgawnneel 6,475 | 14,756 463 Rhode Island 
INinois__.__-- : 44,450 | 134, 460 5, 804 South Carolina 30, 702 122, 643 5. 006 
Indiama............| 386, 623 155, 436 4,495 || South Dakota_-.. 46, 284 68, 714 2,118 
lowa..... ay 55, 633 | 135, 654 4,244 Tennessee 43, 579 283, 110 ; 
Kansas_.-_. _..| 53,069 92, 921 5.434 || Texas___- 134,785 | 318, 472 25, 336 
Kentucky... .....- 46, 802 204, 788 10, 920 Utah. .... 1, 833 4, 506 226 
Louisiana____- --| 23,140 105, 617 4, 327 Vermont__. 1, 835 5, 667 286 
Ce ae ee 898 | 4, 024 529 || Virginia. 24, 507 17, O40 4, 248 
Maryland es 5, 554 30, 136 : Washington 13, 429 34, 431 915 
Massachusetts_ Seid cyte teenie s West Virginia___- 570 2, 451 
Michigan..._.......| 17,984 69, 215 2,538 || Wisconsin -. ; 29, 716 80, 945 4, 167 
Minnesota___- b 78, 230 195, 269 5,304 || Wyoming_. 12, 818 20, 302 34 
Mississippi - - -- 60,816 | 215,811 8, 269 || Alaska 1, 142 12, 645 417 
Missouri____- 81,959 | 237, 280 22,110 || Virgin Islands_- 
Montana-.-__- ..| 26,042 | 39,026 1,468 || Puerto Rico----._- 654 11, 512 
3,760 || Hawaii---- 97 853 


Nebraska__-___- ---| 55,626 96, 854 | 


Senator Hruska. Mr. Ellis, you mentioned Texas in that all of 
Texas was not inthe SPA area. Now, in that 97,000 figure which you 
gave us was all of Texas included or just that portion—— 

Mr. Exits. Yes, sir; all of Texas. 

Senator Hruska. Not only that portion which is in the SPA area 
but the entire State? 

Mr. Extis. Yes, sir; that is right, and that is also true of Kansas. 

Senator Hruska. All right. 

Mr. Exits. I firmly believe that this is no time to increase the bur- 
dens of the farm people, especially in that area, and especially, fur- 
thermore, when, in my opinion, it is completely unnecessary to do so. 

The Assistant Secretary of Interior in charge of power, during his 
testimony, also stated, I understand, that the evolution and applica- 
tion of an appropriate repayment schedule and cost-allocation pro- 
cedure was a matter of administrative determination within the 
executive branch. I am not in accord with this theory as I believe 
that in as much as it is within the well-established purview of the 
Congress to authorize and appropriate funds for the construction of 
these projects, so it should also follow that there must be implied an 
authority in the Congress to establish basic policies for the execution 
of its legislation. 

The Assistant Secretary further testified that when he took office he 
found that the various agencies of the Department were utilizing 
widely different cost-allocations procedures, and that it was his policy 
to standardize on one procedure that could be applied to the various 
areas of the country. 

Senator Kerr. Just a moment now, Mr. Ellis. First, I want to 
say that I have the highest regard for the Assistant Secretary and 
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his sincerity and integrity and purpose, but, is it not a fact that 
the formula he now recommends would provide the highest power 
rates to consumers of any of the formulas that have been advanced, 
discussed, or advocated ? 

Mr. Exuts. So far as I know, Senator, that is true, and I believe 
that is correct. I, furthermore, believe that is the purpose. 

Senator Kerr. But, whether it is the purpose or not, it would re- 
sult inthe highest rates which would ensue by the application of 
any of the formulas that have been discussed or presented ? 

Mr. Exits. That is true—— 

Senator Kerr. As you know. 

Mr. Etuis. To the best of my knowledge and belief. 

Reserving my disagreement with the Secretary on this point as to 
who should do the allocating and as to whether there should be a 
standardization of the formula because of the basically diverse prob- 
lems of resource development of various sections of the country, I 
think that the problem of administration which he seeks to remedy 
by adoption of a uniform cost allocation procedure could be better 
solved at policy level by the Congress. In short, I believe that the 
Congress must undertake the responsibility for fixing the basic policy 
with respect to resource development. Indeed, even assuming that 
such policy is fixed at congressional level, the application of what- 


ever cost allocation theory is adopted would, in itself, afford the © 


administrative agencies wide latitude in the estimation of benefits 
and costs of various features of a multiple-purpose project. 

A further advantage to be secured from congressional determina- 
tion of cost allocation procedure, Mr. Chairman, would be the stan- 
dardization of practice as between the successive Federal administra- 
tions. As the matter now stands, the separate costs-remaining bene- 
fits method, under the direction of the present administration, has 
supplanted the incremental method used by the former administra- 
tion as to projects in the Southwest. Perhaps the philosophy of the 
next succeeding administration will dictate the use of a formula dif- 
ferent from either the incremental method or the separable costs- 
remaining benefits method and the purchasers of electric power in 
various sections of the country will be faced with a second readjust- 
ment of the rate structure to conform to whatever philosophy may 
then prevail. 

Senator Hruska. At that 2, Mr. Ellis, would not that same un- 
certainty attach as to succeeding Congresses? After all 

Mr. Exx1s. I do not believe—it would in theory, I suppose, Sena- 
tor—but I do not believe the Congress of the United States would be 
inclined to change its formula so often. The history indicates it has 
not done so. The Congress, for instance, has not sought to change the 
formula, for instance, on Norfork and Denison Dams which it fixed. 
I do not think that would be the case. 

Senator Hruska. Of course, if the Congress did fix it any attempt 
to change it now would not be in conformity with the law. Are you 
suggesting that the Secretary and the other agencies here in proposing 
this new allocation are violating some outstanding statute ? 

Mr. Exxts. Well, I am suggesting they are violating the expressed 
will of Congress as indicated by the Congress in the setting of the 
precedents of the area in Norfork and Denison and in approving the 
projects year after year and appropriating funds year after year, 
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knowing that the incremental method had been fixed by the Congress 
and was being used by the agencies, so I do think it is in violation of 
the spirit of the Congress— of the expressed will of the Congress and 
of the precedents set. 

Senator Hruska. Well, that is a little different statutory law, is it 
not? Are you not basing that pretty much on acquiescence, proce 
dures, and preferences, not on any specific statutory law! My ques 
tion was directed to statutory law. 

Mr. Exxis. That is why we are here. We do not believe we have a 
remedy at law. I am not saying that I believe the law is fixed and 
firm, but I do believe that was an expression and will of Congress. 
I do believe that it has been confirmed direc tly over and over and over 
again year after year by the authorization of further projects and by 
the appropriation of money when the Congress knew that the incre 
mental method and not any other method was being used or even con 
templated as far as I know. 

Senator Kerr. Let me say into the record at this point that it was 
the thesis of the statement of the chairman that in his opinion what 
ever law there is, is in support of the incremental cost method and 
that the action of the agencies, while I do not say that it was in viola 
tion of law, is in my opinion in violation of the customs and practices 
which had been in effect under existing law; and the only basis upon 
which I can feel that they can maintain that their action is supported 
by law is on the basis that under existing law they have the discretion 
to do that but not the mandate to do that, and in the doing of it they 
are using what they believe and claim as a discretionary power but 
which changes policies which have been fixed in part by law and in 
part by discretionary power under existing law. 

Senator Hruska. I understood that to be the thesis of the chair- 
man’s statement; I still have some reservations as to its validity. 

Senator Kerr. I just wanted the witness to know that if he did 
feel that there was a basis for the contention that under the law the 
incremental method could be and should be used he did not stand 
alone in the exposing of the thesis. 

Mr. Exuis. Mr. Chairman, I think in that connection there is one 
other salient fact that we ought to make, and that is that we would 
expect as in this case if Congress were going to do the fixing of the 
formula to be used that we would be granted a hearing. We would 
have the opportunity to talk out and to argue the matter. There 
is no such thing as such a hearing when the agencies show up chang- 
ing the formula as they do, there is no opportunity for the people 
to be heard as they are being heard here, in my opinion. 

The rural electric systems in the affected area simply cannot stand 
this kind of treatment. Some of them are operating in the red now 
and are unable to serve people further on out on their farms who are 
crying for service, and also back in the hills who do not, at this late 
date, have electricity in their farms and on their farms and in their 
homes. 

Finally, with respect to cost allocations, Mr. Chairman, let me say 
that there are nine methods that have been used or suggested at 

rarious times for the allocation of costs at multiple-purpose projects. 
As the able chairman has said, there is no engineer or economist pos- 
sessing the omniscient quality required to determine what is the one 
right formula to use. It is purely a matter of the best judgment of 
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whatever official or group of officials is charged with formula selec- 
tion. Many of the formulas may seem equally reasonable or may 
seem to be, but produce different results. The selection of a cost allo- 
cation procedure is not a matter of engineering administration, but 
is simply and strictly a matter of policy determination. I do not 
believe that cost allocation procedures should be a subject for con- 
tinued review with the consequent necessity of reviewing the rate 
structure and revising it to conform not only to increased cost of 
operation, but to varying allocations of original project costs. 

Some of the methods that have been utilized to effectuate the Flood 

Control Act of 1944 and deliver the benefits of these multiple-pur- 
»0se developments in the Southwest to the preference customers have 
on novel and therefore developmental in nature. There has been 
much congressional debate, for instance, both in committees and in 
the respective Houses, on the wheeling contracts between SPA and 
private-utility companies and on the power-exchange agreements be- 
tween generation and transmission cooperatives in the Southwest and 
the Southwestern Power Administration. It is our opinion that some 
of these arrangements are better than others, but we feel that with the 
reactivation of the SPA-GT cooperative contracts, that appreciable 
benefits will be realized by the rural electric systems, if only other 
obstacles are not now placed in their way. 

For a long time the power companies, as a part of their incessant 
efforts to kill us off, have been advocating these increased cost alloca- 
tions. They seem to be having a picnic now. 

Mr. Chairman, it is not only in the Southwest that the rural electric 
systems have felt the force of an administrative change of Federal 
power policy. My purpose is to show you that this pattern is pretty 
widespread over the United States. The change has been evidenced in 
the Pacific Northwest, the Tennessee Valley, in the Midwest service 
area of the Bureau of Reclamation, and in the Southeastern States 
served by the Southeastern Power Administration. 

We have heard much about the administration’s so-called partner- 
ship policy of encouraging development of badly needed hydroelectric 
power in the Pacific Northwest. Instead of following the traditional 
procedure of requesting authorization and construction funds for self- 
liquidating hydroelectric stations and transmission facilities as they 
are needed, the Secretary of the Interior and this administration have 
attempted to thrust upon the people of the Northwest a policy under 
which the Federal Government subsidizes construction of major hydro- 
electric projects by private utility companies. Under the administra- 
tion’s so-called partnership plan, the Government finances the non- 
reimbursable features of these projects such as navigation and flood 
control from which no revenue can be expected to flow into the Treas- 
ury. Financing of the hydroelectric features is left to local enterprise. 

Inasmuch as the many millions of dollars required for such local 
participation are beyond the means of most of the public and coopera- 
tive utilities, the only ones to be benefited by this program for the most 
part are private utility companies. That is the whole purpose of these 
new policies in my opinion. 

Needless to say, the doctrine of preference for nonprofit groups in 
the development of national resources is not recognized in the admin- 
istration’s partnership policy. Whatever local agency participates in 
the construction under the administration program stands to reap all 
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company builds a dam on the people’s rivers the farmers’ co-ops hav: 
no assurance of ever being able to buy a kilowatt-hour of the power 
and no protection as to the cost if they could. 

The Tennessee Valley Authority has, for 20 years, stood as a world 
wide symbol of American progress in resource development. Yet a 
though the President, during his 1952 campaign, assured the peop! 
of the Tennessee Valley, by saying: “If I am elected President, ‘I VA 
will be operated and maintained at maximum efficiency,” he has not 
once recommended construction of new generating facilities sufficient 
to meet TVA’s expanding load requirements, but has attempted in 
stead, and in violation of his promises made to the people of Ten 
nessee in 1952, to thrust upon them the now defunct Dixon- Yates 
proposal. 

In the Southeast, the situation is much the same. The rural elec 
tric cooperatives and municipalities of Georgia have been attempting 
since 1951 to purchase the 120,000 kilowatts of dependable Clark Hill 
Dam power allocated to Georgia. Except for an abortive attempt to 
market this power to the Georgia Power Co. instead of to the prefer 
ence customers who are entitled to it, entitled to it by e xpress direction 
of Congress. Interior has backed and filled for 3 years in an attempt 
to prevent proper disposition of this power. In an opinion made 
public on October 12, 1955, Attorney General Brownell stated, in p 
with respect to the Georgia situation : 


of the benefits from the low-cost power av: ailable. Where a Pp wel 


An interpretation of section 5 (Flood Control Act of 1944) authorizing the 
Secretary of the Interior to reject a purchase offer by a cooperative becaus: 
has no presently available means for taking and distributing the power * * 
flouts the congressional purpose. 

The Attorney General also said in that same opinion: 


* * * it is my opinion that section 5 of the Flood Control Act of 1944 does not 
authorize the Secretary of the Interior, under the circumstances here presented, 
to enter into the proposed contract with the Georgia Power Co. 

This opinion of the Attorney General was suppressed and kept 
secret by the Department of the Interior from July 15, 1955, whe " 
it was rendered, until October 12, 1955, when it was discovered and 
made public by an investigating subcommittee of the House Con 
mittee on Government Operations. 

It is indeed sad commentary on the administration, it seems to me. 
that it must suppress the views of its own legal counsel in an attempt 
to enforce a Federal power policy diametrically opposed to the re 
peated expressions of the Congress, and during this period, after the 
opinion had been rendered, the Department of the Interior went 
right on pressing the rural electric cooperatives of Georgia to agree 
to this contract which the Secretary of the Interior already knew the 
Attorney General said was illegal, and I understand from some of 
our people that the Assistant Sec ‘retary of the Interior stated in reply 
to their questions to him about that, “Well, if the co-ops in Georgia 
had agreed to that then it would have been legal.” 

W ell, of course it would, but they would have been agreeing to give 
their rights away which they did not know the Attorney General had 
said so eloquently were theirs to enjoy. 

Not only are the cooperatives of Georgia still being denied the 
power to which they are entitled from the Clark Hill project, but the 
Government, in failing to negotiate the sale of this power, is losing 
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a substantial block of revenue that should be flowing into the United 
States Treasury to repay the cost of the dam. It is calculated that the 
Department’s refusal to recognize the preference status of Georgia 
cooperatives fixed by Congress to market the power in accordance with 
that stated is costing the United States about $500,000 per year. That 
is what it is costing the taxpayers because the Department of the 
Interior continues, in my opinion, and I think in the Attorney Gen- 
eral’s — to flout the will of Congress in Georgia. 

Similar policies are being put into effect in ‘the Western States, 
where power is marketed by the Bureau of Reclamation from — 
Federal multiple-purpose projects. Nineteen rural electric coopera 
tives in western Minnesota have been negotiating for approximately 
514 years to secure firm power from the Missouri River dams in North 
and South Dakota. Originally it was contemplated that the Bureau 
of Reclamation would build a “complete transmission system in west- 
ern Minnesota to deliver power to the load centers of these coopera- 
tives. However, to reduce the investment of the Federal Government 
and to secure the unified support of the power companies of Minne- 
sota, these cooperatives, in 1951, entered into an understanding with 
the power companies whereby in return for the companies’ promise to 
wheel power to these cooperatives from a 230 kilovolt transmission 
line to be built by the Bureau of Reclamation in western Minnesota, 
the cooperatives in turn promised to not further support the neces- 
sary smaller Federal transmission lines to deliver power on to their 
own load centers. The power companies promised to do that. 

In 1954, Mr. Chairman, the Congress appropriated funds to begin 
construction of this backbone transmission line into Minnesota. The 
Bureau of Reclamation began negotiating with the power company 
for the wheeling contract to supply the 19 cooperatives involved. A 
contract was finally signed on June 14, last year, 1955, but was cer- 
tainly not what the 19 cooperatives of Minnesota originally antici- 
pated. 

Although the cooperatives will pay the Bureau of Reclamation 5.5 
mills, the firm power rate, for Bureau power wheeled to them by the 
company, the contract provides that the cooperatives will have to, at 
their own expense, install automatically relayed circuit breakers at 
their substations so that in the event of an interruption to service on 
the Bureau system, the company may immediately and automatically 
disconnect all of the cooperative consumers from the line. This means 
the co-ops will not get firm power at all. The contract places on the 
cooperative the burden of going to the power company and arranging 
a separate contract with the power company to firm up the supposedly 
firm Bureau of Reclamation power. 

This is indeed an anomalous situation and to my knowledge the 
first time that this type of provision has ever been included in a 
wheeling contract. I am told that it will cost the 19 cooperatives 
an additional $485,000 per year in power costs to get this firm Bureau 
of Reclamation power—supposedly firm power—firmed up if such a 
situation should develop. It will, I understand, raise the average 
power costs to the cooperatives from 5.5 to 7 mills per kilowatt- hour. 
This rate, of course, assumes that the existing cost allocation to the 
Missouri River dams are not disturbed as they have been in the case of 
the Southwestern Power Administration area. 
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If the cost allocations are raised, of course, there would be a further 
increase. It is indeed likely, I should think, that the cost allocations 
originally determined by the Bureau of Reclamation for the marketing 
of power from Missouri River dams may be restudied and the rates 
further increased. The Missouri River dams were also, and are being, 
built by the same Army engineers under the same law and the power 
is being marketed by the same Department of the Interior under the 
same law as in the SPA area. 

As a matter of fact, Assistant Secretary Aandahl, speaking at a 
meeting at Fargo, N. Dak., on September 29, 1953, and I think this is 
very significant, stated : 

As a word of warning, I would like to forecast that 


, except in high fuel cost 
areas, 5 years hence— 


and 2 of those years have passed— 


the spread in price between federally produced power and locally produced 
power, either from steam plants or otherwise, will be much less than it 
the present time. 

The availability of remaining power to nonpreference customers, together 
with prospective reduced differential in the price of Federal and locally pro- 
duced power, should materially reduce the unfortunate pressure on local com 
munities to establish local public power entities just to make Federal hydro- 
power available to themselves. 


is at 


That word “unfortunate,” in my opinion, is unfortunate. I do 
not know of any trend like that. It is certainly small, if at all. The 
trend has been the other way in the United States in the last two 
decades. 

The Assistant Secretary has apparently already placed his policy 
in force in the Southwest, and it is reasonable to assume that within 
the 5-year period prophesied by him in September of 1953 additional 
power cost increases to the farmers and others may be anticipated 
in the Missouri River Basin area also. 

It is my recollection that the Assistant Secretary in testimony be- 
fore this group of subcommittees on February 27, 1956, said his De- 
partment had already restudied the cost allocation for the Missouri 
River Basin and that a rate increase was not needed immediately. He 
implied that an increase might be necessary if new projects 
undertaken. 

Also in the Missouri Basin area, the Bureau of Reclamation’s fail- 
ure to provide, through purchase of off- peak steam energy, necessary 
supplemental power to firm up its hydrosy stem in adverse water 
years, is placing it in a position of being unal Te to deliver firm power 
to cooperatives in Iowa serving 13 counties on the western edge of 
the State. 

In July of 1952, REA loaned $7,551,000 to the Northwest Iowa 
Power Cooperative which is a federation of 10 distribution co-ops, 
for the construction of transmission lines to bring Missouri River 
Federal hydroelectric power to themselves. — of the conditions 
precedent to the loan was the execution of a contract between the 
Northwest Iowa Power Cooperative and the Sateen of Reclamation 
for a supply of firm power adequate to serve its needs. It is just a 
transmission co-op. 

Contracts were executed with the Bureau of Reclamation provid- 
ing for the purchase of about 35,000 kilowatts of firm power for 


were 
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delivery through the Northwest system to the member distribution 
cooperatives. 

One of the conditions subsequent to the duty of the Bureau of Recla- 
mation for service to the Iowa system was that the Northwest trans- 
mission system must be placed under construction contract by July 1, 
1953, and that the Bureau’s liability terminated in the event such 
a construction contract was not consummated by that time. Notice 
how they tie us down to such definite timing and then what happens? 
The Iowa people complied with this provision in consideration of 
the service they were to receive from the Bureau, and actual construc- 
tion started on August 24, 1953. The contract with the Bureau had 
been signed on April 10, 1953, in anticipation of service by April 1, 
1955. 

However, construction of the Missouri River dams was slowed be- 
cause of various factors, and it was evident—and one of those factors 
was, of course, the smaller appropriations by Congress in 1953—and 
it was early in the game that service would not be available in 1955. 
However, on May 27, 1955—and I should have said appropriations 
by the Congress at the request of the Bureau of the Budget—the re- 
gional office of the Bureau in Denver wrote to Mr. Lloyd Caulkins, 
manager of the Northwest Iowa Power Cooperative, stating: 


We understand that you need to know the date when the United States will 
be able to serve the full load requirements of the NIPCO— 


that is the Northwest Iowa Power Cooperative— 


member cooperatives so that you may plan your operations accordingly. We 
are confident that we can serve the full load requirements of the NIPCO mem- 
ber cooperatives by April 1, 1956— 


that isa year later— 


I believe you can be assured that we will meet that date unless something 
bordering on a catastrophe happens to the system. 


Again, on November 22, 1955, the same office wrote to Mr. Caulkins, 
stating: 


There is no change in the operating plan of the main system powerplants 
than that issued under date of August 1955. * * * But as it now appears, it 
will be late in March before power can be made.available to NIPCO (March 


1956). 

In January of 1956, Mr. Caulkins was invited to a meeting between 
Bureau officials and cooperative representatives to be held in Fargo, 
N. Dak., with respect to furnishing of firm power service by the 
Bureau of Reclamation from its Missouri River plants to the prefer- 
ence customers. 

At the Fargo meeting, the Missouri River Basin people, including 
the farmers of Northwest Iowa Cooperative, were told by Bureau 
officials that because of water conditions, the Bureau would be unable 
to supply any new customers with firm power during 1956, pending a 
study of water conditions by the Corps of Engineers. 

This is in violation of the Bureau’s agreement with NIPCO. Inte- 
rior has talked about supplying NIPCO some secondary power dur- 
ing the navigation season, if the co-op can arrange with other power 
suppliers, presumably power companies, for firm standby service. 
Alternatively, Interior talks about supplying peaking capacity without 
any energy during the winter nonnavigation season. It would be 
necessary for the co-ops to arrange for a source of supplemental firm 
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energy, presumably from a neighboring power company, if possible, 
io utilize this proposal. 

Actually, Interior has not put either proposal into an offer as yet, 
and it is not long until April 1956, and the power companies in Lowa 
have indicated unwillingness to supply the required supplemental 
service. 

Interior, in its reshaping of policies of its overall policies to favor 
the power companies, has deliberately manufactured this inability to 
carry out its contracts with the farmers’ rural electric co-ops and I 
will show you how. 

The situation arises largely from the policies contained in the 
Interior’s new Missouri River Basin mar keting criteria of 1953, which 
strictly limits the Bureau in the amount of steam energy it will pur- 
chase to back up its hydro system during periods of low water. Inte- 
rior’s Missouri Basin marketing criteria limits the Bureau very se- 
verely in the purchase of thermal generated energy from available 
sources in the area to supplement energy available in low-water years. 
The Bureau, in the criteria, stated that it antic ipated purchasing 
such thermal energy in amounts necessary to make firm energy availa- 
ble in the area to an amount not exceeding that which would be availa- 
ble under average water conditions which was not the old policy. 
ut as a minimum, the firm-energy capability of the am m is to be 
considered as not less than 110 percent of adverse year energy. 

Interior’s basis for thus drastically limiting the Rasen to the 
minimum purchases of firming energy was st: ated in the criteria to 
be that experience had shown “that the sale of power on an average 
year basis did not require curtailment of service. You see, here they 
told us it will not happen, due to insufficiency of water and inability 
to augment such energy to average year conditions. This premise 
how proves to be false, inasmuch as the Bureau, having apparently 
sold energy on an average-year basis and having not provided for 
adequate firming from available thermal sources, is now faced with the 
prospect of not ‘being able to supply its contract customers. 

The situation is especially serious for the Iowa co-ops because some 
of them have terminated their wholesale power contracts with the 
local utility companies timed, of course, in anticipation of getting 
Bureau power this spring, and it is serious, too, because there is not 
power enough in the area with this situation prevailing as it appears 

Oo us. 

In another area, Interior’s failure to provide for adequate trans- 
mission facilities between the eastern and western area of the Bureau 
of Reclamation’s Eastern Division Missouri River Basin system is 
costing the Government $600,000 a year in loss of revenue from sales 
of power at Canyon Ferry project on the Missouri River in Montana. 

During the period when this project was under construction, the 
Bureau of Reclamation officials told the Congress the firm power from 
the project would be marketed at 5.5 mills per kilowatt-hour. Yet 
during 1954, 89 percent of the entire output of the project went to 
Montana Power Co, at 2.5 mills per kilowatt-hour, they were dump- 
ing it to them, because of the fact that there is inadequate transmis- 
sion to link the project with surrounding preference customers and 
with other projects under Bureau jurisdiction in the area. We and 
the rural electric systems have long advocated a transmission-line ti 
between the east and west areas that would help relieve the energy 
shortage in the east and possibly a capacity shortage in the west. 
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Our electrical engineer, Charles Robinson, Jr., will discuss some 
of the technicalities of the payout period problem—if it is a problem 
as pertains to the Southwest area. 

To me any required payout period on the power costs involved 
in these gigantic multipurpose dams of less than 100 years is ridicu- 
lous. The dams themselves will no doubt stand for thousands of 
years. One possible problem might be the silting up of the reservoirs. 
At the dedication of the Bull Shoals Dam—that is the big one in the 
Southwest—I heard one of the Army engineers state that the esti- 
mated silting period on Bull Shoals Dam to the point of interference 
with its operation would be between 800 and 900 years. 

When the power facilities of these dams are paid for, they are still 

oing to be valuable assets belonging to the Federal Government. 
What are we going to do then, reduce power rates down to purely 
the escuela of running the water through the turbines? That 
figure would be down toward zero. The thing to do, in my opinion, 
is to nail this amortization period down by law to not less than 100 
years—that should be an average—not less than 100. 

And, finally, I submit that these proposed cost-allocation increases 
are illegal, first, because they are contrary to the letter and spirit of 
the SPA contracts with the farmers, aa secondly, because they are 
contrary to the will of Congress as expressed in several laws. For 
instance, how can anyone reconcile these proposed cost-allocation in- 
creases with this sentence in section 5 of the Flood Control Act of 
1944: 


Rate schedules shall be drawn having regard to the recovery (Upon the basis 
of the application of such rate schedule to the capacity of the electric facilities 
of the projects) of the cost of producing and transmitting such electric energy, 
including the amortization of the capital investment allocated to power over a 
reasonable period of years. 


But, however illegal this Interior action might be, the only practical 
remedy we in that section have available to the people is through 
appeal to the Congress. 

Mr. Chairman, I do not think we should discuss costs or cost allo- 
cations on Federal multipurpose projects without keeping in mind 
that Federal power facilities not only contribute to the wealth of 
the Nation but that they also serve as yardsticks in a monopolistic 
industry. We must not permit the yardstick to be destroyed, directly 
or indirectly, because the future strength of the Nation and the levels 
of living of our people are directly related to the amount of energy 
and the cost of that energy which powers our productive machinery. 

The yardstick is being eroded away under this administration, 
directly and indirectly. At one point with these giveaways called 
partnerships with private corporations, at another point a Dixon- 
Yates deal, in the Southwest with juggling cost allocations, and 
through the back door by accelerated tax-amortization grants. 

Since June 1951, the Office of Defense Mobilization has granted 
accelerated tax-amortization certificates to electric utilities covering 
$2.7 billion worth of electric plant. Now, this is just since 1951. 
These certificates entitle the companies receiving them to interest free 
loans of approximately $1.2 billion—roughly—at the very time that 
the Federal power rates are being juggled upward by one device or 


another, this tremendous program of interest-free loans is being car- 
ried out for the power companies. 











POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 395 


I urge most strongly, Mr. Chairman, that the Congress stipulate 
that the interest on an equal amount of the debt outstanding on Fed- 
eral power projects be canceled—now, the power companies have been 
going around this country for years and appearing before congres- 
sional committees, yelling a Federal subsidy, subsidy in the Federal 
projects, they say. Well, now they are geting it, tremendous subsidy. 
[ am simply proposing that a like amount of ; subsidy, if there is to be 
one, be applied to the Federal power projects—leaving interest to 
be paid only on that amount of the debt over and above the $1.2 billion 
in interest-free loans granted to the power companies. The reduction 
in the amount of Federal power project costs could be pro rated 
among the various projects on the basis of the debt of a project as a 
percentage of the total Federal power project debt. 

In other words, if the present outstanding, unpaid debt of the en- 
tire Federal power program were, let us say, $2.4 billion, the Congress 
should cco the obligation to pay interest on half that amount. This 
would protect the yardstick against erosion through subsidy to pri- 
vate companies. It is difficult ‘to understand why three full-time em- 
ployees over in the Department of the Interior should be permitted 
to make interest-free loans to the power companies of $1.2 billion, 
while the Federal power agencies are compelled to pay interest and 
amortize their debts. 

Senator Hruska. Mr. Ellis, before you get off of that subject, what 
is the nature of these loans and for how long a period are they made 
to these private companies? 

Mr. Exuis. Mr. Chairman, and Senator Hruska, agreeable with vou, 
our economist, Dr. Clay Cochran is here, who has made an extensive 
study of these. If it is agreeable with you I would like him to answer 
your question. 

Senator Kerr. Very well, what we want is the information. 

Senator Hruska. That is right. We want the facts, but I assume 
since you made this statement so freely and so positively, you might 
know the answer to that. 

Mr. Exuis. Mr. Chairman, I had understood I was going on earlier 
this morning. I have brought Dr. Cochran; he had a dental appoint- 
ment; he had to leave. I would like him to come back and appear 
before you to answer these questions, because I think it is awfully im 
portant. I am not qualified to answer the question which you have 
asked me. 

Senator Krrr. Let us request, then, that you get a detailed answer 
from him and put it in the record. I notice on page 22 you have a 
box score on the tax amortization program which apparently provides 
the time period in which loans up to certain amounts were made and 
a tabulation of interest-free loans based on these certificates, but it 
does not give the names of the borrowers and the details of the loans, 
and the times at which they were made and the amounts on which 
interest was waived and who furnishes the money. 

Mr. Euuis. I understand, Mr. Chairman, that Dr. Henry Blalock 
has agreed to answer the question if you want him to answer it. He, 
too, has made a study of this report. 

Senator Hruska. Mr. Chairman, we are going to have to adjourn 
here pretty soon. I presume that inasmuch as Secretary Aandah! will 
appear again here to respond to the questions of the committee perhaps 
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either Dr. Blalock or whoever else is competent to answer these ques- 
tions can appear at that time and we can go into that phase of it. 

Senator Kerr. All right. 

Mr. Ex.ts. This seemingly concerted effort to increase the cost of 
power marketed from Federal multiple-purpose projects not only in 
the SPA area, but throughout the country, by arbitrarily allocating 
disproportionate portions of project construction cost to power; by 
loading disproportionate portions of project construction cost into 
firm power utilized by preference customers for the purpose of sub- 
sidizing peaking power largely sold to private utility companies; by 
failure to build sufficient interconnecting transmission lines and facil- 
ities necessary to deliver Federal power to the load centers of pref- 
ence customers; and by a refusal to purchase a sufficient low-cost off- 
peak steam energy for the purpose of firming up Federal hydro ca- 
et to maximum efficiency, in my opinion, not only represents poor 

usiness management, but, as Attorney General Brownell says, is 
flouting the will of Congress. It is crippling the rural electrification 
program in many areas, bringing further hardship upon the farmers, 
is costing the Federal Government many millions of dollars a year in 
cash income from projects already constructed. Such policies and 
practices are discrediting the entire Federal resource development pro- 
gram. They constitute an attack upon the frequently expressed poli- 
cies of the Congress that the benefits or resource development, when 
undertaken by the Federal Government, shall accrue to all of the 
citizens, and that such benefits shall not be manipulated to the benefit 
of a few or large corporations. The Federal wholesale power program 
is being wrecked by this administration. 

It is my hope that as a result of these hearings, the policies of the 
Congress on this subject may be reaffirmed and legislation considered 
which will leave no doubt in the minds of whatever administration 
may be in office of how the Federal Power program is to be admin- 
istered. 

We think it is essential, Mr. Chairman, that this committee act to 
get legislation that would solve the problem you have been considering 
these many days. Although we would not presume to offer any defi- 
nite legislation on the matter, we feel that it should be generally as 
follows: 

1. The responsibility for allocation of costs in the multipurpose 
projects should be placed squarely in the hands of Congress and the 
respective committees that authorize the projects ; 

2. Once fixed, the legislation should forbid an administrative 
agency to juggle the figures in the future; 

3. The power facilities of the project should have a payout period 
on the average project by project, of at least 100 years; 

4. Some thought should be given to allocating a part of the cost 
of these projects to what are now such intangible benefits, such as 
recreation and soil and water conservation ; 

5. The cost allocated to power should be a real cost—that is, the 
cost of power should not be arbitrarily raised in order to cover the 
costs that would normally be allocated to other features of the project ; 
and 

6. Legislation should be enacted to offset the effect accelerated tax 
amortization certificates to so-called public utilities are having on the 
Federal power yardstick. 
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Senator Kerr. Thank you very much, Mr. Ellis. 

Now, it is about 1 o’clock. 

Off the record. 

(Discussion off the record.) 

Senator Kerr. We will recess until 10 o’clock next Thursday morn- 
ing, and at that time, Mr. Ellis, we would like for you and your 
economist to be here and we will put such questions as members of the 
committee might have for you and we also hope that Secretary Aan- 
dahl may be back with us to answer further questions at that time. 

(Whereupon, at 12: 55 p. m., the committee was adjourned to recon- 
vene et, i March 8, 1956, at 10 a. m.). 
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POWER RATES—SOUTHWESTERN POWER 
ADMINISTRATION 


THURSDAY, MARCH 8, 1956 


Untrep Srates SENATE, 
CoMMITTEE ON Pusiic Works, 
SUBCOMMITTEE ON FLoop Controt—RtIvers AND HaArsors, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:12 a. m.,, 
in room 412, Senate Office Building, the Honorable Robert S. Kerr 
(chairman of the subcommittee) presiding. 

Present: Senators Kerr (chairman of the subcommittee), Neu- 
berger, Case, and Hruska. 

Also present: Senator Murray; staff members John L. Mutz, T. W. 
Sneed, Eloise Porter, and Frances Clark. 

Senator Kerr. The committee will come to order. 

Mr. Secretary, the other day when you were here you were very 
generous in your time and effort to be of all the help you could. 1 
would like to ask you a few questions about your proposed rate sched- 
ule A revised, as set forth on page 12 of the statement that I have. 


STATEMENT OF HON. FRED G. AANDAHL, ASSISTANT SECRETARY 
FOR WATER AND POWER DEVELOPMENT, DEPARTMENT OF 
THE INTERIOR, ACCOMPANIED BY KNOLAND J. PLUCKNETT, 
ELECTRICAL ENGINEER, AND JAMES C. BRADLEY, ENGINEERING 
ASSISTANT 


Mr. Aanpant. Is that the statement that I read to the committee? 

Senator Kerr. This is the statement that was provided me as a copy 
of your statement. 

Mr. Aanpant. I have it here. 

Senator Kerr. I will read from it. 

Mr. AanpAnt. Would you identify the page, please? 

Senator Kerr. Page 12: 

The proposed rate schedule A revised has a demand charge of $1 per kilowatt, 
an energy charge of 314 mills per kilowatt-hour for the first 150 hours use of 
demand, and 6.0 mills per kilowatt-hour for all additional energy. This results 
in an average rate of 7.71 mills per kilowatt-hour at 50 percent load factor use. 

That is the rate, as I understand it, that you propose that South- 
western Power Administration shall charge its preference customers 
at the point of delivery of the power to them ? 

Mr. Aanpant. That is the rate that would prevail under certain 
conditions. There are discount provisions that are analyzed below 
which will reduce that somewhat. 
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Senator Kerr. I understand. But in order that I may understand 
this statement enough to ask you the questions I have in mind I want 
to do it on the basis of an accurate conclusion. As I read that the 
statement which says “This results in an average rate of 7.71 mills 
per kilowatt-hour at 50-percent load factor use” refers to the rate 
that you expect Southwestern Power Administration to charge its 
preference customers at. the point of delivery. 

Mr. Aanpaui. At some points of delivery. 

Senator Kerr. Will there be any point of delivery at which the rate 
will be less than that ? 

a AaNnDAHL. Yes. If the delivery is taken at high voltage, or 
1 





Senator Kerr. I am saying a 50-percent load factor use. That is 
what this says. 

Mr. Aanpauw. Yes. The load factor doesn’t refer to the voltage. 

Senator Kerr. Now answer the question this way: You say: 

This results in an average rate of 7.71 mills per kilowatt-hour at 50-percent 
load factor use. 
To whom and where? 

Mr. AanpAut. That is the basic rate that is established and that 
is the price that the customers will pay 

Senator Kerr. What customers? 

Mr. Aanpan. All customers. Any customer who buys the power. 

Senator Kerr. Will Reynolds Aluminum Co. pay that? 

Mr. AanpAHL. Reynolds Aluminum Co. contract freezes the rates. 

Senator Kerr. Then they won’t pay this rate, will they ? 

Mr. Aanpau. There is a special contract. 

Senator Kerr. They won’t pay this rate, will they ‘ 

Mr. Aanpauu. There is a special contract which freezes their rates 
so they will not pay the revised rate schedule A. 

Senator Kerr. Then this does not provide for all customers? 

Mr. Aanpaunu. There is that exception. And there are a few other 
special circumstances. 

Senator Kerr. I think we will get along, Mr. Secretary, mighty 
well. I am not trying to argue with you. I am just trying to get 
the facts in this record. 

Mr. Aanpaut. And I am trying to answer your questions as di- 
rectly as I possibly can. 

Senator Kerr. Then answer the question of whether or not this 
is the average rate which will be charged the preference customers, 
REA’s and municipalities at the point of delivery to them? 

Mr. Aanpanw. At their load centers and at their voltages. If they 
take the power at higher voltages from our generating plants, or from 
our high-voltage transmission system, they get a discount on 7.71 mills. 

Senator Kerr. Do they do that anywhere? 

Mr. Aanpauu. Northwest G. and T. will take its power from, I 
believe, a 154 kilovolt line, and they will have the 2-mill discount. The 
preference customers will take the SPA power at the delivery point 
to a distribution system will pay the 7.71 mills. 

Senator Kerr. Is that what the REA consumer co-ops—do they 
come within that category ? 

Mr. Aanpant. In the most part they will come within that category. 

Senator Kerr. Is there any exception to that ? 

Mr. Aanpaut. In the case of Northwestern G. and T.—— 
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Senator Kerr. That is not an REA consumer co-op. That is 
G. and T. 

Mr. AanDAHL. In the case of Northwestern they will buy the power 
at a discount, but then they will have their own transmission costs, 
which will probably mean a figure that is somewhat higher than the 
7.71 mills at the distribution points. 

Senator Kerr. I am talking about the delivery by Southwestern 
Power to an REA consumer co-op. 

Mr. AanpAuHL. The distributing co-ops pay 7.71 mills. 

Senator Kerr. And municipalities, who are your customers, like- 
wise. 

Mr. Aanpanu. Generally they will pay 7.71 mills where they are 
under rate schedule A. 

Senator Kerr. Can you tell me what the present price per kilowatt- 
hour is from the private utilities in that area to these same customers ? 

Mr. Aanpanu. Yes. I have the analysis sheet here that my staff 
submitted to you, Senator. 

During fiscal year 1954 in Arkansas, where 77 percent of the total 
was bought from companies, a price of 5.7 mills per kilowatt-hour 
was paid by distributing co-ops. 

In the State of Missouri, where 38 percent was bought from the 
companies, 9.8 mills per kilowatt-hour was paid. 

In Oklahoma, where 38 percent was bought from the companies, 
6 mills was paid. 

And in Texas, where 53 percent was bought, 5.9 mills per kilowatt- 
hour was paid by the distributing cooperatives. 

Senator Kerr. So that Southwestern Power is posing a rate which 
in Arkansas would be 2 mills higher than the private utilities are pro- 
viding; in Missouri it would be 2 mills less, and in Oklahoma it would 
be 1.7 mills higher, and in Texas it would be 1.8 mills higher ? 

Mr. Aanpant. That is correct. 

Senator Kerr. Where does Southwestern Power get the voltage it 
delivers to the customers we are now speaking of? ‘That is, the REA 
distributor co-ops and the municipalities? 

Mr. AANDAHL. It has two sources at the present time. One is the 
Federal hydro projects. 

Senator Kerr. What percentage of the power delivered by it to 
these two groups of customers is taken from the hydroelectric power 
projects and then delivered direct to them ? 

Mr. AanDAHL. There are really two parts to your question. SPA 
has two sources of power. One is the hydro projects, and the other 
is the steam plants of the G. and T.’s. The present hydro projects 
have about 500,000 kilowatts installation. 

Senator Kerr. Is it not a fact that Southwestern Power delivers the 
output of those hydroelectric projects to the private utility lines in 
the form of peaking power? And then receives back from the utilities 
steady power which they in turn deliver to their customers in the main? 

Mr. Aanpant. There is that element in some of the contracts. 

Senator Kerr. I then ask you, what percentage of that hydropower 
do they deliver to the utilities as peaking power for the utilities? 
Don’t misunderstand me. I think it is a wise thing to do. My in- 
formation is that they deliver it all to them. If that is the case, I 
want this record to so show. If it is less than the total, I want to know 
how much less. 
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Mr. Aanpanw. There is quite an involved question here. In the 
case of the power that is delivered to the five G. and T.’s, and dis- 
tributed by the G. and T.’s to their distributing members, there are 
two sources of that power. One is the hydro resource that goes di- 
rectly into the G. and T. systems, and it is integrated with the steam 
generating capacity that G. and T.’s have. 

And theoretically there is no private utility power involved in that 
transaction although the overall operation is integrated in such a way 
that you can’t isolate every kilowatt and every kilowatt-hour. 

Senator Kerr. Can you tell me generally what percentage South- 
western Power delivers of the hydroelectric power to the G. and T.’s? 
You said awhile ago they delivered 1 out of 5. 

Mr. Aanpaut. How is that? 

Senator Kerr. You said awhile ago they delivered 1 out of 5 to the 
Northwestern. 

Mr. Aanpant. IT don’t understand your question. 

Senator Kerr. Maybe the fellow sitting by you understands. What 
percentage of this hydroelectric power is delivered by Southwestern 
Power Administration to the private utilities? Or, if you want to 
answer the question, you can answer this: What percentage of that 
power do they deliver to the G. and T.? 

Mr. PLucknetrr. Senator, we can get the answer to that. It is 
contained in this study, the rate study. I hesitate to make an esti- 
mate of that at the moment, but that can be obtained. We will be 
glad to obtain it accurately. 

Senator Kerr. Just as a matter of your general judgment, is not 
most of it delivered to the utilities in the form of peaking power ? 
And do they not then trade back to Southwestern Power Adminis- 
tration steady power for delivery to these preference customers? Is 
that not the general purpose of this integration of this power down 
there? 

Mr. Prucknertr. Yes, sir, to some extent that is correct. The Texas 
contract is that type of contract. The Texas company receives the 
output of one unit from Denison project which can be scheduled up 
to about 35,000 kilowatts and under the contract we have the right 
to withdraw 20,000 kilowatts for preference-customer use. 

Senator Kerr. The fellow here from the Southwest Gas Co., what 
was his name? The fellow who was here to other day ? 

Mr. Pivcknett. Mr. Wilkes. 

Senator Kerr. He said you had a similar contract with his company 
at one project. 

Mr. Pivucknetr. That is correct. 

Senator Kerr. He said you had another contract on another project 
with an REA co-op that made the trade after it got it with the utility ? 

Mr. Prucknett. That is correct. In order to not confuse the way 
we have analyzed these in the rate study, I would like to point out that 
we are treating the Narrows and Whitney projects as isolated and 
separate projects, and the other projects, the other remaining seven 
projects as interconnected projects. The Whitney-Brazos contract is 
a peaking sales type contract, where the complete output is delivered to 
the Brazos Electric Power Cooperative. The cooperative has in turn 
made a contract with Texas Power & Light Co. to integrate the out- 
put into its system, and at some future date the cooperative has the 
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right to withdraw the deliveries to Texas Power & Light Co., and 
use the W hitney project power in its own system. 

So that isa peaking integrating type of contr: act for marketing of the 
complete output of Whitney project. Now if we go to the other isolated 
project, which is Narrows, the delivery is m: ade to the Southwestern 
Gas & Electric Co. system and the total plant output is scheduled 
into the company’ s system and we receive back. 

Senator Kerr. Y ou trade peaking power for steady power! 

Mr. Puucknetr. Yes, sir. We receive back under the contract 5,000 
kilowatts and accompanying energy to serve the Government 
customers. 

Senator Kerr. That is steady power ¢ 

Mr. Pivckerr. That is steady, continuous power. 

Senator Kerr. Not peaking power ? 

Mr. Piucknerr. That is not peaking power. The Narrows project 
is a very low load factor, peaking-type project. 

Senator Kerr. Isn’t it a fact—and I am going to get this informa 
tion somewhere, and if you have it I want you to give it to me, 1f you 
haven’t I want you to tell me that you don’t know but you will get it— 
isn’t it a fact that the output of these seven projects generally is handled 
in such a way that it goes as peaking power to the pr ivate utilities who 
have this integrated anced with Southwestern Power Administra- 
tion ? 

Mr. Piucknertt. To an extent that is correct. By having available 
a certain amount of steam energy under the G. and T. contracts, we 
do make use of the energy from the G. and T. steam plants to firm 
the hydro peaking capacity. 

Senator Kerr. To firm the hydro peaking capacity that you deliver 
to the G. and T.’s? 

Mr. PLucknerr. That we deliver to the G. and T.’s. 

Senator Kerr. What percentage of this hydro power do you delivet 
to the G. and T.’s: 10 percent ? 50 percent ? 90 percent / 

Mr. Piucknertrt. I will be very glad to answer that accurately, but 
I hesitate to make a guess at it. We do have it here in this study. We 
‘an tabulate the amount of peaking power that is delivered under the 
Texas contract, under the Oklahoma contract, and the amount of the 
hydro that is delivered to the G. and T.’s. We also make deliveries to 
the M. and A. Co-op, and other customers. 

Senator Kerr. Isthat G. and T.? 

Mr. Puucknerr. That is a G. and T 
Missouri. 

We also make some deliveries over the northwest system to Spring 
field. That is under rate schedule A. I point these out to just indi- 
sate that it is complex to get percentages which we do not have 
available now. We will just have to analyze the data. 

Senator Kerr. But you will tell us, and you will put into this record 
the answer to the question, either exactly what percentage or as near 
as you can determine what percentage of this hydroelectric power is 
given or handled in such way so as it gets to the private utilities as 
peaking power for them ¢ 

Mr. PLucknetr. Yes,sir. We will prepare that. 


. over in the eastern part of 
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(The information requested follows :) 


Energy sales for integrated system, Table Rock and 7 units at Bull Shoals in 
operation, for estimated average year after 1960 


Million kilowatt-hour sales 


| Percent) Percent 











Firm . Percent 
; ‘ jprimary} total 
Hydro uve Hydro ies Total | bydto | hydro total 
lprimary S®CODG-| tot) | Chases otal | 
|b . ary or with- 
drawals 
Total all sales: Year 1960 (p. 5C)!__.|1,456.6 | 422.1 [1,878.7 | 456.3 | 2,335.0 ; ees 
Sales to customers: Mt SSO) eke . " aI i 
REA cooperatives. - - ..| 720.0 128.2 848.2 325.4 1, 173.6 49.4 | 45.2 50.2 
Municipalities as | 287.5 51.3 338.8 | 119.1 57.9 19.7 18.0 19.6 
Other Government authorities 89. 1 15.0 104.1 | 11.8 115.9 6.2 5.5 5.0 
Total, preferred customers. -|1, 096.6 194.5 (1,291.1 456.3 1, 747.4 75.3) 68.7 274.8 
Sales to essential industry: | 5 id 2 ema Raae “| “a | 
(Arkansas Power & Light Co., | | 
aluminum contract) - es oabai 360.0 154.0 514.0 0 514.0 24.7 | 27.4] 22.0 
Other utility companies. .___.___- 0 73.6 | 73.6 0 73.6 0 3.9 | 3.2 
Total, utility companies -| 360.0 | 227.6 | 587.6! 0 587.6 4.7/ 31.3] 25.2 
Total, all sales...............|1,456.6 | 422.1 /1,878.7 | 456.3 | 2,335.0) 100.0, 100.0) 100.0 


1 Payout study of January 1956. 
3 Total sales to preferred customers in the integrated system of 1,747.4 million kilowatt-hours is 135.3 percent 
of the total hydroelectric generation of 1,291.1 million kilowatt-hours. 


Note.—In fiscal year 1955, the total sales to preferred customers of 577,261,531 kilowatt-hours was 98 percent 
of the total hydroelectric generation of 589,116,320 kilowatt-hours, including isolated projects. 


Capacity kilowatt sales for integrated system, Table Rock and 7 units at Bull 
Shoals in operation for estimated average year after 1960 





Preferred customers | 





Excess | Firm to 
to com- | compan- 
panies ies 


+f % Firm to | Total Total 
Firm to | Firm to other firm to 




















| cooper- | munici- | Govern- 

es aliticn | _| preferred 

atives | palities — customers 

} abe Jd ai OA De a 3 es 28 ‘P 
Texas Power & Light Co.! é 5, 000 10, 700 19, 300 0 | 0 12, 300 30, 000 

Arkansas Power & Light Co., | | 
aluminum contract ideation \ MG Barut seeaaicrpiinnes ae all ade ae 
M. & A. Electric Power Co-op. wide ees... ccs | 35,000 | 35,000 
G. & T. Cooperatives o eed | 205, 000 tection .| 205,000 205, 000 
Oklahoma Utility Companies ? 22, 848 0 13, 376 21, 776 35, 152 58, 000 
Sooner Cooperatives scien weak owed 30,000 |__ od _| 30,000 30, 000 
Direct preferred customer sales_|-------- ce 8, 380 73, 994 1, 626 84, 000 84, 000 
Other peaking sales 3_ Sn le rie hapwt Ca nic ta btatabe us 75,000 | 15,000 ; 90, 000 | 90, 000 
Excess capacity sales- 72, 000 “Re ee J Sele abet be 

el. b=. “i 77,000 | 183,548 | 372,680 | 102,370 | 23,402 | 498,452 | 682, 
Percent of total firm to each 

ID tak Sc cdst ackencgteie sds elall slots 26.9 54.7 | 15.0 3.4 73. 1 100. 0 


| 
| 


1 30,000 kilowatts delivered to Texas Power & Light Co.; 19,300 kilowatts delivered to preferred customers 
by Texas Power & Light Co.; 10,700 kilowatts retained by company. 

2 85,000 kilowatts delivered to Oklahoma Utility Companies; 35,152 kilowatts delivered to preferred cus- 
tomers by Oklahoma Utility Companies; 22,848 kilowatts retained by company; of the 22,848 kilowatts it 
purchases 5, 273 kilowatts. 

3 Other peaking sales of 90,000 kilowatts estimated to be broken down in this manner but in actual contract- 
ing, the ratio between cooperatives and municipalities and other Government authorities may be different. 
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Capacity and energy sales from isolated Narrows project for estimated 
average year 


Million kilowatt-bours 





Percent 
total Percent 
Other hydro total all 
Hydro Hydro Hydro firm Total primary ule 
primary (secondary total with- 
drawals 
Potal kilowatt-hour 
sales, Southwestern | 
Gas & Electric Co. 
contract Z 18.4 10.0 28.4 3.6 32.0 
sales to Customers: 
REA Cooperatives 18.4 0 18.4 3.6 22.0 100. 0 68.8 
Southwestern Gas & Elec- 
tric Co 0 10.0 10.0 0 1 0 31.2 
Total all sales_-__- - 18.4 10.0 28.4 3. 6 32.0 100. 0 100.0 
Kilowatts 
» . Firm with- 
Excess Firm 
, . rawn et fi 
delivered to delivered to R i e taal genes hy 
company company eratives — 
Southwestern Gas & Electric Co. contract 3, 000 14, 000 5, 000 9, 000 
Percent firm to each class_-.-..-..- 5 ia ; aft 100. 0 35.7 64.3 


Capacity and energy sales from isolated Whitney project for estimated average 








year 
Million kilowatt-hours 

— ne oo 

Hydro Hvdro Hydro 

primary ndary total 
3 — ——e ETRE a — a 
Total sales, Brazos Electric Power Cooperative , - 33.1 51.9 85. 0 

Kilowatts 

Installed Dependable 
capacity de- | capacity de- 

livered livered 
Brazos Electric Power Cooperative -- ; ; 30, 000 23, 000 





Senator Kerr. In No. 1 under this paragraph you say that: 


Service at customers’ load centers, where service is made at 66,000 volts or 
higher and the customer owns the substation, a 5-percent discount. 

Does that mean 5 percent of 7.71 mills? 

Mr. Piucknett. Yes. 

Senator Kerr. Five percent of 7.71 mills is about four-tenths of 1 
mill, isn’t it? 

Mr. Aanpanu. That is correct. 


oy eae lla bbe ed 


: Senator Kerr. What customers get any power on the basis of that 
i 5-percent discount ? 

i Mr. Aanpaut. I am asking the question of Mr. Plucknett. 

; Senator Kerr. I am willing to take whatever time is needed. 
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Mr. Aanpau_. I don’t think we have any customers that are so set 
up at the present time. 

Senator Kerr. Paragraph 2: 

Service at customers’s load centers from main grid or high voltage side of hydre- 
electric plant substations through non-Government facilities 1 mill per kilowatt- 
hour, less transmission delivery costs to Government (discount). 

What customer gets the benefit of that discount ? 

Mr. Aanpanu. We have 2 or 3 instances of that that apply. I will 
ask Mr. Plucknett. 

Mr. Piucxnetr. That will apply under the Texas Power & Light 
Co. contract, and to an extent it will apply under the Southwestern 
Gas & Electric Co contract, where the wheeling fee is approximately a 
aa a mill. Therefore, there would be a half-mill Aasouisk appli- 
cable. 

Senator Kerr. Arkansas Power & Light doesn’t get in on that! 

Mr. Piucknetr. No, sir. 

Senator Kerr. No. 3: 


Service at 66,000 volts at main grid, 2 mills per kilowatt hour discount. 
Who gets the benefit of that ? 

Mr. Puucxnett. Any customer who comes to the main grid, which 
is the 132 or 154 kilovolt system of the Government, and takes delivery 
in a substation where we have transformed from the higher voltage 
to 66 kilovolts, will then receive the 2 mills discount. 

Senator Kerr. Tell me what customers are in position to do that # 

Mr. Piucknert. There are several customers in a position to do 
that: Show-me, the city of Springfield, NW, and M and A. There 
are other customers who would be in a position to do that where they 
would come in contact with Government’s transmission system. 

Senator Kerr. Are any of those customers you named doing it now ¢ 

Mr. Piucxnett. I believe the delivery at Springfield, Mo., is at 66 
kilovolts. There are some other deliveries. I can’t name specifically 
where they are. 

Senator Kerr. Do all of the utilities take it on that basis to get it? 

Mr. Piucknert. The utilities take it at the high voltage. The 
Oklahoma companies, Texas Power & Light Co., and Arkansas Power 
& Light Co., take it from the high-voltage transmission system. 

Senator Kerr. That is from the 132,000 and 154,000 at the main 
grid? 

Mr. Prvcxnerr. That is correct. 

Senator Kerr. And they get a discount of 5 percent plus 2 mills? 

Mr. Aanpanut. Mr. Chairman, the rate of 7.71 does not apply to pur- 
chases or deliveries under integration contracts under special con- 
tracts with utilities. The purchases by utilities come under the spe- 
cial provisions of their wheeling contracts. This is not a rate that is 
used by the utilities. 

Senator Kerr. Who is this rate used by ? 

Mr. Aanpant, It is used by the preference customers. 

Senator Kerr. But none of them are in position at this time, or 
none of them at this time are doing it except Springfield ¢ 

Mr. Aanpaut. That is you mean taking advantage of the discount ? 

Senator Kerr. In position to take the power on the basis that it 
would give them the discount. 
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Mr. Piucknetr. There are many customers in position to take 
power at that voltage. 

Senator Krrr. Who are they / 

Mr. Puvexnetr. All of the G. and T.’s have extensive transmission 
systems. Where they come in contact with the Government sys- 
tem they could take delivery at the 66 kilovolts. 

Senator Kerr. Dothey? 

Mr. Piucknerr. NW takes some power at 66 kilovolts and they 
take some at 154 kilovolts where the discount of 2 mills per kilowatt- 
hour and 5 percent plus 2 mills will apply. 

Senator Kerr. Isn’t it a fact that the G. and T.’s get most of their 
power as steady power through connection with a utility line? 

Mr. Piucwknert. Not the G. and T.’s. The G. and T.’s intereonnect 
with the Government system and some of them have some 154-kilo- 
volt line that connects to the Government system. For example, the 
NW system. 

Senator Kerr. I would like to have put in this record a detailed 
statement of the customers who now take advantage of the rate dis- 
count set forth under 3 and 4 on this page. 

Mr. Piucknerr. We will be glad to do that. 

(The information requested is as follows :) 


Capacity proposed to be delivered to all classes of customers under proposed 
rate schedule A, and act ate discount, average year after 1960 


2 at Other 
REA Munitcipali- |, ; 
4 ! ( . _ te 
cooperatives ties ae Total 








Tota! deliveries, kilowatt capacity - iueaeoe= 372, 680 102, 370 23, 402 498, 452 


Discounts’ 
5 percent: 
ny oa Sd aeacopedl 6, 100 ae 6, 100 
Ras ed Sod: Ta aie akitibmans $11,108 $11, 103 
} miJl: 
Capacity, kilowatts ............_.-- steed 19,300 |. __- ; ; 19. 300 
Amount... Sa teh cheat taiasalechoihloneiinaidigts $85,000 |___. ro ; $85, 000 
2 mill per kilowatt-hour: 
CORNET s MEIN, cn docicsdcesccasecee 109, 950 15, 000 124, 950 
i al i $497, 899 $144, 540 ‘ $642, 439 
5 percent + 2 mills per kilowatt-hour: 
Capacity, kilowatts. ___-- i A ke 131, 700 15. 000 146, 700 
Re Bcctewakese Be ah Rated Gaeta Re tecth dimackedin | $806, 318 $67, 725 $874, 043 
Total: } 
Ic 260. 950 36, 100 |...- 297, 050 
Amount.. diubean $1, 389, 217 $223, 368 $1,612 585 
Percent of amount of discount received... ___- 86.1 13.9 0 100.0 








Senator Kerr. You say the utilities do not do that. What rate 
do they pay for the peaking power you give them ? 

Mr. Aanpanw. That varies in the several contracts. 

I would like to again ask Mr. Plucknett to outline to you the arrange- 
ments with the utilities because there are several of those. I have an 
outline of it here but I would prefer to have him give you the details. 

Senator Kerr. All right. 

Mr. Piucknettr. Considering the isolated Narrows project first 
where we have a contract with the Southwestern Gas & Electric Co. 
For the period of operation of this contract, which started in 1951, 
and continuing through December 1955, the average rate received by 
the Government for primary energy was 9.96 mills per kilowatt-hour. 

Senator Kerr. How much of the energy delivered was called pri- 
mary energy ? 
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Mr. Piccknert. For that period, 90,060,720 kilowatt-hours of pri- 
mary energy was delivered. 

Senator Krrr. At 9 mills? 

Mr. Piucknerr. And the Government received an average of 9.96 
mills per kilowatt-hour for all of this primary energy. 

Senator Kerr. How much was delivered as secondary ? 

Mr. Piucknetr. 73,414,110 kilowatt-hours. 

Senator Kerr. Say that again. 

Mr, PLucknert. 73,414,110 kilowatt-hours, delivered as secondary 
energy. 

Senator Kerr. What did you get for it? 

Mr. Piucknetr. 114 mills per kilowatt-hour. We get 114 mills 
per kilowatt-hour for all secondary energy delivered under all con- 
tracts in the Southwest area. 

Senator Kerr. The figure of primary energy was how much? 

Mr. Piucknetrt. Slightly over 90 million kilowatt-hours. 

Senator Kerr. 90 or 19? 

Mr. Prucxnetrt. 90. 

Senator Kerr. So that can you tell me the average of what you got 
for the total power you delivered ? 

Mr. Priucknerr. I don’t have it broken down that way for the 
average. 

Senator Kerr. Have you an engineer here who can figure it on the 
basis of the figures you have given me? 

Mr. Piucknerr. I have only unit values here. I don’t have the 
total dollars. 

Senator Kerr. If you multiplied 90 million by 9.6 and 73,400,000 
by 1.25 and added them together, and then divided them by 163,400,- 
000, that would give it to you, wouldn’t it? Is there somebody in the 
room with enough knowledge of this kind of business to compute this 
mathematical problem for me? 

Mr. Prucknett. Mr. Wright entered into the record a summary of 
the sales under the Southwestern Gas & Electric Co. contract, and that 
is set out for each fiscal year, and he gives a total for the contract. 

Senator Kerr. I want to know the answer to the question that I 
asked you. 

Mr. Piucknetr. The total revenue received under the contract has 
been slightly over $1 million. 

Senator Kerr. That is for the 90 million and the 73 million? 

Mr. Piucknettr. That is correct. For 163 million kilowatt-hours 
there has been revenue of slightly over $1 million received. 

Senator Kerr. How much over a million? 

Mr. Piucknett. It is $1,001,215. 

Senator Kerr. Then you might say $1 million for 163,400,000 kilo- 
watt-hours. 

Mr. Piucknett. That is correct. Iam told that is about 6.14 mills. 

Senator Kerr. Go ahead. You were going to tell me what each 
one of these utilities that you supply power paid for it. 

Mr. Piucknetr. Yes; on this same tabulation it is indicated that 
the average rate paid by the company for the primary energy that it 
retained, was 50.98 mills. 

Senator Kerr. Say that again? The average rate paid by what 
company ? 
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Mr. Piucknett. By the Southwestern Gas & Electric Co., for 
primary energy that it has retained during the period of operation of 
the contract, and has not delivered on to preference customers, that 
rate was 50.98 mills. 

Senator Kerr. I don’t know how you can get that in view of the 
fact that you delivered all as either primary or secondary and you 
got 9.96 mills per kilowatt-hour for one and 1.25 for the other. 

Mr. Piucknetr. It comes out from an analysis of the contract bill- 
ing and scheduling that has occurred under the contracts. Unfor- 
tunately, all of those details are not listed on this tabulation. But this 
material has been prepared by the Southwestern Power Administration 
and I believe can be substantiated. 

Senator Kerr. Has Southwestern Gas & Electric therefore paid you 
5.58 mills per kilowatt-hour for the power you delivered to it and it 
didn’t redeliver to—— 

Mr. Piucxnetr. The figure is 50.98 mills for the primary energy 
that we delivered to it and it did not redeliver. 

Senator Kerr. Is that 5 cents a kilowatt-hour? 

Mr. Piucknertt. Yes, sir; 5 cents a kilowatt-hour. 

Senator Kerr. I will tell you right now that you certainly got me 
confused. 

Mr. Prucknetr. I am trying to explain it. 

Senator Kerr. 9.96 mills per kilowatt-hour was the most they paid 
for any power; isn’t it? 

Mr. Pitucknetr. There has been a small amount of primary energy 
that has been retained. It is not significant; although I don’t have 
the amount, I am sure it is not a large amount. 

Senator Kerr. It would be terribly significant to me because I can’t 
figure out how a situation would arise under which 9.96 mills per 
kilowatt-hour was the most they paid you for any power, and yet some 
of it cost them 50 mills. 

Mr. Piucxnett. Let me try toexplain. During the first 414 months 
of operation of this contract in fiscal year 1951, there were no deliv- 
eries made to the preference customers. Then during some succeed- 
ing years there has been more primary energy generated at the project 
and delivered to the company than total energy delivered to the pref- 
erence customers. That has to do with the situation during the de- 
velopment period of getting the contract underway with the preference 
customers. So there has been a period of time when there were no 
preference customers taking the energy during the early years of 
the contract, and all of the output was going to the company 

Senator Kerr. Going to whom? 

Mr. Piucknetr. Going to the company in this case. 

Senator Kerr. They were only paying 9.96 per kilowatt-hour for 
primary energy, weren’t they? 

Mr. Piucknett. On the average, over the whole period of the con- 
tract, the Government has received, by our analysis, for all of the 
primary energy that has been scheduled out of the project, considering 
revenues from both the company and from preference customers, an 
average of 9.96 mills per kilowatt-hour. 

Mr. Aanpaunt, There is another factor that is important, and that 
is that the payment that the company makes is a lump sum payment of 
$207,000 a year and isn’t based directly on kilowatts or kilowatt- 
hours. 
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Mr. Piucknerr. That is based on receiving the output of the pro- 
ject. 

Mr. Aanpant. They pay so much for the output of the project. 
Then we credit the company as a discount against that payment the 
price for the kilowatts and kilowatt-hours that they deliver to prefer- 
ence customers, which makes it a very involved and complicated 
contract. 

Senator Kerr. Yes, sir; I want to tell you right now I have never 
seen anybody with the ability to develop an involved and complicated 
environment as these power companies. I hope that they understand 
it. I pray that the Government understands it. And some day, who 
knows, I may understand it. 

That takes care of that one power company. I would like the same 
information now with reference to each of the companies that buy 
this power. 

Mr. Piuckxnetr. One further point I would like to add is the 
average rate per kilowatt-hour paid by the Government’s customers, 
the preference customers in this case, for the period of the contract 
was 5.43 mills per kilowatt-hour. 

Senator Kerr. You are going to continue that same contract with 
that Southwest Power & Electric, aren’t you? 

Mr. Piucknett. Yes, sir; we plan to. 

Senator Kerr. But those same preference customers under schedule 
A will be paying 7.71 mills per kilowatt-hour, won’t they ¢ 

Mr. Piucxnetr. That is correct. They will be paying on that basis 
if they use at the rate of a 50 percent load factor. 

Senator Kerr. That is the usual environment, isn’t it? 

Mr. Piucknetr. Yes, sir. They will obtain a part of the 1 mill 
discount. In round numbers, about a one-half mill under this pro- 

osed rate schedule. So that would bring them back down to about 
7.2 mills per kilowatt-hour. 

Senator Kerr. How will they get that? 

Mr. Piucxnett. The wheeling fee that is paid under this contract 
is 1 mill on the basis of 1 million kilowatt-hours per month. The 
amount that is delivered to preference customers I believe has been 
about twice that amount, about 2 million. So the wheeling fee amounts 
to about one-half a mill. They will therefore be entitled under the 
discount item to about one-half mill. 

Senator Kerr. You think the future will reflect about the same 
average that the power company is paying for the power, for primary 
and secondary power? It has been in operation long enough to set a 
pattern 

Mr. Piucknett. Yes, sir. 

Senator Kerr (continuing). That you expect to be continued ? 

Mr. Piucknetr. Yes. 

Senator Kerr. And on the same basis, where they have been pay- 
ing 6.1 mills per kilowatt-hour, and the present customers have foe 
getting it at 5.3, did you say ? 

Mr. Piucknetrt. 5.43. 

Senator Kerr. In the future it will be the same price to the utilities 
but a little over 2 mills more to the preference customers? 

Mr. Aanpant., It is important to note that the—— 

Senator Kerr. Is that about the situation, and then you can note 
if it is important. 
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Mr. Piucknetr. The Government will receive a higher average rate 
for the primary energy when we consider that the 9.96 mills figure 
that I quoted was derived by taking into account deliveries to the com- 
pany and to preference customers. The average return to the Govern- 
ment for primary energy will be higher than 9.96 mills because of the 
additional rate to be charged to the preference customer. 

Senator Kerr. Does your contract with the utility provide that it 
pay in proportion to what you charge the preference customers! Or 
does it provide a certain amount that is fixed regardless of what you 
charge the preference customers ? 

Mr. Piucknerr. The contract with the utility provides for an an- 
nual payment of $207,000 per year, and then there are certain discount 
provisions for the company making deliveries to preference customers. 

Senator Kerr. That is not going to change; is it ? 

Mr. PLucknert. No, that is not going to change. 

Senator Kerr. Then they will be paying about the same in the 
future as they have been paying in the past? 

Mr. Piuckxnertr. The company will be paying the same. 

Senator Kerr. But the preference customers will be paying more? 

Mr. Piucknertr. That is correct. 

Senator Kerr. Would you give me the data with reference to what 
the other power utilities in Oklahoma pay for the power they get from 
the Southwestern Power Administration? This record has here how 
many kilowatt-hours of primary and secondary power have been de- 
livered by Southwestern Power Administration to each one of these 
utilities. It is in that file that you have. 

Mr. Piucknerr. That is correct; it is. 

Senator Kerr. I am just trying to get it in the record in an under- 
standable manner at this point. 

Mr. Piucknerr. Under the Oklahoma companies’ contract, with 
both Oklahoma Gas & Electric and Public Service Co., the contract 
provides that for each kilowatt of Government customers’ load, the 
company receives 114 kilowatts of capacity from the Government. In 
addition to this, it has the right to buy fifteen one-hundredths—0.15 
kilowatt of capacity for each kilowatt of Government customers’ load. 
The ratio therefore is 1.65 kilowatts going to the company for 1 kilo- 
watt of Government customers’ load. 

The company has the right to buy all kilowatt-hours over a specified 
number at 1.25 mills. The company delivers energy in excess of 330 
kilowatt-hours per month of the Government customers’ requirements 
at 4 mills per kilowatt hour. The Government pays the company a 
service charge of 1% mills per kilowatt-hour for all energy delivered 
to the Government’s customers. The Government’s customers pay 
the Government under rate schedule A or rate schedule A revised in 
the future. During the period of operation of this contract, which 
started in fiscal year 1951, and continuing through December 1955; the 
Government has delivered to the companies the following amount of 
primary energy: 384,527,361 kilowatt-hours; secondary energy of 
83,731,119 kilowatt-hours, to make a total of 468,258,480 kilowatt- 
hours. 

During this same period of operation the Government’s customers 
have received from the companies’ system—that has been taken out at 
various points for delivery from the companies’ systems to the Gov- 
ernment’s customers—426,457,440 kilowatt-hours. 
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The average rate per kilowatt-hour received for primary energy- 
which in this case has all been passed on to the preference customers— 
is 6.93 mills. The average rate per kilowatt-hour paid by the Gov- 
ernment’s preference customers in this case was 5.57 mills. And the 
average rate for the secondary energy paid by the companies has been 
11, mills per kilowatt-hour. 

Senator Kerr. You say this primary energy has been passed on to 
the preference customers / 

Mr. Piucknerr. To the preference customers. REA’s and munici- 
palities, and Government installations. 

Senator Kerr. How do you know what they delivered to them ? 

Mr. Puucknetr. They have delivered continuously available power 
with the energy that their loads have demanded. 

Senator Kerr. You delivered to them 384 million kilowatt-hours of 
peaking power; haven't you 4 

Mr. Piucknetr. That is correct. 

Senator Kerr. They have delivered to REA’s, municipalities, and 
Government installations 426 million kilowatt-hours of steady power; 
haven't they / 

Mr. Puvcknetr. That is correct, 

Senator Kerr. You don’t know whether that included that 384 
million kilowatt-hours of peaking power or not? 

Mr. Piucknerr. That is correct. If I might say—— 

Senator Kerr. You certainly can say so if you think it is correct. 
In fact, it might be entirely in order if you think it is correct to say so. 

Mr. Piucknerr. We haven't found a way yet to mark these kilowatt- 
hours and identify them. 

Senator Kerr. I didn't think you had. That is why I was surprised 
when you said they passed these 384 million kilowatt-hours of peaking 
power to the preference customers. 

Mr. Pirucknerr. In explaining the operation, it is quite clear that 
the companies’ schedule, 1.65 kilowatts 

Senator Kerr. You have a marvelous facility to detour when T am 
almost getting an answer from you. I would rather you didn’t do it. 
It is all right if you can’t operate any other way. 

Mr. Piucknerr. I believe this might explain what happens. Thev 
schedule 1.65 kilowatts with 330 hours of primary energy. The pref- 
erence customers get to use 1 kilowatt and get to take 330 kilowatt- 
hours. So there is no doubt that the scheduling of the energy and the 
1.65 kilowatts has to some extent, but not completely, occurred at 
times when the preference customers have not been using all of that 
‘apacity. The scheduling has generally occurred for 200 hours and 
the preference customers have needed something like 365 kilowatt- 
hours during that same period of time. 

So the company then has made that exchange for scheduling peaking 
capacity. They have made available continuous service. Some of the 
loads such as the Government installations—I expect Fort Sill is one 
of them—have average load factors that run up around 70 to 75 per- 
cent. The company meets that load as well as meeting loads that have 
a lower load factor. 

Senator Kerr. Of 50 percent or less? 

Mr. Piucxnert. Fifty percent or lower. For each kilowatt of that 
kind of load, they have obtained from the Government 1.65 kilowatts 
with 200 hours. They paid $1.15 for fifteen-hundredths of a kilowatt, 
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and they have retained one-half of a kilowatt, plus they have been 
paid a mill and a quarter for a service charge, and they have made 
available energy that the Government doesn’t have available above 
the 330 kilowatt-hours at 4 mills. Under the old rate schedule A, we 
have charged 4 mills for that energy. 

Senator Kerr. All of that still doesn’t mean that you can tell this 
committee what part of that peaking power finds its way to these pref- 
erence customers. 

Mr. Piucknerr. No. It would be very difficult to do that since 
this is being operated as an interconnected, integrated system. 

Senator Kerr. It would be just as appropriate but just as unprov- 
able for me to say that they delivered all of this 83 million kilowatt- 
hours secondary power to the preference customers, as it would be for 
you to say that they delivered all of this 384 million kilowatt-hours 
peaking power, wouldn’t it? 

Mr. Prucknert. That is correct. They possibly have delivered 
some of the 83 million kilowatt-hours that they purchased at a mill and 
a quarter, and delivered that for a 4-mill rate. 

Senator Kerr. It is just entirely possible that they delivered all of 
it for—what did you say they got in Oklahoma ? 

Mr. Piucknett. 5.57. No; it would have been delivered to us at 
4 mills. However, during an adverse water year there would be no 
secondary, and they would be delivering the 4-mill per kilowatt-hour 
energy out of their steam or other resources. 

Senator Kerr. But they took the 83 million kilowatt-hours during 
these years even though part of the years they didn’t get any of it! 

Mr. Piuckxnett. That is correct. 

Senator Kerr. Mr. Secretary, the other day you were kind enough 
to say that you would postpone the effectiveness of this increase an 
additional 30 days. There on been considerable evidence on the part 
of many members of this committee and of the Senate and of the 
House to postpone the effective date of this increase until the Con- 
gress will have had adequate time to study the overall problem of 
what should be the basis of fixing charges for power from these 
Government hydroelectric projects, and that it just might take longer 
than they would have the opportunity to give to it this year. There 
has been a bill introduced to freeze these rates until June 30, 1957. 
Would the Department be willing to postpone the effective dates of 
this increase until that time and thereby remove the necessity for 
securing that legislation ¢ 

Mr. AanpAuu. I wouldn’t think so. 

Senator Kerr. I believe that is all that I have. Are there other 
questions of this witness? 

Senator Hruska. Mr. Secretary, would your reluctance to concur 
in that extension to June 30, 1957, be based upon the present legisla- 
tion which you feel is binding on the Department ? 

Mr. AanpAauL. Yes. I feel the present legislation makes it in- 
cumbent upon us to submit a rate schedule to the Federal Power 
Commission which is now considerably overdue. 

Senator Hruska. In fact as you pointed out in the opening part 
of your statement, that period has been extended from time to time 
and you feel that your only basis of extending the time further would 
be a legislative correction, rather than an administrative one. Is 
that right? 
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Mr. AanpAnt. I feel that we have no authority to extend the sub- 
mission of the revised rate schedule for that long a period as the law 
now stands. 

Senator Hruska. Of course if that legislation is approved, you 
would have no alternative, would you? 

Mr. Aanpant. That is correct. 

Senator Hruska. Mr. Secretary, I am wondering if it wouldn’t 
serve some pur I know it would for me—if you would outline 
the history and the basis of the schedule A, of rates which we have 
been talking about so much during all these hearings. 

Mr. Aanpanu. We have a paper prepared on this. Mr. Bradley 
has given it a great deal of attention. I would like to have him 
answer that question because he can give it much more in detail than 
I can. 

Senator Hruska. That would be perfectly all right. 

Mr. Braptey. Mr. Chairman, we went into the records of the Inte- 
rior Department at the time, 1946, when there was filed with the 
Federal Power Commission the original rate schedule A. That ap- 

ars in a letter dated March 22, 1946, prepared by Southwestern 

?ower Administration, and approved by Secreta rug for trans- 
mittal to the Federal Power Commission on March 28, 1946. 

A brief of the correspondence shows that the submission to the 
Federal Power Commission by Southwestern Power Administration 
and by Secretary Krug, stated that cost estimates were not adequate 
for purposes of allocating costs because the projects were still incom- 
plete and were subject to revision. 

Further, it was stated that the Federal Power Commission in the 
field had determined the value of the output of the Federal projects, 
and that in view of the uncertainty of the cost of production, South- 
western Power Administration had based the rate schedule on the 
— 7 the power as estimated by the Federal Power Commission in 
the held. 

The submission stated further that Southwestern Power Adminis- 
tration had determined that the cost of production of energy at the 
authorized projects was substantially less than the value, and that 
the rates were, therefore, adequate for all projects then authorized. 

When power costs had been determined for the future projects, the 
submission continued, then the rate schedules would be adjusted in 
accordance with the new information. ; 

As to the cost of production that was referred to in the submission 
as having been determined to be less than the value of the power, the 
report prepared by Southwestern Power Administration, entitled, 
“Com rehensive Plan,” dated November 1945, which was incorporated 
by reference in the submission, stated that the cost of the then au- 
thorized projects, which generally include those that have been dis- 
cussed here during your hearings, would be approximately 3.58 mills 
= kilowatt-hour in contrast to the 4.13 mills estimated as the value 

y the field office of the Federal Power Commission. 

In order to arrive at that estimated cost of production, Mr. Chair- 
man, the Southwestern Power Administration made studies of alloca- 
tion. As to allocation, the submission stated the following: Denison 
and Norfork Reservoir costs were allocated by the War Department 
on the incremental method, thereby charging to power the extra cost 
occasioned by making the reservoir larger to provide power storage 
plus the cost of the direct power-producing facilities. 
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As to Table Rock and Bull Shoals, the allocation was on the basis of 
dividing the joint costs—that is the costs remaining after first sub- 
tracting the Secthineen costs from the total-project cost—dividing 
those joint costs between flood control and power production in pro- 
portion to the amount of reservoir storage space that was allocated to 
each of those two purposes. 

Markham Ferry and Fort Gibson Reservoirs were allocated on the 
basis of the alternate cost of providing the same power and flood-con- 
trol benefits by a series of separate projects, the separate projects 
principle. 

Narrows and Blakely projects were allocated by apportioning the 
costs according to the amounts of storage space allocated to each pur- 

ose, that is, power and flood control, as was done at Table Rock and 
3ull Shoals project. 

Thus it is seen that rate schedule A was based on the value of power 
yrevailing in the region, as estimated by the field office of the Federal 

ower Commission ; and that cost estimates were included in the com- 
prehensive plan which were based on several different allocation prin- 
ciples, including the incremental method, the proportionate use of 
facilities, and the separate projects. 

In order to reduce to annual capital charges the total power cost so 
estimated, although not used for the basis of rate schedule A but 
included in the submission as a supporting statement, the annual 
capital charges were based on a 50-year amortization at 3-percent 
interest. 

Senator Hruska. That was the whole basis. There isn’t then any- 
thing common to all of these projects by way of determining the rate, 
It is a mixture of several approaches, isn’t it, the way you describe it ? 
There is no common formula that runs through the whole works? 

Mr. Brapiey. There is no common allocation formula as regards 
the efforts made by SPA to pin down the cost of production. There 
was a common formula only as to the underlying basis of rate schedule 
A, sir, which was declared by SPA and former Secretary Krug in his 
submission to be based on the value of power, rather than the cost at 
these particular hydro projects. 

Senator Hruska. All these preliminary negotiations which led to 
that determination, were they all based on the idea that this was an 
interim rate which would later be supplanted by some other basis when 
the construction costs and other factors became more certain and 
known ? 

Mr. Braptey. Yes, sir. 

Senator Hruska. Referring to the last page of the statement which 
the Secretary has dated February 27, 1956, in the third column there 
on that exhibit will be seen the total integrated cost on a separable 
basis of $181,445,000? 

Mr. Brapiey. Yes, sir. 

Senator Hrusxa. On the next to the last column, under the head- 
ing “Power,” allocation for power, there is the figure of $200,234,000. 
Which of those figures was used in arriving at the computation of 
7.71 mills per kilowatt-hour which is recommended now ? 

Mr. Braptey. The total allocation, sir, the $200,234,000. 

Senator Hruska. That is what is referred to as the separable costs 
plus remaining benefits ? 
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Mr. Brapiey. That is the allocation arising from applying that 
formula to all but Denison and Norfork. 

Senator Hruska. Can you tell us what that rate would be if it could 
be computed on the $181 million figure instead of on the $200 million 
figure? Have you or can you compute that ? 

Mr. Braptey. I think we have it here. 

Mr. Aanvanu. That is computed. I have a statement. Based on 
the primary energy sales, including the aluminum contract adjust- 
ment, decreasing the investment to power from $200,233,660 to the 
incremental allocation figure of $181,445,000, would decrease amorti- 
zation and interest requirements from $7,048,890 to $6,387,463 per 
year, or a net of $661,427. 

The decrease from the proposed rate would be approximately thirty- 
two one-hundredths of a mill per kilowatt-hour for primary energy, 
or the rate 7.71 would be reduced by thirty-two one-hundredths if the 
incremental basis were used instead of the separable costs-remaining 
benefits. 

I might make one further statement and that is that there has 
been some difference of opinion about the $181 million being the 
measure of incremental cost. That is the figure that has been worked 
out in this study. I have heard some offhand difference of opinion 
about that. 

The figure of a reduction of thirty-two one-hundredths of a mill is 
based upon the conclusion that $181 million plus is the incremental 
cost. 

Senator Hruska. What do these differences of opinion involve? 
An increase of that figure or reduction thereof ? 

Mr. Aanpant. I have heard some figures that are less than that 
used. 

Senator Hruska. But on the basis of the $181 million, which is 
reported here as separable costs for power, the rate, instead of being 
7.71, would be 7.39, using the same amortization and the same rate 
of interest ? 

Mr. Aanpauu. That is correct. 

Senator Hruska. Which is 50 years at 3 percent ? 

Mr. Aanpnanu. That is 21% percent. 

Senator Hruska. Fifty years at 214 persent ? 

Mr. Aanpant. Yes. 

Senator Hruska. The incremental value was used in the case of 
Denison and Norfork, you reported in this, even in the interim rate? 

Mr. Braptey. Yes, sir. 

Senator Hruska. But it was departed from in the balance of the 
projects ¢ 

Mr. Braptey. Yes, sir. 

Senator Hruska. So that even if there were some basis for criti- 
cizing a shift from the so-called separable costs to separable costs- 
remaining-benefits formula, the difference in the increase in rates 
would be thirty-two one-hundredths of a mill ? 

Mr. Aanpbauu. That is correct. 

Senator Hruska. Again I ask, was it contemplated from the very 
beginning that there would be an adjustment of rates of some kind 
after these other factors became known and more certain, the cost 
of construction, experience of the company, and so forth? 
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Mr. Aanpant. All of the records that we have before us indicate 
that that was the case. 

Senator Hruska. That is true even of the determination of the 
Federal Power Commission way back in 1947 ¢ 

Mr. Aanpauu. That is correct. And that is indicated very defi 
nitely in the quotations that I read in my statement a few days ago. 

Senator Hruska. Mr. Secret: iry, we hs id some testimony here from 
Mr. Clyde T. Ellis, the other day. Some of it had to do with the 
specific problem, some of it, in my judgment and in the judgment 
of some other people, indicated that it is easy to determine a way 
other than reference to the calendar that this is 1956. 

I am wondering if you would care for an opportunity to probably 
comment on some of these items which had been brought forward 
in the other testimony, commenting on other projects such as the 
Pacific Northwest, the TVA, the Southeast, and so on, either now or 
at a later time. 

I think in all fairness to the Department as well as to the com- 
mittee, and in order that we may get two views on this thing at least, 
that opportunity should be afforded you. 

What would be your pleasure in that respect / 

Mr. Aanpaut. I have a copy of the testimony, but I haven’t had 
an opportunity to read it. If I may, I would like to reserve the 
privilege of submitting a statement in the record at this point. 

Senator Hruska. I would suggest, Mr. Chairman, that that privi- 
lege be extended to the Secretary, “and that he be given an opportunity 
to comment on those points in Mr. Ellis’ testimony. 

Senator Kerr. I will join you in urging him to do that, and when 
it is done it will appear in the record at this point. 

(The information requested is as follows :) 


PoWER MARKETING IN THE MIssoUrRI BASIN AREA 


The manner of serving potential customers in Minnesota with Missouri River 
Basin project power has been continually under consideration since about the 
latter part of 1949. The Bureau of Reclamation as well as cooperatives, public 
power agencies, and privately owned utilities in Minnesota have all been in- 
terested in this matter. However, it was not until allocations of power were 
made in the eastern division of the Missouri River Basin project in 1954 that 
detailed means of supplying power to customers became a matter of first im- 
portance, 

Shortly after allotments of power were made, the Bureau entered into nego- 
tiations with the Northern States Power Co. and Otter Tail Power Co., both 
private utilities having transmission systems available for transmission of 
power. In 1955 contracts were finally executed with these 2 companies pro- 
viding for wheeling of power with the Bureau to introduce power into their 
respective systems at Fargo, N. Dak., and Granite Falls, Minn., the termini of 
the Government’s 230-kilovolt transmission line. Additionally, power was to be 
introduced into the Northern States system from the Government's 115-kilovolt 
facilities at Sioux Falls. These arrangements were advantageous as they re- 
duced the necessity of an investment of the Federal Government in subtrans- 
mission facilities and permitted service to be rendered to customers at a cost 
no greater than would have been such costs over a Government-owned trans- 
mission system. 

Due to the inadequacy of a sufficient amount of Missouri River Basin power to 
permit all customers in Minnesota to receive their entire power supply from 
the Federal power system, allocation of power to many customers in Minnesota 
was on the basis that the Missouri River Basin power would represent only 
approximately 50 percent of the customers’ 1958 power requirements. In order 
to protect its own system against power demands which it might be unable to 
meet, the wheeling agencies required, as a part of the wheeling contract, an 
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arrangement that if Bureau power were not available for transmission, either 
the customers’ portion of load served by the Bureau be removed from the wheel- 
ing agent’s system or that either the customer or the Bureau purchase guaran- 
teed standby service from the wheeling agent. Since the Bureau contracts to 
deliver its firm power service subject to the hazards of failure of generation and 
transmission facilities, it does not feel justified in arranging also to pay for guar- 
anteed standby service. Thus this type of standby service if desired becomes a 
responsibility of the customer. The wheeling arrangements, therefore, are that, 
for those Bureau customers purchasing service via wheeling over Northern 
States or Otter Tail systems, the customer, if he is not purchasing firm standby 
service from the wheeling agent, must provide facilities to permit the removal 
of his system load in the event of failure of the Bureau power supply. 

The Missouri River Basin marketing criteria were predicated on selling power 
capacity equivalent to that which would be available during the winter-load 
period of a minimum water year and which could be supported during all periods 
of the year on the basis of the amount of energy which would be available in an 
average water year. There has been no change in the Bureau of Reclamation’s 
criteria on this point. To the extent that enargy availability is less than that 
available in an average water year, the Bureau anticipates its ability to pur- 
chase and expects to purchase such deficiency of energy. It should be pointed 
out, however, that these criteria pertain generally to the long-range operation 
of the Missouri River Basin power system and do not anticipate that the Bureau 
would purchase power capacity to augment power generating capability during 
the construction and reservoir filling period. 

In its negotiation of contracts for the sale of power, the Bureau has con- 
sistently refrained from specifying any particular date for initiation of firm power 
service. All customers have been fully informed of this feature in their con- 
tract. In order to keep customers informed as to possible dates of initial 
service, the possibilities and probabilities of power being available at a specific 
date have been quite freely discussed, but such discussions cannot be considered 
as commitments nor should they have been interpreted as such by any customer. 
The Bureau periodically surveys the potential availability of power as an- 
nounced by the Corps of Engineers for the main stem plants and relates such 
availability to customers’ loads and the relative requirements of such customers. 
It is the Bureau’s endeavor to commit to a specific date of delivery all of that 
power which is assured as to its continuity. To be other than conservative and 
firm in such announcements would result in defaults in the Bureau being able to 
supply firm power service. 

As of March 8, 1956, the Bureau completed its analysis of the results of the 
March 1 snow surveys and the Corps of Engineers’ estimates of power production 
for the balance of the ensuing water year. On the basis of this information, the 
Bureau has determined the amounts of power expected to be available for ini- 
tiating service to those new customers who are in a position to receive service 
and increasing supplies to present customers for their anticipated load growth 


for the 1956 and 1957 period. The customers affected will be advised very 
shortly. 


ACCELERATED AMORTIZATION 


The accelerated amortization authorized by section 124A of the Internal 
Revenue Code was carried in the Revenue Act of 1950, Public Law 814, 81st 
Congress, 2d session, September 23, 1950. It was reenacted intact as section 168 
of the Internal Revenue Code of 1954. Certificates of necessity for accelerated 
tax amortization were issued initially by the National Security Resources Board: 
subsequently by the Defense Production Administration; later by the Office of 
Defense Mobilization, as certifying agencies. The certifying agency obtains 
reports and recommendations on necessity certificate applications from the 
various executive agencies responsible for such industries as assigned. The 
Defense Electric Power Administration, under the Interior Department, now 
succeeded by the Defense Electric Power staff in the Office of the Assistant Secre- 
tary of the Interior, screens and makes recommendations for approval or denia! 
of requests for tax amortization for electric power, for the consideration of the 
certifying agency. 

Section 124A of the Internal Revenue Code provides for amortization of the 
cost of an emergency facility over a period of 60 months. The statute directs 
that: “There shall be included only so much of the amount of the adjusted basis 
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of such facility (computed without regard to this section) as is properly attrib- 
utable to such construction, reconstruction, erection, installation, or acquisition 
after December 31, 1949, as the certifying authority, designated by the President 
by Executive order, has certified as necessary in the interest of national defense 
during the emergency period, and only such portion of such amount as such 
authority has certified as attributable to defense purposes. Such certification 
shall be under such regulations as may be prescribed from time to time by such 
certifying authority with the approval of the President.” 

Fundamentally, the option to accelerate the amortization of defense facilities 
is granted a taxpayer by statute. The administration of this statute requires 
determination on the basis of a careful consideration involving both fact and 
judgment as to whether a particular facility is necessary in the interest of 
national defense, and if so, what proportion of the investment is entitled to 
accelerated depreciation. When these questions have been answered, the pro- 
visions of law control. 

As revised and issued on August 26, 1952, the Defense Production Administra- 
tion established expansion goal No. 55 (electric power) which called for the 
installation of 41 million kilowatts of new generating capability or a total of 
116 million kilowatts by the end of 1955, and 1 million kilowatts of certain defense- 
related projects in 1956. On December 3, 1953, the Office of Defense Mobilization 
placed the electric-power goal on the suspended list. On April 15, 1955, ODM 
transferred the electric power goal (No. 55) from the suspended to the open list 
and enlarged and extended the goal to 150 million kilowatts by the end of 1958. 
On January 1, 1956, this electric power goal was closed to further applications. 

The status of tax-amortization certificates issued for electric power for indus- 
trials and utilities is as follows: 


ere ag a i ne, ae } 
- Number of | 
From To | applications | Kilowatts | 
} 





| Certified cost 
certified | 
Pes Sis tartdes = eaten ‘in 2 ie’ | 562 18, 963, 355 $1, 585, 161, 958 
Rg Ae i tindcagwtecleenebecenes | Feb. 2, 1966.........-..-.- 291 14, 489, 700 1, 417, 303, 409 
NR ees nace, aes Ne eg 853 | 33,453,055 | 3, 002, 465, 367 


In regard to a suggestion made to the subcommittee that rapid tax amortiza- 
tion should be offset by interest-free financing of Federal power projects, the 
following comment is submitted: 

The national policy, as expressed in law, of encouraging the attainment of 
defense-production goals by tax incentives should be considered on its merits. 
An appraisal of the benefits accruing to the taxpayer under permissive rapid 
amortization involves estimation of the future levels of taxes and income, among 
other variables. The law permits this acceleration of amortization during the 
initial period while capacity in facilities is in excess of normal needs and normal 
reserves and iS available, therefore, as a reserve for national defense purposes. 

It does not appear reasonable to attempt to justify interest-free financing of 
the power investment in Federal multiple-purpose projects on the basis of 
such a provision of law which is applicable to income taxes paid by taxpaying 
utilities. Capital charges on Federal projects have already been lowered 
through their exemption from virtually all taxes throughout their economic 
life as well as through the provision of a favorably low rate of interest. 


Senator Hruska. For the time being that concludes my questions of 
this witness. 

Senator Kerr. I want to get to my great friend from Montana, but 
I want to ask one more question of the Secretary. 

You say if the total allocation of cost is reduced from $200 million 
to $181 million, approximately, it would enable you to reduce that 
rate from 7.71 mills by 0.32, that is, by thirty-two one-hundredths of 1 
mill? 

Mr. Aanpanw. That is correct. 

Senator Kerr. That reduction is approximately $20 million, isn’t 
it? 
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Mr. AanpbAHL. Yes, sir. 





Senator Kerr. I would be glad to have you tell the committee how 
it is that a $200 million cost justifies 7 7.71 mills per kilowatt-hour and 


a reduction of approximately $20 million justifies a reducti 
thirty-four hundredths of 1 mill? 


10n of only 


Mr. Aanpaut. The capital investment is only one of several items 


that make up the rate structure. 
of the projects. 
time to time. And there are the wheeling charges that v 
delivering power. 
of 7.71 mills. 

Senator Kerr. Would you furnish the committee a tal 
the various elements which are used by the Department in 
the 7.71 mill rate? 

Mr. Aanbaut. It is all in the 

Senator Kerr. I understand. 
table? 

Mr. AanpAnt. Yes, sir. 

(The information requested is as follows :) 


rate study. 
Would you give it to us 


Estimated annual charges justifying proposed rate schedule A f 
after Table Rock and 3 additional units at Bull Shoals, used in 
January 1956 


Integrated system: 
SPA operating expenses and capital charges: 

I ean 

Transmission operation and maintenance 

Power marketing 


There is operation and maintenance 
There is replacement of facilities as ne 


eded from 
ve have for 


And those are all items that go into the total rate 


le showing 
arriving at 


in a simple 


or year 1960 
rate study of 


Amount 
$46: > » 


>, 277 


4: 35, 000 
76, 416 


Service charges (M. & A. Electric Power Co-op. and Okla- 


homa companies) 
Purchased power (Oklahoma companies) 


sion line 


Subtotal 


G. and T. cooperative expenses and capital charges: 


In Dc sedans hse pgaceniiee 


Replacements 


Operation and maintenance 


Amortization and interest and replacements of transmis- 


220, 436 
61, 875 


*1, 089, 068 


2, 296, 072 





* 1, 620, 915 
338, 375 








Se saan dadedceseoiab tn Mash heacccaedesas estenlicSoainn hu twa 432, 000 
Ian Urnnes PUI INI ch dates acai bance Sec cepacia 208, 000 
OS ee I ee ee 2, 919, 600 

eb ae awku dnl ccccee ne 5, 518, 890 
Project operating expenses and capital charges: 
Operation wna -spaintenanee.. a... 2 oo Sse 1, 348, 937 
ME oa Sn 227, 033 
Amortization and interest (2%4 percent, 50 years) ___-____- 7, 048, 890 
BN clic ects cletenapiaieh ali cake oo aoe ae 8, 619, 860 
"OGRA, ADRIENNE a chistitacis hinted ernicnic meted Sidi 16, 434, 822 


1Scheduled by account numbers, replacements included in amortization and interest 


charge. 
2 Payment ceases after 40 years when lines are amortized. 
% Amortization and interest for hydroelectric 
investment. If power investment is lowered to 


or $181,445.000, the amortization and interest would be $6,387,463. 
annual requirements by approximately $661,427 per year. 


rojects based on $200,2338,660 power 
neremental flood control basic method 


This would reduce 
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Estimated annual charges justifying proposed rate schedule A for year 1960 
after Table Rock and 3 additional units at Bull Shoals, used in rate study of 
January 1956—Continued 


Isolated projects (Narrows and Whitney) : 


SPA operating expenses : imount 
General administration________ eaters i $21, 723 
I Ue TF scieininnbbpuisoemenniint 3, 584 
Nee nr a ak cic ee isgisinmaneal 12, 000 











aR UTES ses aad PC ky Se Ee On cc " 37, 307 


Project operating expenses and capital charges: 
Operation and maintenance_._........_______________ : 222, 500 
a ee 16, 000 


ESI OSS EE es 476, 100 









Subtotal 









































Total, isolated projects 


Senator Kerr. The gentleman from Montana. 

Senator Murray. I just dropped in to get familiar with this new 
policy or program of the Department’s. Do I understand that your 
studies are being pursued em these lines in the Missouri River 
Basin also and that it is contemplated that power, public power rates 
there will be increased as a result of your new program ¢ 

Mr. AAnpant. In the latest review of the Missouri Basin project, 
the separable costs-remaining benefits method of allocation was used. 
That is already before the Department in a study, and it is generally 
available to interested groups. 

Senator Murray. The result of that will be that public power in the 
Missouri River Basin will be increased ? 

Mr. Aanpanu. There has been no indication of that so far. 

Senator Murray. Isn’t it your expectation and your plan to have it 
increased if it is possible to do so? Didn’t you state some time ago, in a 
public speech, that you expected that these power rates would be 
increased all over the country ¢ 

Mr. AanpAnt. No; I don’t think that I made the statement in that 
particular language. 

Senator Murray. I can’t recall the language. 

Mr. Aanpanu. I have on several occasions indicated that in some 
places I expected increases in power rates. I made it specifically in 
connection with the Southwestern Power Administration and in ap- 
pearing before committees. When I was out in the Missouri Basin in 
the fall of 1953 I made a general statement calling attention to the 
fact that the cost of projects as they were now being built was much 
higher than was anticipated when the projects were first started, 
and that there may be an increase in the rates as a result of that in- 
creased cost that has come during the inflationary period. 

To make statements of that kind is only being fair with the public 
with whom we are dealing. 

We at no time have had a thought of increasing rates just for the 
purpose of increasing rates. But when we come to analyze the ex- 

pense the Government has in producing the power, both the cost of the 
installations that are made and the operation and maintenance in- 
volved from time to time, we recognize an obligation to set up a rate 
that will be compensatory for those costs made by the Government. 
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And that is the only purpose that we have had in mind, many opinions 
to the contrary having been expressed. 

Senator Murray. Of course, there has been constant agitation in 
the country on the part of private power interests to claim that the 

ublic-power programs have been carried on at the expense of the 
yovernment without justification, that is to say that the charges 
against the power have not been high enough. 

The result has been that the power rates from the public power- 
plants have been so much lower than the private power companies. 

Mr. Aanpanu. I am not particularly concerned about opinions 
that might be expressed by the private utilities. 

My only concern is to see that we have a proper tabulation of the 
actual expenses that the Government has in Sectinciiié and distribut- 
ing the power, and to make such charges as are necessary to be com- 
pensatory for those expenses by the Government. 

Senator Murray. Hasn’t constant agitation by the private power 
interests had the effect in the country of trying to make the people 
think that the program for public power has been a socialistic pro- 
gram, and that some method should be found to make the costs of pub- 
lic power about the same as private power ? 

Mr.’ Aanpauu. When it comes to the question of costs I have only 
one objective in mind, and that is to see that the rate is such that the 
Government has a compensatory return for the expenditures that it 
makes for this particular purpose. 

Senator Murray. How far have your studies been carried on now in 
connection with the Missouri Basin? Are you working on that matter 
now ? 

Mr. AanpAaut. We are not working on rate studies in the Missouri 
Basin at the present time. We have the overall analysis of the Mis- 
souri Basin, and in making that overall analysis we did use a separable 
costs-remaining benefits method of cost allocation to determine what 
the cost was of the power facilities, what the cost was of all of the other 
facilities that are involved in those projects. But we have not come up 
with any information that points in the direction of rate adjustments 
at the present time. 

Senator Murray. Thank you. Those are all the questions that I 
have. 

(The following was submitted for the record :) 


STATEMENT OF SENATOR JAMES E. MURRAY TO JOINT SUBCOMMITTEES OF THE HOUSE 
AND SENATE ON INTERIOR AND INSULAR AFFAIRS AND PUBLIC WoRKS ON REALIO- 
CATION OF FEDERAL WATER PROJEcT Costs 


As chairman of the Senate Committee on Interior and Insular Affairs, and as a 
representative of the people of one of the Missouri River Basin States, I am 
deeply concerned by the proposal of the Department of the Interior to increase 
the cost of power sold by the Southwestern Power Administration to the farmers 
of Texas, Arkansas, Oklahoma, and Missouri. 

The Assistant Secretary stated, during his testimony, that it is his policy to 
standardize cost-allocation methods and procedures, not only as applied to the 
Southwestern Power Administration with respect to which these particular hear- 
ings are directed, but also as applied to other power construction and marketing 
agencies under his jurisdiction. This policy would, therefore presumably be 
effective on not only the Bonneville Power Administration and the Southeastern 
Power Administration, but also on the Bureau of Reclamation. 

The program of the Bureau of Reclamation has probably contributed as much 
to the economic growth and development of the arid and semiarid States of the 
West as has any other single factor in the history of the United States. This 
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development of the wealth-producing potential of the West, has never been con- 
ceived as a program of special favored treatment for a narrow geographical area, 
The reclamation program has involved expenditures of Federal funds to provide 
for the general welfare of the entire United States in the true letter and spirit 
of our basic law. 

In building these great multiple-purpose reclamation projects, the Bureau 
of Reclamation has measured the effectiveness of its program, not by the dollars 
returned to the Treasury in the form of irrigation and power-sales revenue, but 
by its contribution to the wealth-producing ability of the Nation. It is generally 
true that before a project has been undertaken, the Bureau of Reclamation has 
determined that the overall benefit-to-cost ratio of the project would be greater 
than one, and that whatever portion of the cost was allocated to reimbursable 
items such as irrigation and power could be repaid over a reasonable period 
of years. 

Until recently it has been the general policy of the Bureau to allocate the cost 
of its multiple-purpose projects among the various features on a residual method 
of cost allocation. Under this method, the annual benetits attributable to non- 
reimbursable features, such as flood control and navigation, were capitalized over 
the reasonable life expectancy of the project. This capitalization of nonreim- 
bursable benefits was then subtracted from the entire cost of the project as an 
item of nonreimbursable cost. The remaining costs of the project were then 
allocated among the reimbursable features, such as power and irrigation. This, 
in general, was the policy of the Bureau of Reclamation prior to the 1954 joint 
announcement by the Department of the Interior, the Department of Defense, 
and the Federal Power Commission that hence forward the separable costs- 
remaining-benefits method would be used. 

Under the latter method, all project benefits, including those provided by both 
reimbursable and nonreimbursable features, must bear large portions of the joint 
eosts involved. Applied to the multiple-purpose projects built by the Bureau 
of Reclamation in the West, this means that if the cost allocation of these 
projects are restudied and the new method applies portions of project costs allo- 
cable to power and irrigation are certain to be increased. And inasmuch as the 
repayments by water users are limited by their ability to pay, the ultimate burden 
of picking up the higher allocation of costs to reimbursable items must fall upon 
the rural electric cooperatives and other users of the hydroelectric capacity and 
energy generated at these projects. 

It is my understanding that, as to the Missouri Basin, the present rate of 
5.5 mills for firm electric power was originally designed to pay out the portion 
of project cost allocated to power within a 35-year period, but that increases 
in construction costs and other changes have completely absorbed this cushion. 
It will, I am told, require at least a 50-year period to repay the power allocation. 

Although the Assistant Secretary of Interior has told our committee that 
cost-allocation studies in the Missouri Basin do not show a necessity for revision 
of the Missouri Basin rates, there is no such reassurance as to changes in amortiza- 
tion period or handling of other factors. 

The record is clear that the present administration has from its beginning 
been determined to reverse the Federal low-cost-power policy and liquidate as 
much of the Federal power systems as possible. 

Former President Herbert Hoover, who was subsequently made head of a 
Commission which recommended such a power-policy reversal, as early as April 
1953 called for getting “the Federal Government out of the business of generat 
ing and distributing power as soon as possible” in a speech at Cleveland, Ohio. 

In that speech he foreshadowed the cost reallocations now being undertaken 
by Interior Department by proposing “revision of the division of Federal invest- 
ment in these projects between electric power and other purposes,” and “rates 
they should charge so as to make standard returns.” 

In September 1953, Assistant Secretary of Interior Aandah! issued a warning, 
in the nature of a forecast, in an address at Fargo, N. Dak., that ‘* * * 5 years 
hence the spread in price between federally produced power and locally produced 
power, either from steam or otherwise, will be much less than it is at the present 
time.” 

Both of these addresses made it clear that the present administration was 
intent on getting public power rates up so as to destroy Federal electric power 
yardstick effectiveness. 

The efforts to achieve this administration objective have been tailorea w avoid 
asking the consent of Congress. New marketing criteria were adopted adminis- 
tratively for the Missouri Basin and ordered into effect without consultation 
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with Congress. The Dixon-Yates deal, to provide Tennessee Valley power supply 
from private generation, was tailored to avoid congressional consent. The cost 
allocation procedures are similarly tailored. 

It is clear that administrative policy is being fabricated to meet the objective 
stated by Herbert Hoover in the first weeks of the new administration—and to 
achieve it without reference to Congress. 

If the administration’s cost-boosting program is not halted, it can have pro- 
found effect on the development of the national economy. 

It will mean the surrender of and abandonment of the only really effective 
means of regulating the private utility industry we have ever developed: the 
public power yardstick. 

It will inevitably lead to power shortages, for the private power companies 
have been notoriously conservative and pessimistic about future power needs and 
development of generating capacity to meet those needs. 


It will mean a slowdown in the development of great electro-chemical indus- 


tries, which have started developing on the low-cost power made available from 
public projects. 


And it will mean a slowdown in the modernization of American farms and 
homes, for rising power rates will make impossible the all-electric farms and 
all-electric homes that should come within the present generation. 

Under the circumstances, I hope that this group of subcommittees will take 
action to reassert the basic principles of established Federal power policy, and 
to require the administration to adhere to those policies until the Congress has 
approved any deviations. I strongly favor the Kerr bill to postpone any rate 
increases for 18 months. This is no time to be increasing farm costs. 

As representative of a State and an area which has been able to electrify 
its farms and develop many new industries only because of the availability of 
low cost Federal power, and as chairman of the Senate Interior Committee, I 
desire the record to show that the initiative taken in the conduct of these hear- 
ings by the Senate Public Works Committee, and by Senator Robert Kerr, chair- 
man of the Subcommittee of the Senate Public Works Committee, is very greatly 


appreciated. 

Senator Kerr. Senator Neuberger? 

Senator Neuserecer. Thank you, Mr. Chairman. 

Mr. Secretary, I note that in the report of the Bonneville Adminis- 
tration, that with the exception of the dams at Bonneville and Grand 
Coulee, the allocations between power and nonpower features of the 
projects are listed as tentative or interim, on all the other projects 
in the Bonneville system. 

First I would like to know whether the allocations now are on a 
tentative basis or on the incremental method or separable costs- 
remaining benefits method. 

Mr. Aanpanu. The projects in the Bonneville area are intertesting. 
Perhaps it would be well for me to read the percentage allocations to 
power as they presently exist in the studies that are used by the Bonne- 
ville Power Administration. 

In the case of the Bonneville Dam, 68.8 percent of the total cost of 
the project is being repaid by commercial power. 

In the case of the Columbia Basin project, 25.6 percent of the total 
project cost is being paid directly by power, and 74.2 percent is charged 
to irrigation, which is also reimbursable. Power revenues will pick 
up a part of that. So when we put the two together we have a reim- 
bursement on the Columbia Basin project of 99.8 percent, I believe 
it is. 

There is almost complete reimbursement there. When you break 


it down further, 88 percent of the total is being repaid by commercial 
power. 


When you come to the Hungry Horse project, 80 percent of the 
total is being paid by commercial power. When you come to the 
Albeni Falls unit, 99.1 percent is being paid by commercial power. 
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The Detroit-Big Cliff, 63.5 percent. McNary, 1.4 percent. Lookout 


Point and Dexter, 44.5 percent. Chief Joseph, 99.9 percent by com- 
mercial power. The Dalles, 93.6 percent. Chandler, 26.2 percent. 

In the case of Chandler there will be some additional repayment 
coming from power that goes to the aid of irrigation. 

Senator Neupercer. They vary / 

Mr. Aanpanu. They vary, but you will see that in the Bonneville 
Power Administration area there isn’t much room for any upward 
adjustment in the allocations to power. They are just about at the 
peak all the way through there. 

Senator Neupercer. These cost allocations are now, with the ex- 
ception of the two projects—Columbia Basin and Bonneville Dam 
themselves—now listed as tentative and interim. Is that correct? 

Mr. Aanpauu. The allocations for— 

Senator Nevsercer. For example, Hungry Horse, McNary, Albeni 
Falls and so on, they are listed as interim ¢ 

Mr. Aannane. The allocations that have been made with the proj- 
ects that I read from Albeni Falls down, are Corps of Engineers 
projects which have been made by the Corps of Engineers, or in con- 
sultation with the Corps of Engineers, and I am not certain what the 
status of those allocations are as made by the Corps. That is why | 
hesitate to answer that question. 

Senator Neuspercer. What about Hungry Horse’ That is a De 
partment of Interior project, isn’t it ! 

Mr. AanpawL. That is a Bureau of Reclamation project. 

Senator Neupercer. And yet that also is listed as tentative and 
interim, if I am not mistaken / 

Mr. AanpaHwu. The construction of that project was completed 
quite recently. There may be some minor adjustment in connection 
with it. 

Senator Neunercer. The point I am trying to get at is by what 
method will the allocations be made definite for these various projects 
in the Bonneville system? In other words, is there going to be 
juggling and changing with these allocations? In other words, with 
the exception of the two or iginal projects, the Columbia Basin project 
and Bonneville, you have them listed as tentative. Is that correct ? 

Mr. Aanpaut. That is correct. 

Senator Neupercer. by what method are they going to become 
definite or final as with the two original projec ts? 

Mr. Aanpan. The two original projects are the two that were 
constructed—— 

Senator Neusercer. In the 1930's? 

Mr. AanpanL. Yes. In the very early stages. And the costs that 
are involved there have been pretty well established. I don’t know 
just how long it might take before we have final figures on all costs, 
and cost allocation studies that might be involved in these newet * proj- 
ects. As I look at what has been done here, I do not see any reason to 
expect any substantial change in the cost allocations as we have them. 

Senator Neusercer. Of the other projects? 

Mr. Aannanu. Of the other projects. To me it looks like they 
might be only minor adjustments that would occur. 

Senator Neupercer. Mr. Secretary, as you know, there is a great 
deal of concern in the Northwest about the prospect of increasing the 
basic Bonneville wholesale rate. There is one thing that puzzles me, 
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and I might say a good many other people as well, and that is this: A 
very detailed analysis of-the Bonneville system, which is the market- 
ing agency for all Government power in the Northwest, was made at 
the request of the Administration by Ford, Bacon & Davis. 

Ford, Bacon & Davis came up mith a very specific conclusion which 
is summarized on one sentence. It was a detailed study, as you 
know. One sentence summarizes the Ford, Bacon & Davis conclusion 
in which it said: 

The Bonneville Power Administration shonld not increase the overall level of 
its present rate structure, since it already has a comfortable surplus and the 
estimated revenues for each of the fiscal years 1953 through 1963 exceed the 
cash payout requirements as determined by Bonneville Power Administration. 

That was the basic finding of Ford, Bacon & Davis. Yet the current 
annual report of the Bonneville Administrator, issued in November 
1955, points out or claims that it is possible to extend the basic whole- 
sale power rate of $17.50 per kilowatt year unchanged for at least 
another year, or at least through December 20, 1957. This is what I 
don’t understand: If Ford, Bacon & Davis reached the conclusion 
that that rate could stay through 1963, why is your annual report just 
saying that it can stay for another year? I don’t understand that. 
It seems to me that the whole impact of that on the economic develop- 
ment of the Pacific Northwest, from the standpoint of perhaps new 
industries locating, having some assurance that the rate will remain 
fairly stable, is certainly adverse in view of the Ford, Bacon & Davis 
finding. 

Why doesn’t the report of the Administrator follow the Ford, Bacon 
& Davis conclusion ? 

Mr. AanpAnu. May I ask a question and then proceed with further 
answers ¢ 

Senator Neupercer. Surel 

Mr. AanpAHL. Would I infer from what you have said about this 
one opinion, as expressed by Ford, Bacon & Davis, that you feel that 
every opinion expressed by Ford, ‘Bacon & Davis should be taken as 
final and conclusive in the administration of the Bonneville power 
office ? 

Senator Neupercer. I will ask you another question. If Ford, 
Bacon & Davis, after making this detailed study, had recommended 
raising the Bonneville rate, would you have raised it ? 

Mr, AAnpAnt. Not unless our studies would justify it. 

Senator Neupercer. May I ask this, then: Why, if you seem to 
imply that Ford, Bacon & Davis do not have the ultimate answer, 
were they employed at substantial cost to make the study at all? 

Mr. Aanpaut. Their study, the information that they have sub- 
mitted to us, and the type of analysis that they made, and the opin- 
ions that they have expressed, will be very helpful in the work that 
we have to do. But we are not accepting those opinions as a con- 
clusive determination of what Bonneville should do. And you still 
haven’t answered my question. 

Senator Neusercer. How do you mean I haven’t answered your 
question ? 

Mr. Aanpaut. You haven’t answered whether I should infer from 
what you said that you would expect us or think it wise for us to take 


as conclusive determinations the opinions expressed by Ford, Bacon 
& Davis. 
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Senator Nrevupercer. I will say that I think, and I know many 
people in the Northwest think, that after a very detailed study was 
made by this very reputable firm, which was selected by the Admini 1s- 
tration itself, that you and the Interior Department and the Bon 
ville Administration, which is a part of the Interior Department, are 
not following the basic recommendation of Ford, Bacon & Davis, and 
let me conclude, and we believe that if the recommendation of Ford, 
Bacon & Davis had been to raise the rates we all believe you would 
have raised the rates. 

Mr. AanpanL, But you still haven’t answered my question. Do yor 
think we should follow the recommendation on this one point‘ But 
you won’t go beyond that. You take the one point that fits into your 
pattern of thinking, and you urge us to follow the recommendation 
on that but you wouldn’t urge us to follow it on everything that is 
said in there. 

Senator Kerr. If the chairman may be permitted to make an obser- 
vation he would say that he detects a noticeable tendency on the part 
of both parties to reserve the right of ultimate decision for them 
selves. 

Mr. Aanvaut. I think that is only correct, Mr. Chairman. 

Senator Neusercer. I think that is a very appropriate observation, 
Mr. Chairman, because I think it is quite obvious that the Secretary 
reserves the right to reject the Ford, Bacon & Davis conclusion 
that the rate iene remain unchanged for the next 7 years. 

Mr. AANDAHL. We reserve the right to use this study for the infor- 
mation that it contains, and to make our own studies of each problem 
that 1s referred to in the study made by Ford, Bacon & Davis. 

Senator Kerr. It seems to me that both the Secretary and the Sena- 
tor regard the Ford, Bacon & Davis report as a source of informa- 
tion to be used where desired but in no sense would either permit 
himself to be bound by it in toto. 

Mr. Aanpawu. That is correct. 

Senator Neusercer. I am glad to have on the record the attitude 
toward what I regard, perhaps I am wrong, what I regard as their 
basic recommendation. 

1 want to ask you about another phase of the problem. 

Mr. Aanpaut. I might further comment, in connection with rate 
schedules in the Pacific Northwest: We want to keep those at the 
lowest rate that will be compensatory to the expense that the Gov- 
ernment has had. But we recognize in this particular analysis that 
Ford, Bacon & Davis has made that they have liquidated over the 
repayment period the reserves that Bonneville now has. IL am not 
sure whether that is wise to do that or not. 

We know it will not be many years before the transmission system 
will be old enough so that sizable replacements will be needed. It 
might just be good business judgment to preserve a little of that 
reverve. In the study made by Ford, Bacon & Davis, they have 
liquidated the entire reserve during the repayment period. That may 
be all right. But we want to study it and look at it very carefully 
before we come up with a final decision. 

From year to year, in each and every year, we are reviewing and 
giving close attention to the rate schedule. We are going to keep it 
just as low as we can, and yet have sufficient revenue to meet the 
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obligations that the Government has in supplying and distributing 
that power. 
Senator Neupercer. Page 4 of the current Bonneville report says: 

There is continued and growing evidence that the power requirements of the 
Pacific Northwest will be met by the new projects being advanced through the 
partnership program, and multipurpose dams being planned by the Federal 
Government. 

We are concerned in the Northwest about lack of power. What 
evidence is there that the partnership program is adding any produc- 
tion to the Pacific Northwest power pool ? 

Mr. AAnpDAHL. In answer to that question I must comment that the 
partnership arrangement, of course, is very broad, can take many 
different forms. 

If an entity other than the Federal Government entirely on its own 
resources, and without any assistance of the Federal Government, 
provides for the generation of power, it is part of the overall partner- 
ship arrangement. You can have projects that become, in the average 
thinking, more closely identified to partnership arrangement, in which 
part of the cost is borne by the Federal Government and part of the 
cost is borne by a local entity. 

In that broad category there are a number of projects that are 
moving forward. Projec ts being constructed or proposed to be con- 
structed entirely by private enter prise are the Hells Canyon develop- 
ment by the Idaho Power Co., and the Mountain Sheep and Pleasant 
Valley developments just a little below that. 

Senator NeusBercer. Those are not partnership projects, however, 
as the Secretary has announced the partnership program. ‘They are 
private projects. Is that correct? 

Mr. Aanpant. That is correct. They fit into the larger concept, 
though, that I mentioned in the beginning of my remarks. Then 
you go farther downstream and you have Priest Rapids, which is to be 
constructed by a Public Utility District under the present plans, and 
about which all reports indicate good progress is being made, although 
there are a number of hurdles to overcome before it goes into the 
construction stage. But it is getting closer and we have reason to be 
very much encouraged by what has taken place. 

In the case of the John Day project, farther downstream, while the 
partnership arrangement has not been approved, initial steps are 
getting underway for construction and we expect that there is going 
to be a powerplant there before very long. 

Senator Neupercer. John Day is now authorized as a Federal 
project ? 

Mr. AAnpAnu. That is correct. And it is moving forward in that 
capacity. 

Senator Nevupercer. Is it the intention of the Interior Department 
to support it asa Federal project ? 

Mr. Aanpaut. I think the Interior Department will support legis- 
lation that will provide for partnership development. 

Senator NevsBerGer. In other words, you favor deauthorizing it as 
a Federal project ? 

Mr. AanpAant. No. Deauthorization is not needed there. It is a 


matter of amendatory legislation that permits a partnership rela- 
tionship. 
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Senator Neupercer. The amendment would take away the Federal 
authorization ¢ 

Mr. AanpAnt. The construction under the proposed partnership 
arrangement would still be made by the Corps of Engineers. 

Senator Neusercer. But it would not be a Federal project ‘ 

Mr. AAanpanu. Yes, it will be a Federal project, financed by a local 
entity. 

Senator Neupercer. In other words, the Federal authorization 

Mr. AanpAnt. And involving a commitment to the local entity of 
the power that will be generated in the project. 

Senator Neupercer. All the power for 50 years‘! 

Mr. Aanpanw. That is correct. 

Senator Case. Will the Senator yield for a question / 

Senator NEUBERGER. Surely. 

Senator Case. Mr. Secretary, possibly the legislation would answer 
it, but for the purposes of immediate reference here I would like to 
know whether, if the Corps of Engineers constructs the project: with 
the local financing, then is there in the legislation some special pro- 
vision, or would the provision of the Flood Control Act of 1944 govern 
the sale of the power ? 

Mr. Aanpant. There is special provision in the amendatory 
language for the disposition of the power. And the power would 
be available to the local entities that provided the money for the con- 
struction. 

Senator Case. And not sold by the Secretary of the Interior? 

Mr. Aanpant. That is correct. 

Senator Neunercer. The preference clause would not apply to the 
power at the John Day project under the so-called partnership ar- 
rangement ? 

Mr. Aanpanu. The power would be available to the entities that 
financed it. It is possible that the financing may be supplied in part 
by public power groups in the local area. 

Senator NreuserGer. You say it is possible. What public power 
groups have evidenced any interest in John Day ? 

Mr. AanpnaH. I do not have specific information. 

Senator Neupercer. Three private utilities have. Is that correct? 

Mr. AanpauL. That is correct. They are very much interested. 

Senator Neupercer. But as I understand it, the various REA’s in 
the Northwest have denounced the partnership of John Day, and vari- 
ous other power groups have. I don’t know of any other public power 
agency or organization that is interested in it, do you? You men- 
tioned it is possible that some public power groups may be in it. 
Which ones? . 

Mr. AAnDauL. I do not have specific information at the moment. 
But I understand that there is some thought given to the possibility 
of some public groups being interested in the project. J; 

Senator Case. Do you mean that the legislation would permit them 
to come in as it now stands? 

Mr. Aanpan. I am not sure just what the language of the present 
legislation is. 

Senator Neupercer. The legislation that exists right now, today 
as we sit here, that is on the statute books. is for the construction of 
John Day as a Federal project, just as McNary and Bonneville were 
built as Federal projects. Is that true? 
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Mr. Aanpauu. That is correct. I was referring to the amendatory 
legislation. z 

Senator Neusercer. The proposed legislation 

Mr. AanpanL. Yes. 

Senator Neusercer. Which was in the last session of the Congress 
and did not pass, and is now in the present session of the Congress ¢ 

Mr. Aanpau. That is correct. 

Senator Neupercer. In other words, there has not yet been gen- 
erated 1 kilowatt-hour under the partnership arrangement ? 

Mr. Aanpant. Power projects are not built in a 2-year period. 

Senator Neunercer. I realize that. Have any partnership projects 
been started ¢ 

Mr. AAnpAHL. Partnership projects have been started when viewed 
in the larger sense of construction by a local entity. 

Senator Neusercer. This is what I am interested in getting at: You 
regard a private dam, a wholly 100-percent private dam, as a partner- 
ship project ¢ 

Mr. Aanpaut. I think of all projects that are built in the area that 
become a part of a Northwest power pool, and which help to meet 
the power requirements of the area, as a part of the oma partner- 
ship relationship. 

Senator Neusercer. You regard a private dam which does not sell 
its power under the preference clause, which does not have its power 
marketed by the Administrator, which does not come under the Bonne- 
ville rate structure, you still regard that as a partnership arrange- 
ment ? 

Mr. AanpaHu. Yes; without any question. 

Senator Nrusercrer. Anything built in the Northwest under your 
conception is partnership? Under your definition there were part- 
nership projects built when Secretary Chapman and Secretary Ickes 
were in office? 

Mr. AanpbAHL. Yes; without any question. Partnership is not a 
new idea. It isan idea that is getting a new impetus. 

Senator Neupercer. This is again what I don’t understand. I had 
assumed that the partnership—if I may judge from the speeches by 
the President of the United States at McNary Dam last fall, and if I 
may judge by the speeches of the Secretary of the Interior—are sup- 
posedly projects in which the Federal Government and certain local 
interests, which are mainly private power companies, share the costs, 
and the company gets the power for 50 years. 

Now you are saying that that isn’t necessarily true, that a wholly 
outright 100-percent private dam is a partnership project ? 

Mr. Aanpant. Yes. It fits into the larger concept of partnership 
arrangement. 

Senator Nevpercer. In other words, you envision partnership as a 
wholly private arrangement ¢ 

Mr. Aanpauu. No; asa combination. 

Senator Neusercer. But you will then say that a part of the part- 
nership program is a wholly private dam ? 

Mr. Aanpauu. Oh, yes. Just like a wholly Federal dam is part of 
the partnership. 

Senator Case. Where is the other side of the partnership ? 

Mr. AanpAut. The broader concept of the partnership arrangement 
is one that recognizes the Federal Government and all local entities as 
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working together to supply the needed generation for the Pacific 
Northwest. If either of them can make contributions by themselves, 
that goes to solve the overall partnership requirement. If there are 
other projects that lend themselves to joint participation by Federal 
and local entities, that is also another feature of the overall concept of 
partnership responsibility for supplying the power needs of the Pacific 
Northwest. 

Senator Neusercer. Then you are just using a word. You might as 
well say that the telephone company is a partnership with the public, 
wr the Union Pacific Railroad, or the Statler Hotel. 

Mr. AanpDAHL. I don’t know as there are any Federal ventures in 
those business projects. 

Senator Neupercer. In other words, any privately owned under- 
taking, in a field where there is also a realm of Federal activity, is in 
your opinion a partnership ¢ 

Mr. Aanpanw. It is partnership in meeting the power requirements 
of the area. I told you at the beginning I have a very broad concept 
of partnership arrangement. 

Senator Neupercer. I would say that that was very broad indeerl. 

You mentioned the Hells Canyon project of the Idaho Power Co., 
the Hells Canyon dams as part of partnership, a few moments ago; 
is that correct ¢ 

Mr. Aanpauu. Yes. 

Senator Neusercer. Do you believe that the use and development of 
only part of the power in that stretch of the Snake River is in the 
public interest ? 

Mr. Aanpvan_. I think that you will find upon analysis and upon the 
basis of the conclusions that were made by the Federal Power Com- 
mission, that the private development of the area involves substan- 
tially a maximum use of the natural resource. 

Senator Neusercer. That was not the conclusion of the Federal 
Power Commission examiner who took testimony for over a year, 
was it ? 

Mr. Aanpanu. It was the conclusion of the Federal Power Com- 
mission when it weighed all evidence that was before it. 

Senator Neusercer. If I am not mistaken, didn’t the examiner find 
that there was nearly twice as much firm power available from the 
high dam as from the three low dams? 

Mr. Aanpaut. I don’t have the figure in mind but I don’t think it 
was that great. 

Senator Nevpercer. I thought his difference—and I am again tak- 
ing this off the top of my head—was around 505,000 kilowatts as op- 
posed to something over 900,000 kilowatts in the findings of the exam- 
iner. I couldn’t be sure of that. 

Mr. AANDAHL. I would want to see specifically what parts of the 
project were referred to in that report before I attempt to comment 
on it. 

Senator Neupercer. There is one thing that puzzles me, one of the 
many things, about the attitude toward partnership. Your Depart- 
ment supports the proposed upper Colorado project, if I am not mis- 
taken. Isthat correct? 

Mr. Aanpanu. That is correct. 
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Senator Neupercer. And that project in its present legislative form 
as it passed the House will cost something over $800 million. Is that 
not correct ¢ 

Mr. Aanpaunt. In its final construction it would amount to that. 

Senator Nreusercer. This is what I don’t understand: Why the 
Interior Department has opposed the proposed Hells Canyon High 
Dam, which would cost around $300 million, a little bit over, and 
favored the over $800 million upper Colorado project. And if I am 
not mistaken the Hells Canyon project would generate far more 
energy for approximately $300 million than the upper Colorado proj- 
ect would generate for $800 million. I just don’t understand that from 
sound governmental fiscal policy. 

Mr. Aanpauu. There are a number of very pointed distinctions. 
In the first place, local interests were ready and willing to proceed 
with the development of the Hells Canyon site. That was not true in 
the case of the upper Colorado. The Federal Government has been 
spending very sizable amounts of public money in the Pacific North- 
west, and has spent much less in the reaches of the upper Colorado. 

In planning the Federal program we have to be mindful of some 
equality in the use of Federal funds among the different regions of the 
country. So there are two factors there that are worthy of consider- 
able thought. One is the distribution in the use of Federal funds, and 
the other is the fact that in one case there is a local entity that is ready 
to go forward with the development, and in the other case that is not 
true, and those differences are sufficient to justify the position that we 
have taken. 

Senator Neusercer. Why do you suppose, Mr. Secretary, there was 
no local entity, as you call it, ready to proceed or participate in the 
upper Colorado project ? 

Mr. Aanpanu. It is a project that ties in with multiple benefits much 
more than the Hells Canyon project, and with multiple benefits you 
have a diversity of beneficiaries, and you have a project that does not 
lend itself to private developmnet nearly as well as the other type of 
project. 

Senator Neusercer. Isn’t it true 

Mr. Aanpaut. That is the basic reason. 

Senator Neupercer. Isn’t it true as far as multiple benefits, by tak- 
ing the three low dams which your Department favors at Hells Can- 
yon, you are losing about 3 million acre-feet of storage in flood control, 
which is a multiple benefit in view of recent events in this country ? 

Mr. Aanpanw. The additional storage for flood control in the larg- 
er project is needed only in very rare years, and the storage that would 
be involved there can very well be picked up by other projects that 
will lend themselves to Federal development. 

Senator NEvBercer. What other projects? 

Mr. Aanpant. The Libby project that the corps has, Bruces Eddy 
and Penny Cliffs on the Clearwater River. 

Senator Neupercer. Surely you know, Mr. Secretary, the enormous 
opposition to Bruces Eddy and Penny Cliffs from the standpoint of 
fisheries and wildlife interests. 

Mr. Aanpant. Yes; there is opposition to one, but not so much to 
the other. 

Senator Neupercer. The other point I wanted you to do is to go 
back to the upper Colorado: Isn’t it a fact that the real reason there 
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were no so-called private or local entities wanting to participate in 
the up NK r Colorado was because that is very high-cost power ‘ 

Mr. Aannani. The price of the power is not out of line. 

Senator Nevnercer. It is very high compared to the Hells Canyon. 

Mr. AAnDAHL. That is correct. The Columbia River has probably 
the most advantageous power sites and power development anywhere 
in the United States. 

Senator NEUBERGER. So your program really sums up to this: You 
said the Columbia River probably has the most advantageous power 
sites in the United States, and L agree with you. The program adds up 
to relinquishment of those advantageous sites to the “- ivate companies 
while reserving the more marginal and higher-cost sites for public 
Government development. 

Isn’t that about what the program amounts to? 

Mr. AanpanL. No. The program amounts to encouraging local 
entities, either public or private, to make developments wherever it is 
within their capabilities to do so. 

Senator Neusercer. And their capabilities, obviously with an eye 
on the dollar sign, are where you have what you yourself have described 
as fine, advantageous sites. 

Mr. Aanpanu, And in the Pacific Northwest you must recognize 
that there are a number of public groups that are interested in some 
of the developments. That group includes Priest Rapids. It is also 
true in the case of Cougar and Green Peter in your own State. 

Senator Nevpercer. What public groups are interested in Green 
Peter? 

Mr. Aanpaut. The city of Eugene is interested in Cougar. 

Senator Nevpercer. I thought we had already provided Federal 
construction funds for Cougar as a Federal project. 

Mr. Aanpant. That is correct. But your local group, the city of 
Eugene, has been very much interested in developing the power in 
Cougar. And there has been partnership legislation before the Con- 
gress to authorize that. 

Senator Necsercer. Which the Congress has not——— 

Mr. AAnpAHL. You and I are well aware of the support and oppo- 
sition to that project. 

Senator Nevupercer. I don’t think there is any public interest in 
Green Peter. I am not sure about that, but I don’t think there is. 

Mr. Aanpant. There definitely is in the case of Cougar. 

Senator Neupercer. In the region that you describe as having fine 
and advantageous power sites, you are encouraging this program of 
partnership. In the upper Colorado, where the sites are far less 
desirable, you are willing to encourage nearly a billion dollars’ worth 
of Federal development ? 

Mr. Aanpant. We are encouraging local development wherever 
local entities are capable and willing to do so. We recognize that 
some of the more difficult projects that do not lend themselves to local 
development should properly be developed by the Federal Govern- 
ment, for the purpose of conservation and wise use of natural 
resources. 

Senator Neupercer. Conservation and wise use is also involved in 
the Northwest ? 

Mr. Aanpaut. Oh, yes. 
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Senator Neusercer. There are just as many multiple purposes there 
if not more? 

Mr. Aanpanw. Yes, and there have been sizable expenditures of 
Federal money in that area for that purpose. 


Senator Neupercer. Which is being returned far ahead of the 


schedule set up by the Federal Treasury? Is that not true? 

Mr. AanpAHL. The repayments are on schedule. 

Senator Nevsercer. Aren’t they ahead of schedule / 

Mr. Aanpant. And a little bit ahead. 

Senator Neupercer. Substantially ahead if I am not mistaken; 
about $68 million ahead right now. Isn’t that correct ? 

Mr. Aanpanu. That is correct. 

Senator Neusercer. I just want to ask this in conclusion: Doesn’t 
your partnership program actually amount to relinquishing the cream 
of the power sites to private utilities, while reserving what might be 
described as the skim milk for Federal development ? 

Mr. Aanpauu. I think it is a pretty sound American concept to 
leave development of resources and their utilization by the people 
as much to local groups as possible. 

Senator Neusercer. Then do you think it would have been wise in 
the 1920’s if the Grand Coulee site had been used up by a small private 
dam at Kettle Falls, as was proposed, and was fought by some of the 
leading Senators in both parties at that time from the Pacific North- 
west ¢ 

Mr. Aanpant. I feel that the Grand Coulee project is a good Federal 
project and, as you know, it has a greater investment in irrigation 
than it has in power. The amount allocated to power is $193 million. 
The amount allocated to irrigation is $560 million. 

Senator Neuspercer. Yet both its irrigation and its power benefits— 
and it is both the largest irrigation project, I understand, in that 
country and the largest power project in the world—would have been 
lost in the late 1920’s if your partnership program had prevailed at 
that time, because the private utility company desired to build a small 
aun at Kettle Falls in the Grand Coulee Reservoir area. Isn’t that 
true! 

Mr. Aanvaunu. The partnership program wouldn’t have suggested 
that development, as contrasted to the Grand Coulee project. 

Senator Neusercer. Your partnership program now is suggestin 
three low dams in the Hells Canyon reach of the river as compar 
with the high dam. 

Mr. Aanpanu. But three dams that have been determined by the 
Federal Power Commission to constitute substantially a maximum 
development of that resource. 

Senator Neusercer. But if the Federal Power Commission had had 
the same yardstick in the late 1920’s the Kettle Falls project would 
have replaced Grand Coulee. 

Mr. Aanpauu. Oh, no; an entirely different set of circumstances 

revailed in the case of Grand Coulee, and would not have resulted 
in the same conclusions. 

Senator Neupercer. I am afraid I disagree with you. I think if 
your partnership program as you have outlined it had existed, we 
would not have had any of these projects in the Northwest. The point 
that I think you overlook, or that you just disregard, is that in the 
region where you yourself have described them, just this morning, 
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as being fine and advantageous sites, you are favoring relinquishment 
of those sites, whereas in areas where you have very marginal and 
high-cost sites, you favor Federal development. 

Mr. AanpauL. Do I understand that it is your point of view that 
the Government should be in building these projects for a profit- 
making purpose 

Senator Neupercer. It is my point of view that where you have a 
magnificent water power site which is capable of multipurpose devel- 
opment, on a great river like the Snake River of the Columbia River, 
that the Federal Government should develop those sites just as it 
developed it at McNary and at Bonneville and at Grand Coulee. If 
the Federal Government can do that, and be far ahead of schedule in 
repaying that investment into the Treasury, I think it is an excellent 
thing that we have a few Federal undertakings that perhaps can help 
adjust our great Treasury imbalance. 

Mr. AanpauL. That doesn’t help to put our Treasury in balance just 
because we repay the money that has been borrowed from it. 

My question was, do you look at these projects as profit-making 
ventures for the Government ? 

Senator Neupercer. I look at them as profit-making ventures for 
the region. It has brought vast new payrolls to the Northwest and 
irrigated lands. 

Mr. AanvaHL. Do you look at them as profit-making ventures for 
the Government ? 

Senator Neusercer. These dams would be fully paid for very soon. 

Mr. AanpauL. If you do, that would have some reflection on the 
rate schedules that we set up for the projects. 

Senator Neusercer. When these dams are paid for then you have 
one of two choices: Either to constantly return a substantial source 
of income to the Treasury, or to reduce the rate still further, and it is 
already the lowest wholesale rate in the United States for power if 
T am not mistaken. 

Mr. AanDAuL. Do you think all hydro projects should be devel- 
oped by the Federal Government ? 

Senator Neupercer. No; I do not. I actually have sent letters to 
the Federal Power Commission within the past year urging the grant- 
ing of licenses for strictly power developments on small rivers in the 
Northwest, where private companies have sought the privilege of 
doing so. For example, on the Lewis, in the State of Washington, 
the Pacific Power & Light. That is one that comes to mind. 

I urged the Federal Power Commission to grant their license. 

On a great river like the Columbia where projects like Bonneville 
and Grand Coulee have been so successful by your own admission 
here this morning, I cannot see the wisdom of relinquishing the mul- 
tiple-purpose benefits, as you favor. You admit that you are losing 
3 million acre-feet of storage at Hells Canyon which you say should 
be obtained on the Clearwater River. 

Yet I daresay if you had a hearing on the Clearwater project every 
single conservation group in the United States would appear in oppo- 
sition to it, any conservation group of any standing. You yourself 
have admitted we are losing 3 million acre-feet of storage at Hells 
Canyon. Is that correct? By taking the three low dams rather than 
the high dam. 
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Mr. Aanpau. I commented that the additional flood control stor- 
age was only needed or only usable on very rare occasions and that 
as time went on and as other projects were built, that the value of 
that storage for flood control would be materially diminished. 

Senator Neusercer. You have been unable 

Mr. Aanpanu. And I do not feel that it is sufficient to have justitied 
the Federal Power Commission in rejecting the granting of the license. 

Senator Neupercer. You have been unable to cite any alternative 
places where this storage can be obtained, where the sites are not in 
extreme controversy. Where is that alternative storage of 3 million 
acre-feet that is being lost at Hells Canyon going to be obtained? You 
mentioned Libby. I was in Canada—and I wish the distinguished 
chairman of the Interior Committee were here because he was one of 
the sponsors—I was in Canada last October. Since your administra- 
tion came in, the sites that involve use of Canadian storage facilities 
have become so bogged down in controversy that for the first time 
in history a proposal to divert the whole Columbia River has reached 
the floor of Parliament at Ottawa. 

Mr. Aanpaut. Would you say it has become so bogged down, or 
would you say it has been bogged down for a good many years? 

Senator Neusercer. I will say this: That from my conversations 
with leading officials in the Canadian Parliament, this is the first 
time that the proposed diversion has ever reached the floor of Parlia- 
ment in their knowledge. So I would use the word “become” bogged 
down advisedly. 

Mr. Aanpau. I think what you are doing is calling attention to 
the fact that the Canadian people are taking a new interest in the 
possibilities of development on the Canadian side. There has been 
no bogging down in the position on the American side. 

Senator Neunercer. We won't get into that argument because that 
will come up later on. I understand the Interior Committee will 
have hearings. Again I say, where is the alternative storage at sites 
that are not in controversy to that being lost at Hells Canyon? 

Mr. Aanpau. As you know, the Columbia Basin is being restudied 
and the Libby and the Penny Cliffs projects offer storage, and there 
are possibilities of additional upstream storage in a number of tribu- 
taries that can be developed at such time as the studies and analyses 
have been completed. 

Senator Neusercer. You mentioned Libby and Penny Cliffs or 
Bruces Eddy. 

Mr. Aanpaunt. I think Penny Cliffs is reasonably free from con- 
troversy. Bruces Eddy is involved in fish and wildlife problems. 

Senator Neusercer. Both are involved in fish and wildlife prob- 
lems, as I understand it. I asked for those free of controversy. You 
know as well as I do that Libby is completely involved in the entire 
Canadian situation which is very tense and very delicate. Bruces 
Eddy and Penny Cliffs are both under heavy fire from the same groups 
which prevented the construction of Echo Park and forced its dele- 
tion inthe House. Is that not correct ? 

Mr. Aanpauu. Bruces Eddy is the one that has the least controversy. 
I think it has a reasonable possibility of development. Penny Cliffs 
is the one that is involved in the fish and wildlife problems to a greater 
degree. 
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Senator Nevunercer. Do I take it then, speaking on behalf of the 
Department, that you favor const ruction of Bruces Eddy on the 
Clearwater ¢ 

Mr. Aanpaut. I am not recommending construction of any of 
those projects at the moment. Reports on a project of that kind 
need a thorough review in the Department of the Interior. 1 am speak- 
ing only of projects that have potentials. 

Senator Neupercer. Certainly. What I am saying is that what 
you have done is abandoned the project at Hells Canyon which did 
not intrude upon wildlife or recreation or fisheries, such as are in- 
volved at both these others, both Bruces Eddy and Penny Cliffs, and 
which did certainly not involve any of our international relations 
with Canada, such as Libby. I asked you if you could give me any 
sites that were not heavily involved and in extreme controversy where 
there were alternative sources of storage. In my opinion you have 
not given them. If you think Bruces Eddy is free of controversy, I 
suggest that you have hearings on them and see. 

Mr. Aanpanu. There are problems involved, but they are not as 
difficult as they are in Penny Cliffs. 

Senator Nreupercer. It 1s my understanding that they are about 
equal. My mail from these groups indicate it. Mr. Chairman, I 
thank you very much for your great patience and forbearance. You 
know how important this is to our region. I will not presume on 
your time or that of the Secretary any longer. 

Senator Kerr. Very well. Senator Case? 

Senator Casr. I have just one question to ask the Secretary. Ihave 
been under the impression that when you spoke of partnership, you 
were thinking in terms of a specific project, a partnership where the 
Federal Government, let us say, would be responsible for certain fea- 
tures ; that other agencies, either local co-ops or private utilities, might 
provide other features. But I want to clarify, if I can, my under- 
standing and also the record. 

Is it your thought that partnership is a matter of meeting the power 
needs of an area, or is partnership a matter of sharing in the develop- 
ment of a specific project ? 

Mr. AanpaHu. My statement was that in a broader concept partner- 
ship includes the contribution that is made by all of the entities to the 
power requirement of the area. When you come to a partnership 
project itself, then you come to a project or unit in which there can 
and would be a sharing of the cost of construction of that particular 
unit. 

Senator Case. That is it could be both? 

Mr. AanpAHL. Yes, sir. The project that you were talking about 
a part of the overall broad concept of the partnership development. 
Senator Casr. Generally speaking, when you have talked of part- 
nership, you have been thinking of the meaning of the power needs 
of an area or the development of an area and that that is something 
broader than an individual project? 

Mr. Aanpanu. That is correct. 

Senator Case. Thank you. 

Senator Hruska. Just 1 or 2 questions. 

Senator Kerr. Senator Hruska. 

Senator Hruska. Mr. Secretary, the purpose of this hearing; that 
is, the basis of your proposal of a rate here for Southwestern Power 


oe 





438 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


Administration, is the statute which you feel obligates you to do that 
thing, you have testified earlier today ? 

Mr. AanDAHL. Yes, sir. 

Senator Hruska. These studies which involve other areas like the 
Missouri Valley area and other areas, are they bottomed on similar 
considerations# Do you feel that you are obligated by present legis- 
lation to do the same thing in those areas as you are doing here in the 
Southwestern Power Administration ? 

Mr. Aanpaut. The other areas are subject to substantially the same 
type of study and review. The facts that you put together of course 
are different. The results may be different. But the same type of 
approach is expected in all of the regions. 

Senator Hruska. Is it true that in all the other areas the rates estab- 
lished there and which are presently effective were likewise interim 
rates and of necessity had to be until additional factors and facts 
were determined, and experience? 

Mr. AanpaHL. Most of the rates are subject to periodic review. 

Senator Case. In spite of the length of years of the contract ? 

Mr. AanpaHwt. Yes. In fact, most of the contracts themselves pro- 
vide for periodic rate adjustments, with the customer having the privi- 
lege of canceling the contract if he is not satisfied with an increased 
rate, if that should be the result. That isa standard provision of most 
of the power sales contracts that have been entered into by the Depart- 
ment of the Interior. 

Senator Hruska. Mr. Secretary, on February 13, 1947, the Federal 
Power Commission order, with reference to the SPA rate, as provided 
in subparagraph (a) of that order—and I am quoting: “Proposed 
rate schedule A filed by the Southwestern Power Administration be 
and the same hereby is confirmed and approved as an interim-rate 
schedule to remain in effect only until such time as further study and 
experience indicate the desirability for revision, but for not more than 
6 years from the date of this order.” 

Are there similar provisions found in other determinations of the 
Federal Power Commission on rates for other areas than the SPA? 

Mr. Aanpant. I think that there was greater uncertainty about the 
rate in the SPA area than there has been in most submissions that 
have been made to the Federal Power Commission. While it is cus- 
tomary for the Federal Power Commission to approve a rate for a lim- 
ited period, they do not so specifically designate it as an interim rate 
as they have in this case. 

Senator Hruska. While it might not be identical, there is that idea 
of being subject to revision from time to time ? 

Mr. Aanpant. That is correct. 

Senator Hruska. So that when it is suggested that this is a new 
program, or when it is suggested that there is effort being made to 
find some method by which the rate can be increased, that is not 
exactly in keeping with the actual history of the thing, is it? Isn’t 
it something again which is required by present legislation and by the 
history of the ratemaking itself? 

Mr. AanpaH. It is something that has been expected all the way. 


Senator Hruska. So it is not a new factor coming into the situation ? 
Mr. Aanpant. No, sir. 
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Senator Hruska. It is not a part of a crusade to persecute or be- 
little or destroy a given way of pursuing the proper development of 
our natural resources # 

Mr. Aanpant, No, sir. 

Senator Hruska. Thank you. 

Senator Case. Mr. Secretary, recently you provided me with a let- 
ter, and accompanying it were tables showing the rates charged for 
all sales in the Missouri River Basin to the various cooperatives, pri- 
vate utilities, municipalities, and so forth. Am I to understand ‘lie 
that your answers to the questions by Senator Hruska indicate that 
those areas where rates were lower than some rates in other areas of 
the Missouri River Basin may expect a review of those rates, and pos- 
sibly a revision upward ? 

Mr. AanpAut. The rates will be reviewed, but the only difference 
in rate in the Missouri Basin is the rate in the western divi ision, which 
is about a mill and a half higher than they are in the eastern division 
of the Missouri Basin. 

Senator Case. Mr. Secretary, I don’t have that table with me, but I 
should like to ask permission to insert those tables in the record at this 
point. And I will - that my recollection is that the rates charged 
to the agencies in Nebraska serving the State of Nebraska are at an 
average rate of 4.74 mills; that the average rate charged to the co- 
operatives in the State of South Dakota average about 5.10 mills. 

Mr. Aanpaunt. The rate in the eastern division of the Missouri Basin, 
including South Dakota and Nebraska and sizable additional areas, 
is 75 cents a month per kilowatt, and 314 mills for the first 250 hours, 
and 3 mills for the additional energy. 

That same rate is used both in Tabinetie and South Dakota. The 
reason that the mill rate per kilowatt-hour used is a little bit less in 
Nebraska is because of the fact that there is a higher load factor. The 
load factor determines the ultimate cost per unit. 

Senator Case. Mr. Secretary, the people in South Dakota, the 
electric cooperatives in South Dakota, look at those figures and they 
see that their rate is 5.10 mills, some above and some below. They look 
at the Nebraska figure and see that the Nebraska cooperatives are 
being supplied at 4.74, if my recollection is correct. 

Mr. AANDAHL. That i is about correct. But it results from applying 
the same basic price to the commodity that is being used. 

Senator Casr. The only reasons that Nebraska would have a higher 
load factor are, first, Nebraska has a higher population and, secondly, 
Nebraska is served by two agencies I think that are both in the nature 
of public bodies, and so that the entire load of the State of Nebraska, 
town and country, industry and agriculture, is supplied by public 
agencies. We still have a very large load factor in South Dakota. 

“Mr. Aanpant. I don’t think the load factor is determined by whether 
or not it is public or private power. The load factor associates itself 
with industrial development and the type of use to which the electric 
power is put. 

Senator Case. In any event, John Doe who pays the bill looks at 
that and sees the difference in the rate. If he happens to be a member 
of a co-op who lives on one side of the State line, that is what he looks 
at. What I was wondering is, in the light of what you have said, 
whether or not the power consumers in Nebraska might look for an 
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upward revision of their rates so they would be comparable to what is 
charged in South Dakota. 

Mr. Aanvau. No. I would say that any rate change that would 
be proposed, if there is any occasion for it—and at the moment we 
have no indication of a rate change in the area—if there were to be 
a rate change, it would be a change in the price per kilowatt, which 
is now 75 cents per month, and the price for the energy that goes with 
it. It wouldn’t affect those relationships to which you are referring. 
You will find, within your own State, one cooperative that pays a 
fraction of a mill more than another cooperative. The cooperatives 
in your own State, the preference customers in your own State, don’t 
have the same ultimate price. They pay exactly the same per kilowatt, 
and they pay exactly the same for energy, but when you put more 
energy with a kilowatt, you get an end result that is a little bit lower 
in the price per kilowatt-hour. 

Senator Case. Of course there is a variation that suggests itself 
between the Nebraska and South Dakota averages. 

Mr. Aanpanw. I am sure you have a greater variation between the 
cooperatives in your own State than you have between the aver: ges 
of the two States. And similarly there are sizable differences in 
Nebraska among customers. 

Senator Case. Of course you have a difference in South Dakota 
partly because you have the transmission lines that are operated by 
the Bureau in some instances and in some instances you have carrying 
over private lines and in some cases over lines that have been developed 
by some of the co-ops. 

Mr. Aanpan. No, that wouldn't have any effect upon this price 
that you are talking about. It wouldn’t have any effect upon this 
price that you are talking : about unless the wheeling that is paid is in 
excess of 1 mill and that excess is picked up by the customer. Those 
are rare instances. I don’t know of any in South Dakota that is on 
that basis now. 

Senator Case. It might be if you get into the case of municipalities. 
There are some municipalities in South Dakota that are buying power 
for their power and light municipal needs. And we have a few towns 
that have municipal plants and they qualify for the entire load of both, 
as a municipality as such, and the private users. 

Mr. Aanpant. The price that is charged every customer is exactly 
the same per kilowatt and is exactly the same for energy. If you 
have a customer who keeps his lights on more hours during the day, 
or has a motor that he runs 24 hours out of the day so that he gets a 
high load with the kilowatts that he has purchased, then he will be 
using more of this energy with each kilowatt that he pays for. The 
average price that he will pay for a kilowatt-hour of electrical service 
will be a little bit lower because of that high load factor. 

Senator Casr. What you say suggests then that the best way to get 
the best rate factor would be to have a statewide single utility so that 
the customers would get the benefit of the entire load factor of the 
entire State? 

Senator Hruska. On the contrary, Mr. Secretary, wouldn’t it ap- 
pear that the way to get a lower rate would be to have more people 
within a given area that would result in a bigger load factor, rather 
than the medium of transmission ? 
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Mr. AanpanL. The mathematics of what you are suggesting is a 
little bit tricky. I don’t like to make too broad a statement in conne: 
tion with it. I think that if you have a large centralized customer, 
that uses the average load factor of a large number of users, the end 
result would be about the same if you use that average as it would be 
if you sold directly to the several individual users. I think the end 
result would be about the same. 

Senator Case. May I place in the record at this point a letter from 
Mr. Dexheimer, Commissioner of Reclamation to me, accompanied 
by the table showing the sales, receipts, and average rates through the 
Missouri River Basin ¢ 

Senator Kerr. Yes,sir. That will be done. 

(The information follows :) 

DEPART MENT OF THE INT! RIOR, 
SUREAU OF RECLAMATION, 
Washington, D.C., January 16, 1954 
Lion. FRANCIS CASE, 
United States Senate, 
Washington, D.C. 

My Dear SENATOR CASE: In accordance with your verbal request in your recent 
conference in the office of Assistant Secretary Fred G. Aandahl, there is enclosed 
a tablulation showing Bureau power sales for the fiscal year 1955, for Missouri 
River Basin, Eastern Division by States, classifications of service, and customers 
Sincerely yours, 

W. A. DEXHEIMER, Commissioner 


I. Firm power sales during fiscal year 1955, Missouri River Basin, eastern 
division 





K ilowatt- . Averagen 
hours Revenue per kilow 
hour 
Montana: 
Cooperative utilities: 
Goldenwest Electric Cooperative 3, 619, 800 $19, 593.13 5. 41 
Hill County Electric Cooperative 9, 452, 883 48, 500. 63 5.13 
Marias River Electric Cooperative = ; 20, 987, 717 99, 446. 46 4.74 
McCone County Electric Cooperative | 11,833,045 61, 605. 78 5 21 
Mid Yellowstone Electric Cooperative 7, 659, 947 38, 238. 52 4.99 
Northern Electric Cooperative $e | 8, 196, 540 41, 253. 29 5.03 
Sheridan County Electric Cooperative 13, 616, 937 67, 534. 69 4 6 
Secutheast Electric Cooperative 4, 266, 660 20, 808. 36 4.88 
Tengue River Electric Cooperative 1, 388, 136 7, 024.17 5 06 
Valley County Electric Cooperative - . 3, 528, 343 19, 103. 49 5.41 
Lower Yellowstone - - va ‘ 8, 649, 684 45, 469. 59 5. 26 
NE. Sik. ccgctcdcllans Ta ai a | 93,199, 692 468, 578.11 | 5 03 
Privately owned utilities combined with North Dakota. 
Special irrigation service: | 
Buffalo Rapids farms - | 8, 357, 196 20, 892. 99 2.5 
Board of control, Savage. ___-.- s | 491, 370 1. 228. 44 2%) 
Malta Irrigation District, Dodson - - - - | 61, 170 159. 05 2.60 
Intake Irrigation District --_- 7 —— ; | 30, 296 116. 86 3.8 
Kinsey Irrigation District eae | 1, 225, 020 3, 062. 55 2. 50 
State water conservation board, Sidney ell cote 696, 864 1, 742.17 2. 
U.S. Indian Service. _.._.-- inpieidednsseteenes oot 606, 285 1, 515. 70 2.) 
Crow Creek Pumping. ----- ee Ea thd Ae 544, 160 1, 360. 40 2 50 
i gn ons cteaeneanenien 12, 012, 361 30, 078. 16 2. 50 
Bureau of Reclamation project service: 
Tiber Dam. igttitatetahstks a savas mevnndet 2, 769, 100 11, 076. 40 4.00 
Canyon Ferry Camp........-.--.- ccstdaidiacgadaotns 868, 700 3, 474. 80 4.00 
a ee I oe ees ck ceacasihliniede 3, 637, 800 14, 551. 20 4.00 
Miscellaneous service: 
School T istrict No. 21. -- 30, 980 619. 60 2). 00 
State fish and game department - - 30, 070 204. 45 6. 80 
Subtotal. _-__- ; pabaletetces ; i wall 61, 050 824. 05 13. 50 


See footnotes at end of table. 
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See footnotes at end of table. 





division—Continued 
Average mills 
.——— Revenue | per aout 
North Dakota: 
opens utilities: 
urke Divide Electric Cooperative.-...............--- 6, 126, 825 $31, 854. 26 5. 20 
Capital Electric Cooperative....................-...-- 2, 890. 536 14, 540. 63 5. 03 
James Valley Electric Cooperative... -_-._---- ceebiawiten ake 4, 220. 658 22. 032. 28 5. 22 
ON ee ae 9, 109, 926 46, 599. 06 5.12 
McKenzie Electric Cooperative _.............-..-.--..- 5, 923, 671 30, 238. 06 5.10 
Mor-Gran-Sou Electric Cooperative -.-_...........--.-- 11, 323, 270 58, 380. 92 5.16 
Montrail Electric Cooperative ................- ideaeaaen 6, 393, 229 31, 155. 67 4.87 
North Central Electric Cooperative_...........-...-.-- 2, 858, 652 14, 442. 65 5.05 
Oliver-Mercer Electric Cooperative_-.-........-.....--.- 5, 315, 128 27, 525. 37 5.18 
Slope Electric Cooperative ies ciminilopdeetaideoneinntominised 8, 735, 78 45, 195. 62 5.17 
Verendrye Electric Cooperative. ladle egies letaslinpcae aati 1, 399, 278 7, 165. 60 5.12 
West Plains Electric Cooperative... ..........-.-.--..- 9, 694, 402 49, 574.4 6.11 
Williams Electric Cooperative. -.............--....---- 6, 209, 165 32, 160. 5.18 
I ie kinieandee dental 80. 200,498 | 410, 865. 49 5. 
Privately owned utilities: Montana-Dakota Utilities Co.! re 66, 595, 800 ~~ 314, 485. 84 "314, 485.84 | 4. 
Special irrigation service: 
P+ st Clack tsvigation Thistrict :.. ..n. << nnccccenscces 261, 704 654. 27 2. 
Buford-Trenton Irrigation District...........-....-.-- 649 620 1, 624. 05 2. 
Lewis and Clark Irrigation District 134. 910 422. 25 3. 
DO site ta teetcdceebencs}ensiniinsscnsatesecnide 1, 046, 234 2, 700. 57 2. 
Bureau of Reclamation project service: 
SN ALS leks on tee dteuuiacinmbiiceuns 17. 256 92.11 
Corps of Engineers, Garrison. -.-....-.........-.---..-- 20, 388, 000 93, 781. 12 
NE ata tha sac dnaeicus-nmasnneatead dbus anbmedemenacd 20. 405, 256 93. 873. 23 | 
South Dakota: 
Muni ipalities: 
NS oi iia a el tae allied: ndeaictie enatinatians 151, 164 923.34 
a cma sahatalinas ablapinnebuiireSlens 344, 352 1, 782. 78 
I ot Ss a 8 ap renee a Mason tbchibtaiaedelss obs 1, 172, 141 6,0°1.97 
a 1, 151, 376 6, 50%. 63 
I aidsdina 5 teach dd niddensuedade ede mtctehh oieauati’ 993. 000 5, 104. 90 
a a 382, 092 1, 981. 50 
IE ao cn ath ned n a ates Laewtel manapelacionse masa omaha 441, 252 2, 220. 73 
RN tat ILS, cick Aelitenankan-thepiniihaidhinndl anndibinicbe 54, 509 78. 60 
i took eh 8 Sls SD de douaieeeiadwen 2, 439, 126 11, 5°1. 93 
I eh die I nn ialis cn cheapest es xno pcanstnanibsaeea a: weblelirciedaiiien 761. 940 3, 537. 81 
Ti cidictths whikcigueieiighdiacietsecubdmawauetngniionmaeliel 4, 965, 5°0 25. 440. 68 
ae ee Te eee ae ter 12, 856. 472 65, 317. ee. FF 
Cooperative utilities: 
Cam-W al Electric Cooperative - --..-..-- 5 aiediaeuaned 6, 430, 321 32, 136. 60 5. 
Central Electrie Association. . ........................ 3, 293, 538 16, 036. 12 4. 
eee ee 7. 010, 358 35, 803. 47 5. 
Grand Electric Cooperative... ......-....----- encoanina 7, 433. 487 37, 219. 57 5. 
Moreau Grand Electric Cooperative ieswntanneted abies 5, 927. 151 30, 217. 44 5. 
Northern Electric Cooperative-_--- wincksaaiasabdedaas cil lt 1, 904 544 9, 689. 24 5. 
Beadle Electric Cooperative -.—........--------.--- 5. 437. 004 27, 699. 34 5. 
Bon Homme-Yankton Electric Association. - ~~... _- 7, 053, 583 35 625. 04 5. 
Charles Mix Electric Association _..-..........-..--.- 3. 646. 776 18, 685. 17 5. 
Cherrv-Todd Electric Association. -.............-.--- 4. 600 000 23, 952. 61 5. 
Clay Union Electric Cooperative. .-...............--- 7, 355. 288 37, 730. 63 | 5. 
Codineton-Clark Electric Cooperative __...........--- 4. 858, 974 24 839. 44 5. 
Touglis Electric Cooperative... ....................... 2. 803, 114 14, 588. 49 | 5. 
H-T Electric Cooperative. --..................-..... 4 851, 324 24, 871. 51 5. 
Inter-Countvy Electric Association -_................-- 9. 683, 320 49, 118. 48 | 5. 
Kingsbury Electric Cooperative. --.................-- 2. 020. 518 10, 050. 09 4. 
Lake Region Electric Association ..............-..-.-- 6. 531, 188 33, 569. 32 5. 
ROT RE Oe onc ecrecunsaceonaekunasna 9, 531, 121 48, 898. 65 5. 
McCook Electric Cooperative . .........-....----..--- 4. 569, 129 22. 552. 73 4. 
Northern Electric Cooperative__..............--..---- 4, 926, 845 24, 878. 34 5. 
Be Taree lg cccccmineccscnswscen 3, 639, 721 18, 421. 55 5. 
Rosebud Electric Cooperative. -_-_-...........-----.-.- 10, 906 224 57, 693. 79 5. 
Rushmore Generation & Transmission_.....--...._--- 21. 382 685 111, 869. 80 5. 
no ee coessiciemtienge ince 21, 122, 851 105, 888. 05 5. 
Spink Electric Cooperative. _..............-..-.....-- 4 108. 401 20, 602. 86 5. 
Traverse Electric Cooperative. __.................-... 2. 715. 926 14. 075. 00 5. 
Tri-County Electric Association __............-.---.-- 5 575, #82 28. 456. 63 5. 
Turner-Hutchinson Electric Cooperative___.....-___- 12. 427, 826 61. 679. 83 4. 
Union County Electric Cooperative _........-..----- 2. 676. 751 13, 286. 48 4. 
Whetstone Valley Electric Cooperative........-.-_.-- 5, 474, 056 28, 656. 96 5. 
Adidas chisitnScsandesu da sh andosars ohana Rlivinaniaesedinniaoendlloniiioss 199, 917,706 | 1,018, 793. 23 5. 
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I. Firm power sales during fiscal year 1955, Missouri River Basin, eastern 
division—Continued 


tian A verag s 
} sire R [™ a watt 
South Dakota—Con 
Other Federal utilities: Ellsworth Air Force Base 9, 800, 000 $50. 491. 10 
Privately owned utilities: Black Hills Power & Light Co 1, 739, 380 7, 432. 50 4.2 
ldomestic employees . 2, 629 22.16 &.4 
Commercial and industrial: Donovan-Lovering-Boyle 2, 918, 400 17, 158. 22 SS 
Bureau of Reclamation project service: Angostura Camp 
and Dam 16, 491 73.17 4.44 
Nebraska: 
State government utilities: Nebraska public power 
system ?__. 144, 719, 000 686, 109.17 474 
_ 
Municipalities: Rock Rapids. - - : one 2, 274, 805 11, 160. 4.9 
Cooperative utilities 
Lyon Rural Electric Cooperative - _- 5, 001, 264 25, 441. 84 a 
Osceola Electric Cooperative. 3, 446, 172 17, 358. 54 5. 4 
Subtotal_-- Sich cxn bliin . . 8, 447, 436 42, 800. 38 5 07 
Minnesota: 
Cooperative utilities: Southwestern Minnesota Coopera- 
tive. ‘ . one i 7 ote be 495, 600 2, 454. 12 4.% 


Includes energy delivered in Montana as well as in North Dakota 
? Based on application of rate schedule before deduction of rate discount due to the United States being 
relieved of wheeling charges. 


II. Secondary energy sales during fiscal year 1955, Missouri River Basin, eastern 
gl ! 


division 
| ae Average mills 
Kilowatt- 
| venue 2 ( " 
| hours Revenue per — att 


Montana: 


| 
| 
Cooperative utilities: Marias River Electric Cooperative..| _ 16, 158, 315 $54, 583. 14 3. 38 
(Privately owned utilities combined with North Dakota.) 
North Dakota: 
Privately owned utilities: Montana-Dakota Utilities 
eS aie sake tea anc paldiieda 108, 174, 403 325, 797. 53 3.01 
South Dakota: 
Municipalities: | 
Arlington. -_-- he ee 301, 554 1, 055. 45 3. 50 
_. Tikk ceaiadbedddiae beso 4, 083, 859 13, 675. 45 3. 35 
RS eee banks oe eS | 478, 500 1, 674. 77 3. 50 
Howard______ oe ee ei 7 oe ae 624, 057 3, 120. 20 5.00 
es a Leena tS 12, 174. 78 3. 50 
Is Ht Sco a tins a sans in wiecgleenad nahn Tae ae 749, 272 2, 622. 45 3.50 
a a a i ell 4, 896, 000 17, 136. 00 3. 5O 
IG 2c. 8 oi sen ee he ..---| 14,611,752 51, 459.19 3. 52 
Privately owned utilities: | 
Central Electric & Gas Co-___-_.-- i 8, 347, 000 29, 733. 50 3. 56 
Northwestern Public Service Co-- 5 44, 099, 538 149, 013. 91 3. 38 
ne sh ads esmcnante ia eenn dried 2, 446, 538 178, 747. 41 3.41 


3 Includes energy delivered in Montana as well as North Dakota. 


76239—56——-29 
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III. Dump energy sales during fiscal year 1955, Missouri River Basin, eastern 
division 









Average mills 
Revenue per kilowatt- 
hour 





Kilowatt- 


hours 














Montana 
Privately owned utilities: Montana Power Co.: 
Fort Peek siinccitndagslliiiaidan a ‘ 53,058,600 | $132, 646. 52 2. 50 
Canyos Oéry.............. aici we 232, 044, 526 580, 111.33 | 2. 50 
TI totes Seccnedatsneoanaees oe nile cnntaside ay Sena 712, 757. 85 | 2. § 
Nebraska | 
State government utilities: Nebraska Public Power | 
System --} 137, 886, 000 | 362, 000. 73 2.63 
i 
' i? 





Senator Kerr. Thank you very much, Mr. Secretary, for your very 
patient and extended effort. Otf the record. 

( Discussion off the record. ) 

Senator Kerr. 1 am going to place in the record at this point ex- 
cerpts from the speech of Herbert Hoover on April 11, 1953, and 
excerpts from the speech of Mr. Aandahl on September 29, 1953. 

(‘The excerpts from speeches follow :) 















EXCERPTS FROM AN ADDRESS DELIVERED APRIL 11, 1953, By THE HONORABLE HER- 
BERT HOOVER ON SOCIALIZATION OF ELECTRIC POWER AT THE CASE INSTITUTE 
or TECHNOLOGY, CLEVELAND, OHIO 






Tonight I shall appraise the aspects of creeping socialism in the electric power 
industry by the Federal Government only * * *. Rightly or wrongly the State 
and municipal governments do engage in electric enterprises. But at least their 
activities respond to the will and scrutiny of local government. 
















THE METHOD OF SOCIALIZATION 





The first step toward socialization was taken when the Federal Government 
understook itself to generate and distribute this electric power from multiple- 
purpose dams. And now the Federal Government has taken further socialistic 
leaps by building steam and hydroplants solely for the generation of electric 
power. * * * 

However, I do not believe in criticism without remedies. 

The first steps should be: 

1. The Congress should cease to make appropriations for more steam plants 
or hydroelectric plants solely for power. If they are justified, private enter- 
prise will build them and pay taxes on them. 

2. The Congress should follow the precedent of the Colorado project and 
make no more appropriations for new multiple-purpose projects unless the 
electric power is first leased on terms, the standards of which I will describe 
in a moment. 

3. The Congress should, jointly, with the President, set up a temporary 
commission on reorganization of this whole Federal venture with resources 
to employ technical assistance. 

(a) This Commission should investigate and recommend proper methods of 
accounting and a revision of the division of Federal investment in these products 
between electric power and other purposes, and recommend proper practices for 
future ; 

(b) The Commission should report on the actual cost of, and the pros- 
pective returns from, each of these major enterprises ; 

(c) The Commission should formulate the methods and standard terms for 
leasing generating plants, transmission lines, and the electric energy to private 4 
enterprise or to municipalities or to the States or to regional authorities that 
may be set and managed by the States. These standard terms should pro- 
vide for payment of interest and amortization of the Federal investment, the 
refunding of arrears in these items and also some contribution in lieu of taxes. 

The latter would not need apply in cases of private enterprises as they pay their 
own taxes. 
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d) The Commission should develop methods by which non-Feds 
can share cooperatively in the cost of future capital outlays on the electrical 
part of multiple-purpose dams. 


WORKING OUT THESE POLICIES 


Some of these projects could be disposed of so as to return these standard 
terms to the Federal Government. Others, due to excessive cost, may need co! 
cessions, and the Federal Government would need cut its losses 

Others of them, pending disposal, will need continue to be operated by the 
Federal Government. In these cases the Commission should recommend hat 
rates they should charge their customers so as to make the standard returns 
They should recommend methods to compel such payments to the Federal Treas 
ury instead of their diversion to other purposes. Such action would test the 
value of these enterprises, and, in some cases, indicate what losses may need 
be cut. 

The objective of the whole proceeding should be to get the Federal Gover 


ment out of the business of generating and distributing power as soon as 
possible. 
Above all, we would rescue freemen from this variety of creeping sociali 


The American people have fought off socialized medicine, but here is a hol 
in the dike of freemen that is bringing a flood. 


There are those who shy away from the use of the term “socialism,” or the 
name of Karl Marx, in connection with what is going on in the power fiel 
fut, excepting those who desire socialization, they re blind to the facts 


Socialism has become the world’s nightmare. It is not the Americar 


EXCERPTS FROM THE SEPTEMBER 29, 1953, ADDRESS OF ASSISTAN INTERIOR 
SECRETARY FRED G. AANDAHL TO THE MISSOURI BASIN INTERA‘ cy Com 
MITTEE MEETING AT Fargo, N. DAK. 


Both by the affirmative statements in the present power policy and also by 
omission of provisions that were in the previous power policy, it is apparent 
that it will be the Federal Government’s purpose to dispose of Federal power in 
communities in such a way that it will not disturb established retail systems. 
At the local level people should determine for themselves whether they want 
public power or want to have their power needs supplied by private enterprise 
The Federal Government should not attempt to influence those decisions. Inso- 
far as Federal power if offered for sale at prices lower than power can be 
produced locally and this power is made available first to preference customers, 
it of itself creates a desire among local people to become preference customers. 
As a word of warning, I would like to forecast that, except in high fuel cost 
areas, 5 years hence the spread in price between federally produced power and 
locally produced power, either from steam plants or otherwise, will be much 
less than it is at the present time. To support this opinion, attention is directed 
to a later paragraph on power rates. 

The law provides, and the present administration supports the law, that 
public bodies and cooperatives be recognized as preference customers. Within 
a reasonable marketing area Federal power will be sold to preference customers 
on a longtime basis in such amounts as they are able to use. Any remaining 
power will be sold to nonpreference customers on a similar longtime basis 
with the particular objective in mind of benefiting as many as possible of the 
rural and domestic customers in the area. It is the well-established purpose 
of the Congress as expressed in basic law to make as widespread a distribution 
of Federal power as possible in order that the comforts of living and the 
efficiency of homespun economy may be kept at a maximum. This includes the 
rural and domestic users who receive their supply of power through nonpreference 
as well as those who receive it through the preference agencies. When a market- 
ing pattern has been established for the maximum benefit of all, it should not 
be disturbed. Therefore, after meeting the needs of preference agencies, it 
is proposed that the remaining power be sold on an equally long-term basis 
to nonpreference agencies. The availability of remaining power to nonpreference 
customers, together with prospective reduced differential in the price of Federal 
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and locally produced power, should materially reduce the unfortunate pressure 
on local communities to establish local public power entities just to make Federal 
hydro power available to themselves. 
Senator Kerr. We will recess at this time until Monday at 10 
o’clock, when we will hear as our first witness General Itschner. 
(Whereupon, at 12: 30 p. m. the hearing was adjourned, to reconvene 
at 10 a. m., Monday, March 12, 1956.) 
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MONDAY, MARCH 12, 1956 


Untrep STares SENATE, 
COMMITTEE ON PusLic Works, 
SUBCOMMITTEE ON FLoop Controt—RIvers AND HAarpors, 
Washington, D. ¢ 

The subcommittee met, pursuant to adjournment, at 10:15 a.m., 
in room 412, Senate Office Building, Hon. Robert S. Kerr (chairman 
of the subcommittee), presiding. 

Present: Senators Kerr (chairman of the subcommittee) and 
Hruska. 

Also present: Staff members John L. Mutz, T. W. Sneed, Eloise 
Porter, and Frances Clark. 

Senator Kerr. The committee will come to order. 

All right, General. 


STATEMENT OF MAJ. GEN. E. C. ITISCHNER, ASSISTANT CHIEF OF 
ENGINEERS FOR CIVIL WORKS, CORPS OF ENGINEERS, ACCOM- 
PANIED BY CHARLES W. KINNEY, CHIEF OF POLICY BRANCH, 
CIVIL WORKS; AND MAJ. FELIX GARRETT, ASSISTANT CHIEF OF 
CIVIL WORKS FOR POWER 


General Irscuner. Mr. Chairman, my name is E. C. Itschner, 
7 ajor general, Corps of Engineers, Assistant Chief of Engineers for 

‘ivil Works. 

As you know, the Corps of Engineers turns over power generated 
at its hydroelectric projects to the Department of the Interior for 
marketing. We are not, therefore, directly involved in the determi- 
nation of power rates. However, we have the greatest interest and 
concern in most of the matters that have been discussed in prior 
meetings of this committee. Furthermore, the costs we incur in con- 
structing projects and the cost allocations we furnish to the Depart- 
ment of the Interior have a major bearing on the determination of 
power rites Therefore, I think your committee would be interested 
in having the views of ‘the corps on three matters: Project justifi- 
cation ; cost allocations; and cost of construction. 

I understand that some witnesses have confused project justifica- 
tion with cost allocations, and T hope to make the distinction between 
them clear. 

Let me discuss project justification first. Before a project is con- 
sidered to be fully justified economically and it is recommended to 
the Congress for authorization, it must pass two tests. First, the 


447 
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project as a whole must be justified, that is, the total project benefits 
must exceed the total project cost. It then will have a benefit-cost 
ratio greater than 1 to 1. The second criterion is that each proj- 
ect purpose, such as flood control, water supply, power, and so on, 
must be justified economically. In other words, the benefits accruing 
to each purpose must exceed the cost incurred as a result of including 
that purpose in the project. For example, if we have a multiple- 
purpose project for the primary purpose of flood control and power, 
the costs made necessary as a result of the inclusion of power would 
be the difference in the total cost of the multiple-purpose project and 
the cost of an equivalent single-purpose flood-control project. 

Senator Kerr. Without the power? 

General IrscHner. Without the power. This difference in cost is 
called a separable or incremental cost and we say that the inclusion of 
a purpose such as power in a project is incrementally justified if the 
power benefits exceed the incremental cost of power. 

The Corps of Engineers has applied these two tests in determining 
the economic feasibility of its projects since prior to World War II. 

There are many reservoir projects authorized as single-purpose 
flood-control projects by the 1936 and 1938 Flood Control Acts which 
were subsequently studied to determine the best plan of comprehensive 
development. In many cases, the addition of power was recom- 
mended and authorized by the Congress. Having establishd the jus- 
tification of the project without power at the time of the original 
justification, it was only necessary to compare the power benefits with 
the incremental cost of power to determine the justification for in- 
cluding power in the multiple-purpose project. These analyses were 
for the purpose of determining the economic feasibility of the mul- 
tiple-purpose development and not to indicate a method of cost alloca- 
tion. The Tenkiller Ferry project on the Illinois River in Oklahoma 
is an example of such a project. 

The incorporation of several purposes in one project makes it pos- 
sible to obtain the benefits for each purpose at less cost than by a 
number of individual single-purpose projects. 

In many cases, it is impossible to justify economically a single- 
purpose project for any purpose, yet a multiple-purpose project may 
c well justified. I want to emphasize this point because the adoption 
of a basic policy that only the incremental costs should be allocated 
to a particular purpose could result in many projects which are now 
considered economically justified under present procedures being 
considered uneconomical. 

The implication of allocating only the incremental costs to a single- 
purpose is that first, the other purposes do not share in the savings 
made possible by multiple-purpose development; and second, that 
single-purpose projects for the other purposes must be economically 
justified. For example, a navigation-only project at the McNary site 
on the Columbia River is estimated to cost six times as much as can 
be justified by navigation benefits. Navigation is only justified in 
a dual-purpose navigation and power development. A single-pur- 
pose power project at the Narrows Dam site is not economically justi- 
fiable but the inclusion of power in this dam was justified as a result 
of the savings made possible by multiple-purpose poi gs goa 

Senator Kerr. Now, what you are telling us, General, if I under- 


stand, is while it may not occur as often and yet it may occur more 
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often. but that there are a number of times when the figures on flood 
control alone would not justify a flood-control project. But, when 
the total of the power benefits and the flood-control benefits are added 
together, that the flood control and power project as a multiple- 
purpose project is justified ¢ 

General Itscuner. Mr. Chairman, that is exactly correct. 

Senator Kerr. Well, I want to say that I probably—well, I would 
not say that I have more respect for your testimony here than any 
other, but I certainly have as much as for any other witness and any 
discussion I have with you is for the sole purpose of getting a clear 
picture in the record and I appreciate your attitude of approaching 
the proposition on that basis. 

I thought I heard you say that before you would recommend a proj- 
ect, total benefits must exceed total costs, and in addition, total benefits 
of each element of the project must exceed the total cost of that ele- 
ment in the project ? 

General Irscuner. That is correct, sir. 

Senator Kerr. Now, there seems to me to be a conflict between the 
two conclusions. 

General IrscuHner. No, sir. It is not a conflict for this reason. 
Instead of saying that the incremental cost of each purpose must be 
less than the benefits for that purpose, it would be better to say that 
it must be less or equal to the cost of that purpose. 

Senaor Kerr. Then I am wondering if this would be an accurate 
interpretation of the overall effect of your remarks. First, we all 
agree that the total benefits must exceed the total costs. That is a 
necessary prerequisite for the project! 

General Irscuner. That is right, sir. 

Senator Kerr. Second, that the incremental costs of any element 
of it must not exceed the benefits of that element ? 

General Irscuner. That is correct. 

Senator Kerr. Then it would not necessarily follow that the sepa- 
rable costs of any element must be less than the benefits from that 
element ? 

General Irscuner. Using the method of cost allocation that we 
use, it is true that the separable costs of any project purpose must not 
exceed the benefits derived from the incorporation of that purpose in 
the project. 

Senator Kerr. Well now, let me see if I am applying the words 
“separable” and “incremental” in the same meaning that you do. 
Which of those two designations do you use when you refer to what 
it would take to add a certain element to a project which you were 
otherwise building ? 

General IrscuNner. The two terms, “separable” and “incremental,” 
as we use them, are synonymous. 

Senator Kerr. Well, I thought we had been talking, here in this 
hearing, generally about two designations of allocation of costs, one, 
being incremental cost basis, and the other one, separable costs-remain- 
ing benefits basis? 

General Irscuner. Well, in the separable costs-remaining benefits 
method of cost allocation, the separable costs mean the incremental 
costs. The “remaining benefits” element is an additional part of the 
total cost, and it represents an equitable share of the cost of the joint- 
use part of the project. 
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Senator Kerr. Well, in order that I can go along with you, I am go- 
ing to have to get to where I can understand the one that you are 
speaking of. Now, in your statement, I understood you to say that 
each element of a multiple-purpose project must be justified on its own 
cost-ratio-benefit basis. There just seems to be a conflict between that 
and the statement I understood you to make that if the flood-control 
benefits were inadequate to justify the flood-control costs, you would 
still recommend the multiple-purpose project if the excess power bene- 
fits were sufficient to make up the deficit or vice versa ? 

General IrscuHner. No, sir, that is not correct. Mr. Chairman, if 
I could proceed with the next portion of my talk—— 

Senator Kerr. You think I will understand? All right. 

General IrscHnER. On cost allocations—we are getting to that. I 
think it would explain it. If it doesn’t, I shall try to answer your 
questions, sir. 

This brings me to my second subject, cost allocations. You are 
much more interested in cost allocations in conducting hearings on 
rate determinations that you are in project justifications, for after 
all, costs used in project justifications have little, if anything, to do 
with cost allocations. For one thing, cost allocations cannot become 
firm until the project is completed and all contract claims have been 
settled. This usually is many years, even decades, after project au- 
thorizations. Costs have risen year after year, and frequently the 
size of the project and even its location, both within limits, are 
changed. Svante information on the costs of power is needed by 
other agencies prior to the completion of a project. Accordingly, pre- 
liminary allocations are made by the corps based on estimated costs, 
whenever those agencies indicate a need for data on the cost of 

wer. 

The rate schedule which is presently being considered by this com- 
mittee is based on such preliminary cost allocations made by the 

Senator Kerr. Now, do you speak about the one now in effect or 
the one proposed ¢ 

General Irscuner. The one proposed, sir. 

Senator Kerr. Yes. 

General IrscHNeErR (continuing). Is based on such preliminary cost 
allocations made by the Corps in 1954. 

It is to the interest of the purchaser of power from the Government 
that the benefits assumed in project justification of the power com- 
ponent of projects are usually not required to be fully paid back 
as a result of cost allocation procedures. There are two reasons for 
this: First, usually the benefit-cost ratio is greater than 1 to 1, and 
the purchaser benefits by the amount that it exceeds a 1 to 1 ratio; 
and second, the benefits are generally based upon the cost of gen- 
erating power by the cheapest alternative means, usually taken as 
privately developed steam plants. Usually these plants are more ex- 
pensive than a good hydroelectric project. The purchaser pays only 
the actual cost for the greater benefits. 

The currently accepted methods of allocating costs among the several 

urposes of a project vary considerably, but all have as their ob- 
jective the assessment of the separable or incremental costs to each 
purpose, such as power and flood control, combined with an equitable 
means of allocating the joint costs of a project. 
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Joint costs are the costs remaining after subtracting the separable 
or incremental costs of each of the purposes. All Federal agencies, 
authoritative committees and commissions, have agreed that costs 
should be allocated on the principle that each purpose should share 
equitably in the joint costs, as =a as assume their full separable or 
incremental cost. However, until recently there has not been agree- 
ment as to the particular method to be used in allocating the joint 
costs, 

Cost allocation was one of the subjects investigated by the Sub- 
committee To Study Civil Works of the House Committee on Public 
Works and is discussed in the report of that subcommittee dated De- 
cember 5, 1952, The Allocation of Costs of Federal Water Resource 
De velopment Projects. That is House Committee Print No. 23, 82d 
(Congress, 2d session. 

Since the views of that subcommittee were carefully considered in 
the subsequent interagency agreement on cost allocation and in de- 
termining the allocations for those projects now under discussion, 
this committee might desire to have the subcommittee report included 
in the record of this hearing. 

This report recommended : 

That all costs of a water-resource development project be allocated so that 
each authorized purpose of the project will bear its own fair share of these 
costs and share equitably in economies or savings resulting from the use of a 
multiple-purpose development— 

a recommendation with which I wholeheartedly agree. 

That report also stated, and I quote again: 

The subcommittee is favorably impressed by the separable costs, remaining 
benefits procedure that has been developed by the Interagency River Basin Com 
mittee. Under this method it appears that the costs allocated to any function 
would not exceed the benefits accruing to that function nor would they be 
less than the separable costs entailed by including that function in the project. 
The subcommittee is inclined to believe it desirable that this method generally 
be adopted for future use. As an important exception, however, the history of 
those projects already authorized must be considered, for that history may indi- 
cate that it would be unreasonable to use this particular method. 

It is important that all concerned with allocation of costs be aware at all 
times that preliminary figures are only estimates and that final allocations should 
not be made until final costs are known. 

Subsequent to the subcommittee’s report the allocation of costs of 
multiple-purpose projects was the subject of a series of discussions 
among representatives of the Department of the Interior, Department 
of the Army, and the Federal Power Commission. Those discussions 
resulted in an agreement dated March 12, 1954, on cost allocations 
which has been previously referred to during these hearings and made 
a part of the record. 

That agreement recognizes the separable costs-remaining-benefits 
method as preferable for general application. 

Senator Kerr. Let us stop right there. 

General Irscuner. Yes, sir. 

Senator Kerr. “* * * as preferable for general application,” you 
say. 

General Itscuner. That is correct, sir. 

Senator Kerr. May we assume from that that you feel that cir- 
cumstances in any individual case could warrant a different formula? 

General IrscuNer. There are some circumstances, sir, in which a 
different formula might be warranted. We, in the Corps of Engineers, 
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are completely wedded to the separable costs-remaining-benefits 
method. 

Senator Kerr. Asa general approach ? 

General Irscuner. As a general approach; yes, sir, but two other 
methods were authorized by the agreement. One is the alternative 
justifiable expenditure method and the third, is the use of facilities 
method. We believe that definitely one of the three methods must 
be used for all cost allocations and the Corps of Engineers feels that 
the separable costs-remaining benefits method should be used when- 
ever it is applicable. One reason is that the use of facilities method 
is not applicable where power is involved. 

If I may go on now, sir. Other methods may be used, if justified 
by special conditions, or if indicated by the legislative history of an 
authorized project. That answers the question which you asked. But 
all approved methods adhere to the principle that each purpose, in- 
cluding power, must bear an equitable share of the costs of the pro- 
ject attributable to features that serve all purposes. 

I understand that some interests desire that purchasers of power 
from Federal dams pay only the incremental costs of that power, not 
sharing in the joint costs of the dam, on the theory that the i would 
be required anyway for another purpose, and therefore power should 
pay only incremental costs. 

Such argument is unsound and dangerous—unsound because of all 
the uses of water, hydroelectric generation is one for which a substi- 
tute is most readily available. By contrast, as a rule, there is no 
economical substitute for domestic and indstrial water supply, irriga- 
tion, and flood control. Electricity is cheap, about the only commod- 
ity that has not skyrocketed in price since the depression years. 

I also said it would be dangerous because the incremental method 
would decimate the water resource development program of the Na- 
tion. By itsemployment many of the great multiple-purpose projects 
of the Nation could not have been built, satheling Narrows, Fort 
Gibson, Clark Hill, J. H. Kerr, Hartwell, McNary, The Dalles Dams 
to mention a few. 

The Senator from Oregon a member of your committee is an advo- 
cate of the high Hell’s Canyon Dam, which I feel sure, without taking 
the time to make the extensive computations required, could not 
be justified by the incremental method applied to power. 

Your distinguished chairman, a staunch supporter of water re- 
source development projects throughout the Nation, is intensely in- 
terested in a project about to be reported upon by the corps in which 
a number of smaller reservoirs on tributaries of the Little River in 
Oklahoma and Arkansas would be substituted for part of the storage 
in the authorized Millwood Dam in Arkansas. These projects would 
not be recommended by the corps if the incremental method were ap- 
plied to the water supply features; in fact, only by the separable costs- 
remaining benefits method can these projects be justified. 

Certainly, the legislative history of a project is a prime considera- 
tion in determining the method of allocating costs. The reports sub- 
mitted to Congress on the Norfolk and Denison projects in 1938, House 
Document 290, 77th Congress and House Document 541, 75th Con- 
gress, included recomendations based upon allocating only the incre- 
mental cost of power to that purpose, and cost allocations for these 
projects have always been made in that manner. 
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Reports submitted to Congress on most projects, however, have not 
indicated a definite allocation or a method of allocation. Since the 
method of allocation is not prescribed by law, the agencies concerned 
make administrative determinations of the aperopen ite allocations of 
costs to purposes served by a project. 

As soon as the interagency cost allocation agreement was reached 
in 1954, the corps undertook a review of the allocations of cost for its 
projects. That review included all projects under discussion by this 
committee. I would like to give you the facts on two typical cases. 
The first is Denison Dam, an example of a project where, because of 
authorizing legislation, the incremental cost allocation method was 
used. 

Denison Dam, as you know, is on the Red River in Oklahoma and 
Texas. 

Senator Kerr. May I make an amendment there? 

General Irscuner. Yes, sir. 

Senator Kerr. The dam is on the Red River in Oklahoma. 

General Irscuner. Right, sir. 

Senator Kerr. A portion of the lake is in Texas. 

General Irscuner. You will notice I put Oklahoma ahead of Texas. 

Senator Kerr. Yes, sir. [{ Laughter. | 

General Irscuner. The Denison project was authorized by the Flood 
Control Act of 1938 for the dual purposes of flood control and power 
at. an estimated construction cost of $54 million pursuant to the report 
contained in House Document No. 541, 75th Congress, 3d session. 

That report stated that the difference in cost of the dual-purpose 
project and that of a flood control only project is assumed to be the 
cost properly allocated to power development. The estimated cost 
given for a flood control only project was $38,279,000, resulting in a 
to‘! cost of $15,721,000 being allocated to power, or 29 percent of the 
project cost. 

.ne annual charges allocated to power were $1,614,000. No costs 
were allocated to any other purposes. 

The construction cost in 1954 was $60,196,000, and the incremental 
cost allocated to power was $19,361,000 or 32 percent. The annual 
charges allocated to power was 986,260. This allocation is consistent 
with the legislative history of the project and with the comments of 
the subcommittee to study civil works. 

Now, I would like to take another project, which is an example of 
projects where the incremental method of cost allocation was not 
specified in the authorizing legislation, and that project is Fort Gibson 
Dam on the Grande, also ‘called the Neosho River, in Oklahoma. 

The Fort Gibson project was recommended for the primary pur- 
poses of flood control and power in House Document No. 107, 76th 
Congress, Ist session, at an estimated cost of $13,700,000. The total 
cost was allocated between those two purposes by apportioning the 
costs of the three dual-purpose reservoirs, including Pensacola and 
Markham Ferry, on the basis of the cost of procuring the same degree 
of flood control and the same amount of power as independent develop- 
ments. 

On this basis, $4,973,400 or 36 percent was allocated to flood control 
and $8,726,600 or 64 percent was allocated to power. 
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The project was modified from that reported to Congress in House 
Document No. 107 to obtain substantially more flood control storage 
capacity. The plan for the project as modified was reported to Con- 
gress in House Document No. 758, 79th Congress, 2d session. The 
estimated cost of the project in 1954 was $42 million. 

The report of the Subcommittee To Study Civil Works indicated 
that the separable costs-remaining benefits method for allocating costs 
was more suitable than the incremental method but indicated that the 
same method as used in the report to Congress should be followed. 

The separable costs-remaining benefits method was used in allocat- 
ing the costs which results in $15,644,000, or 37 percent of the construc- 
tion costs being allocated to power, and $812,900 of annual charges. 
If the method outlined in the survey report is followed $21,397,000 
or 51 percent would be allocated to power. 

Now, Mr. Chairman, I have similar statements on seven other proj- 
ects which, in the interest of saving time, perhaps you would prefer 
that I have inserted in the record? 

Senator Kerr. I wish you would. 

General Irscuner. I would be very happy to. 

Senator Kerr. They would be cumulative only, as I take it? 

General IrscHNer. Very similar to these other two. 

Senator Kerr. The statements would just be cumulative? 

General Irscuner. Yes, sir. 

Senator Kerr. They will be so inserted in the record. 

(The above-mentioned document is as follows :) 


LEGISLATIVE TIistory AND ALLOCATIONS OF CosT—MULTIPLE-PURPOSE PROJECTS 
IN SOUTHWEST 


NORFORK RESERVOIR 


North Fork River, Ark. and Mo. 


The Norfork project was authorized for flood control by the Flood Control Act 
of 1938. The addition of power was recommended in House Document No. 290, 
77th Congress, Ist session and authorized by the Flood Control Act of 1941, 
The total estimated cost at time of authorization was $27,500,000. House Docu- 
ment No. 290 presented the difference between the estimated construction cost 
of the dual-purpose project and of the flood control only project as the cost to 
be allocated to power. On this basis the construction cost allocated to power 
was $13,500,000 and the annual charges were $712,000. All costs were charged 
to flood control and power. 

The construction costs of the project were $28,700,000, and the incremental 
costs allocated to power are $13,145,000. The annual charges allocated to power 
are $662,000. 


BULL SHOALS AND TABLE ROCK RESERVOIRS 


White River, Ark. and Mo. 


The Bull Shoals and Table Roek projects were recommended for the primary 
purposes of flood control and power in House Document No. 917, 76th Congress, 
3d session, and were authorized for those purposes by the Flood Control Act 
of 1941. The estimated construction cost of Bull Shoals was $42 million and 
of Table Rock was $37 million. No allocations of costs were given. However, 
the Federal Power Commission suggested that higher dams be constructed at both 
sites to more fully develop the power potentials of the sites. The Chief of 
Engineers recommended that the heights of the dams be left for determination 
when construction was started. The heights of both projects were later in- 
creased to provide substantially greater power benefits. 

The 1954 estimated construction cost of these projects was $76,329,000 for 
Bull Shoals and $68,700,000 for Table Rock. 

The Subcommittee To Study Civil Works in commenting on a proposal to allo- 
cate incremental costs to power at Bull Shoals on the basis that power is a mere 
incidental while the only basic purpose is flood control stated that this overlooked 
the important fact that the project was submitted to and authorized by Congress 
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as a multiple-purpose project. The subcommittee report indicated that the 
separable costs-remaining benefits method was reasonable for both projects. In 
compliance with a conference report published as House Report S89, S8d Con 
gress, the Corps of Engineers in 1953 prepared a special report on power aspects 
of the Table Rock project. The report contained an allocation analysis by the 
separable costs-remaining-benefits method. In commenting on this report to the 
House Committee on Appropriations, the Subcommittee on Civil Functions and 
Military Construction emphasized that its approval of the resumption of con- 
struction on Table Rock was predicated on the use of the allocations in the study 
to set power rates. It may be noted, however, that since that time the estimated 
cost of Table Rock project has been reduced by nearly $10 million with a conse- 
quent reduction in cost allocated to power. The estimated costs have been allo 
cated using the separable costs-remaining-benefits method which results in 
$43,931,000 and $52,677,000 of the construction costs of Bull Shoals and Table 
Rock, respectively, being allocated to power. 


TEN KILLER FERRY RESERVOIR 
Illinois River, Okla. 

The Tenkiller Ferry project was authorized for flood control by the Flood 
Control Act of 19388. The project was recommended for flood control and power 
in House Document No. 758, 79th Congress, 2d session, at an estimated cost of 
$14,500,000. No allocation of cost was given; however, the justification for in- 
clusion of power was based on an estimated cost of $6,800,000 compared to the 
power benefits, on the basis of adding power to a flood-control-only project esti- 
mated to cost $7,700,000. The addition of power at this project was authorized 
by the River and Harbor Act of 1946. 

The 1954 estimate of cost of the project as constructed is $22,434,000 and the 
incremental cost of power is $11,357,200. The Subcommittee To Study Civil 
Works noted the history of the project authorizations and the basis for adding 
power. The subcommittee also indicated that it appeared that the costs should 
be allocated on the same basis. The Corps of Engineers has used the separable 
cost-remaining-benefits method. It should be noted, however, that application of 
this method results in allocation of only the incremental costs to power since the 
power benefits will not justify a larger allocation. 


BLAKELY MOUNTAIN RESERVOIR 
Ouachita Riwer, Ark. 

The Blakely Mountain project was recommended in House Document No. 647, 
78th Congress, 2d session, for the primary purposes of flood control and power 
at an estimated cost of $11,080,000. The project was authorized by the Flood 
Control Act of 1944. The Federal Power Commission recommended that the dam 
be constructed to a somewhat greater height than proposed in order to develop 
more fully the power potentialities of the site. The Chief of Engineers in his 
report stated that the height of the dam should be determined based on conditions 
when construction is started. The height of the dam was subsequently raised 
to provide substantially more power. 

House Document No. 647 presented an allocation of cost based on allocating the 
dam and reservoir costs proportional to the storage allocations considering the 
dead storage as allocated to power. On this basis, $2,190,000 or 20 percent was 
allocated to flood control and $8,890,000 or 80 percent was allocated to power. 

The 1954 estimate of construction cost is $30,800,000. The Subcommittee To 
Study Civil Works noted the method used in the survey report and stated, “As 
this method was included in the report which led to the project authorization, 
its use would not be unreasonable.” 

The separable costs-remaining-benefits method was used in allocating the costs, 
resulting in $23,183,000, or 75 percent, being allocated to power. If the costs 
were allocated on the same basis as used in the survey report, $24,753,000, or SO 
percent, would be allocated to power. 


NARROWS RESERVOIR 
Little Missouri River, Ark. 

The Narrows project was recommended for flood control and power in House 
Document No. 837, 76th Congress, at an estimated cost of $6,470,000. The proj- 
ect was authorized for those purposes by the Flood Control Act of 1941. House 
Document No. 837 did not include an allocation of cost. 

The 1954 estimate of construction cost is $12,706,000. The subcommittee 
indicated that the separable costs-remaining-benefits method was reasonable. 
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That method was used and results in $5,356,000 or 42 percent of the construction 


costs being allocated to power. The remaining costs are all allocated to flood 
control. 


It should be noted that neither a flood control only nor a power-only develop- 
ment was economically justified but that a dual-purpose project was justified. 


WHITNEY RESERVOIR 
Brazos River, Tea. 


The Whitney project was recommended in House Document No. 390, 76th Con- 
gress, 1st session, and authorized by the Flood Control Act of 1941 at an esti- 
mated cost of $10,150,000. The project was considered for the primary purposes 
of flood control, power, and streamflow regulation. The evaluated annual bene- 


fits included $200,000 for flood control and $233,411 for power. No allocations 
of cost were presented. 


The project was modified prior to construction to provide greater utilization 
of the site. The 1954 estimated construction cost is $40,708,000. 

The Subcommittee To Study Civil Works indicated that the project was sub- 
mitted to and authorized by Congress as a multiple-purpose project and that 
the separable costs-remaining benefits method is more suitable for allocating the 
costs of such projects than the incremental method. 

The costs were allocated by the separable costs-remaining benefits method 
which results in allocating $7,397,200 or 18 percent of the construction costs to 
power ; $2,758,500 is allocated to stream flow regulation, leaving $30,514,500 or 
75 percent allocated to flood control. 

Senator Hruska. General Itschner, I have been referring, as you 
have been reading, to the tables furnished us by Secretary Aandahl 
and I am wondering if your tabulation of these items on these proj- 
ects will correspond | as to time and basis with those which are spelled 
out in the Secretary’s testimony because I have not been able to identi- 
fy some of the figures on two of these projects which you have already 
testified to and I have not been able to reconcile them with the costs 
on these tables? 

(General Irscuner. I believe the figures given to you, sir, by Secre- 
tary Aandahl are the investment costs which include both initial 
cost of the project and the interest during the construction period; 
whereas the costs that I have given you are solely the construction 
costs without the interest during construction. 

Senator Hruska. That is true as to the last exhibit in Secretary 
Aandahl’s prepared statement. It is not true with reference to table 
A and table B because they purport to be estimates of construction in 
various years of the Corps of Engineers. Again, I want to say, I 
followed as closely as I could, as you have read the figures set out in 
tables A and B, and I have not been able to identify the respective 
costs. 

General IrscHNer. Senator Hruska, the figures given by Secretary 
Aandahl in table A for Denison Dam with 2 units, show a cost in 1954, 

according to the Corps of Engineers’ estimate, of $62,200,000. The 
figure that I gave you for the constructions cost in 19! 54 was $60,196,- 
000. If you add the interest during the construction period to the 
$60,196,000, you will derive the figure $62,200,000 used by Secretary 
Aandahl. 

Senator Hruska. My purpose in interrogating you at this point is 
to find out whether or not your tabulation will pretty much follow 
this and if there are any such differences, that you will call our at- 
tention to them so we will know wherein the difference lies. 

General Irscuner. The figures have been checked as used by Gov- 
ernor Aandahl. The only difference, sir, is in the interest during the 
construction period and during my summary of all the seven projects 
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in the integrated system which I shall make presently, I bring that 
out. 

Senator Hruska. That will clear up something that will probably 
arise When the tables are put in. Thank you. 

General IrscHner. I appreciate your calling that to my attention. 

In summary, I would like to give you some statistics on the seven 
projects in the integrated system of the southwestern area, which in- 
clude Denison, Norfork, Bull Shoals, Fort Gibson, Tenkiller Ferry, 
Blakely Mountain, and Table Rock projects. 

You will notice that the Whitney project and the Narrows project 
are not included in the integrated system. 

Of a total investment of about $357 million for these 7 projects, 
including some additional power units which have not yet been defi 
nitely planned, about $200 million is considered to be properly charge- 
able to power. The separable investment cost for power is S181 
million or over 90 percent of the total amount allocated. Thus less 
than 10 percent of the cost chargeable to power is for its share of the 
joint costs. 

The increase of construction costs has been referred to frequently 
in these hearings—— 

Senator Kerr. Will you repeat that, General ? 

General Irscuner. The increase of construction costs has been re- 
ferred to frequently in these hearings and I believe merits a word of 
explanation. The total estimated cost without interest of the 7 
projects in the integrated system at the time of authorization was 
$199,780,000. These esimates were based on prewar price levels of 
about 1940. 

In 1954, the construction cost of the work completed and the esti- 
mated cost of additional work contemplated was $340 million. The 
difference between this amount and the $357 million used as the cost 
of the investment is the estimated interest during construction. 

Construction work on these projects was and is being carried out 
over a period of years subsequent to 1940 when the price levels rose sub- 
stantially above the 1940 levels. For example, the nationwide con- 
struction costs in 1947 were 171 percent of those in 1940. If this 
index were applied to the 1940 estimate, the 1947 cost would be $340 
million, just by chance the same amount as the 1954 estimate of cost 
given heretofore. The increase in generating capacity of over 50 per- 
cent from 426,000 kilowatts to 67 74.000 kilowatts has been effected 
without an increase in the estimate. 

That is all I have to present, Mr. Chairman. I wish to thank you 
for your courtesy in affording me the opportunity of making this 
statement. 

Senator Kerr. General, I want to thank you for the very able and 
clear statement that you have given us. 

Now, I will ask you just a few questions. Generally speaking, 
what has the experience of the corps indicated as to the actual flood- 
control benefit of these projects compared with the estimated benefit 
of flood control in the authorizations of the projects ? 

General Irscuner. Mr. Chairman, of the 9 projects, all are in op- 
eration except Table Rock which is now under construction. The 8 
projects have been in beneficial operation for flood control for an 
average of about 614 years. It varies from 214 years for Blakely 
Mountain to 1214 years for the Denison project. 
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At the time of authorization of these projects, average annual flood- 
control benefits were estimated for all but the Norfork and Narrows 
projects, and the total at that time, excluding those 2 projects, 
amounted to $4,550,800. 

Senator Kerr. $4,500—what did you say 4 

General IrscuHner. $4,550,800. 

Senator Kerr. For the total or for the annual / 

General Irscuner. That is the annual flood-control benefit. 

Senator Kerr. The estimate of the annual benefit / 

General Irscuner. Yes, sir. Now, in 1954, the comparable figure 
for estimated annual flood-control benefits at the 1954 price levels is 
$11,143,000, including $1,180,000 for the Norfork and Narrows projects. 

Senator Kerr. That was based on experience with the projects ¢ 

General Irscuner. That is correct, sir, and brought up to date to 
reflect changes in development and changes in prices. Based upon the 
average annual charges allocated to flood control, which are $7,072,000 
for these projects, the benefit-cost ratio for the flood-control segment 
is 1.58 to 1. 

Senator Kerr. Now, what is your estimate at this time, based not 
only on your judgment of the corps prior to the construction of the 
projects, but also based on the experience of the corps in operation 
of the projects as to the useful life of the projects ¢ 

General IrscHner. That is a difficult question, sir, to answer, but 
I shall do the best I can. We know that the physical lives of most of 
these projects would extend into the hundreds of years perhaps, par- 
ticularly for earth and rock fill dams or for the basic concrete in con- 
crete dams. It would require a good deal of maintenance to keep the 
projects in good repair that length of time. 

The steel parts of the projects, such as gates, would have to be 
replaced much sooner than that and, of course, the moving parts such 
as turbines and generators would require replacement, possibly even 
during the first 50-year life. However, we have found from experi- 
ence, that obsolescence is a more important factor than the physical 
life of the projects. 

On the Ohio River, at this time, we are replacing a number of locks. 
In fact, we hope to replace all of them in the course of the next 15 or 
20 years and their life is very close to 50 years at the time they must 
be replaced, not because they are worn out, but because of obsolescence. 

Now, in the field of power, it appears to the corps that it would 
be extremely unwise to assume an economic life in excess of 50 years 
because we do not know what the future will bring in the way of power 
development methods, particularly having in mind atomic power and 
the unlimited possibilities for development of that method of gen- 
erating electricity. 

Senator Kerr. But, basing your estimate purely on the lasting 
qualities of the project and reservoir, and not on either obsolescence or 
innovation of alternate methods, what would be your estimate of the 
useful life ? 

General Irscuner. I think on that basis, the useful life would ex- 
tend into the range of 100 years on up to almost any figure that you 
would care to take. The only limitation on the life of an earth dam 
or rock-filled dam, as far as the embankment structure itself is con- 
cerned, probably is the siltation that might occur in the reservoir. 
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Our dams are all designed to accommodate siltation without e) 
croachment upon the useful ¢ ‘apacity of the storage of the reservoir for 
something over 50 years, and in the case of these projects, siltation 
would not encroach significantly upon the storage for a period of 100 
years or more. 

Senator Kerr. Now, in the cost or charges for power, one of the 
elements used in arriving at the proposed rate in any rate schedule is 
an amount sufficient to take care of repair and upkeep, is it not, 
General? 

General Irscuner. That is correct, sir, and major replacements. 

Senator Kerr. And major replacements. So, let us refer now to 
these 7 projects, or is it 9? 

General IrscHneEr. Nine all told. 

Senator Kerr. If a rate of power were put into effect based on an 
estimate that the useful life of the project was 50 years, the rate would 
be adequate where at the end of 50 years, you would still have the 
entire facility intact and in operation / 

General Itscuner. That is correct, sir. 

Senator Kerr. And aside from the comparative desirability of alter- 
nate methods or improved equipment, you would contemplate that it 
would be in just about as good working condition at the end of 50 
vears as it was at the beginning of 50 years / 

General Irsconer. It would be in satisfactory working condition. 
Undoubtedly, the maintenance costs for the next 50 years would be 
higher. 

Senator Kerr. Greater than first ? 

General Irscuner. Yes, sir, but, be in satisfactory working condi- 
tion at the end of 50 years. 

Senator Kerr. And in condition, taking into account a certain in- 
crease in annual upkeep and repair, you would certainly feel, if it were 
desirable to do so, it could be operated another 50 years ? 

General Irscuner. That is correct, sir. Physically, it could be op- 
erated another 50 years. 

Senator Kerr. Now, in these projects and these tables we have with 
reference to them, we find the figure in Mr. Aandahl’s testimony of 
something like $1,200,000, I believe, or some figure in that neighbor- 
hood, as having been used as an estimate for other benefits. I have it, 
$1,572,000 for the 7 projects. 

General Irscuner. Yes, sir, I see that figure. 

Senator Kerr. Could you tell me what those other benefits are? 
How would you identify them ? 

General Irscuner. Yes, sir. The other benefits were applied only 
to 3 of the projects: Denison, Fort Gibson and Tenkiller Ferry, and 
they are benefits for such purposes as water supply, recreation, and 
fish and wildlife. 

Senator Kerr. Can you tell me what the recreational element in 
either of them might have been or was? 

General Irscuner. As far as recreation is concerned, it is interest- 
ing to note that in 1955, at Denison Dam, there were 6,600,000 visi- 
tor days, which represents a very large recreational use of the reservoir. 

Senator Kerr. What would that be in comparison to what was esti- 
mated there would be? 

General Irscuner. We made no estimate for recreational benefits at 
Denison Dam, Mr. Chairman, at the time the project was authorized. 
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Senator Kerr. I thought you said there was a recreational element 
in the estimate / 

General Irscuner. There has been an allocation of costs to recrea- 
tion for the cost of the specific recreational facilities only. 

Senator Kerr. I mean an estimate as to recreational benefits. You 
say there was no estimate of recreational benefits ? 

General Irscuner. The benefits were assumed to be equal to the 
specific costs. In other words, the benefits were taken as the cost of 
constructing the facilities which were used specifically for recreation, 
such as access roads—— 

Senator Kerr. In the case of Denison, how much was that? 

General Irscuner. $604,100. 

Senator Kerr. Was that estimated as total benefits? That is the 
total allocated ? 

General IrscuHner. That was the total cost of specific recrea- 
tional facilities. 

Senator Kerr. Therefore, that was the amount of the estimate of 
total benefits allocated to it? 

General Irscuner. That is correct, sir. 

Senator Kerr. Now, that was not annually but that was for the life 
of the project ? 

General Irscuner. Yes, sir; that was for the life of the project. 

Senator Kerr. That is in these figures? 

General Irscuner. That is correct. 

Senator Kerr. What do you estimate annual recreational benefits 
based on experience? 

General Irscuner. We have not made any effort to estimate the 
benefits from this project for recreation and, therefore, I am not 
able to answer that question, sir. We know that the recreational 
benefits are very substantial but we have not estimated them. 

Senator Kerr. Do you have enough figures to make us—not an 
engineering calculation, but just a shotgun—you know, like we, who 
do not have either the benefit or limitations of technical education, 
would use? 

General Irscuner. It is very difficult. We have never endeavored 
to try to evaluate it in monetary terms because if 6,600,000 visitors 
visit a dam a year, it is difficult to say how much each one benefits 
from the recreation he gets from that project. We know recreational 
benefits are substantial. 

Senator Kerr. I saw or heard here the other day an estimate of 
some thirty-odd-million dollars for last year as the amount of money 
probably spent there or the amount of actual benefits derived in the 
area from the recreational facilities. 

General Irscuner. That then, sir, would be something like $5 per 
visitor per day, which appears to me to be quite a modest estimate 
of the amount spent for recreation at the Denison Reservoir. 

Senator Kerr. Mr. McBride tells me that his information is that 
the State of Oklahoma has invested some $25 million around these 
reservoirs and that private sources have invested in excess of around 
$100 million. 

General Irscuner. There has been no State, sir, that has been more 
forward looking in its recreational development of reservoirs built 
by the Corps of Engineers than the State of Oklahoma. They have 
done a wonderful job in developing the shores of these reservoirs. 
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Senator Kerr. What has been the experience of the corps with refer 
ence to the actual benefits from these projects from the sale of water 
as compared to the estimate of that benefit at the time of authorization ‘ 
Not in exact figures, but in general trends ! 

General Imscuner. At Denison Dam, sir, we have allocated to water 
supply the amount of $377,250. a 

Senator Kerr. For total benefits? That is the entire amount within 
the total cost ¢ 

General Ivscuner. That is correct, sir. And at Whitney project, 
sir, there also was an allocation to water supply in the form of stream 
flow regulation in the total amount of $2,755,500, which amounts to 
an annual allocation of $113,200. 

Senator Kerr. Now, with reference to Denison, where the total 
amount of the cost was in the neighborhood of $350,000, that of course 
is on the basis of what you said awhile ago about recreation, would 
be the amount of your estimate of total benefits to be derived from 
that use of it insofar as your estimate and calculation of the cost of 
the project were concerned ¢ 

General Irscuner. I would like to ask Mr. Kinney to answer that 
question, sir. 

Senator Kerr. All right. 

Mr. Kinney. The water-supply storage in Denison was put in by 
special act of Congress after the project was completed to provide a 
water-supply storage for the city of Denison. There was no benefit 
figure determined for water supply. An allocation of costs to water 
supply was made assuming that that storage had value for the pur 
poses for which Congress authorized the project. If we didn’t get 
that value of storage for power, for example, we would have to get 
it from the contract for the water supply. 

Senator Kerr. Have you been selfing water from the dam ? 

Mr. Kinney. We have a complete contract with the city of Denison. 

Senator Kerr. Do you sell it to any other municipalities ? 

Mr. Kryney. No, sir. 

Senator Kerr. Has there been inquiry from other municipalities 
who might want it ? 

Mr. Kinney. Sir, there was some talk about the possibility, I think, 
of the Dallas and Fort Worth area coming up as and they did, 
I believe, come into one of the tributaries, but not into the reservoir. 

Senator Kerr. General, I wonder if I could get the information 
that I want with this question. Isn’t it a fact that it is now apparent 
that the benefit from these projects for municipal and industrial water- 
supply sources is going to vastly exceed any figures that were in the 
estimates of benefits at the time of authorization and construction ? 

General Irscuner. Yes, sir; we feel quite sure that the benefits that 
are inherent in these reservoirs for water-supply purposes, including 
both domestic and industrial water and irrigation too, will greatly 
exceed the amounts that we considered to be available from those 
purposes at the time the projects were authorized. 

Senator Kerr. Is it not also a fact that experience has demonstrated 
that all of the benefits of these projects, not only these, but throughout 
the Nation, for flood control and recreation and municipal and indus- 
trial water, running on the basis of experience, is in far greater amounts 


than were used by the corps in their estimates at the time of authoriza- 
tion? 
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General Irscuner. I think that is generally true, sir. The benetits 
which we are actually realizing, including flood control, navigation, 
water supply, and all other purposes, are exceeding the amounts that 
were estimated at the time these various projects were authorized. 

Senator Kerr. The experience that we have had then has demon- 
strated an abundance of justification for the data furnished by the 
engineers that generally was used as a basis for authorization and 
building of the projects? 

General Irscuner. Yes, sir; I think that can be safely said. 

Senator Kerr. I think that is all. Senator Hruska. 

Senator Hruska. General, is that abundance which was just re- 
ferred to an absolute abundance or is it a relative abundance? After 
all, you testified just a little bit ago as to an increase of the general 
construction costs of some 171 percent. Now, how much of the in- 
crease in benefits which we have here are computed on an absolute 
basis and how much on a relative basis, having in mind there is a 
greater construction cost ? 

General Irscuner. We are quite aware, sir, of the devaluation of the 
dollar throughout the years and our benefit-to-cost ratios are brought 


up-to-date each year for going projects, projects still under construc 


tion, and brought up-to-date periodically at less frequent intervals for 
projects which are completed. So, that has been taken into account 
and my statement was based upon the relative cost and benefits. 

Senator Kerr. And recognition of that inflated figure ¢ 

General IrscuHner. And full recognition of the inflation that has 
occurred. 

Senator Hruska. To make it more specific, you said a little bit ago 
that $414 million fiood benefit was the annual estimated flood benefit, 
and in 1954, that ran up to $11 million, rather than the 414 originally 
estimated. You also referred to a ratio there of 1.58 tol. Was that 
ratio 1.58 to 1 the ratio for 1954 ¢ 

General Tscuner. That is the ratio for 1954. 

Senator Hruska. What was it in the original estimate? 

General Irscuner. I knew that question would be asked and I asked 
my office that question this morning, sir, and was not able to get it. 

Senator Hruska. Could you supply it at this point in the record ? 

General Irscrrner. Yes, sir. 

Senator Hruska. That would be on a relative basis and that would 
be useful to us, being a percentage figure. 

General Irscuner. Yes, sir. The trouble is for Norfork and Nar- 
rows projects, the estimated annual flood-control benefits at the time 
of authorization were not given in the project document and conse- 
quently, it will take us a little time to obtain that information, if we 
‘an obtain it. I will certainly make every effort to do so. 

Senator Hruska. Can you give it to us on the other seven ? 

General Irscuner. They are given on the other six projects. Table 
Rock is not included here because it has not yet been completed. 

Senator Hruska. Yes. 

General Irscuner. We certainly can give it readily on the other six. 
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(The information requested is as follows :) 


rhe esimated annual flood-control benefits for the s 
me of authorization was as follows: 


Xx reservoir projects at the 


I ain netideiiaistnasey disianaiinviaeld . ss S1, 767, OOO 
sull Shoals__..__-- ie = _ 1, 452, 900 
enkiller Ferry___-~- AS 22S J 13. 000 
ee i i etendheailcaiacets 272, 000 
Blakely Mountain Si , ; e 120, 200 
Fe lita ce neeitaticnetetenintonteiititicsans — 516, 0OO 

Total_— sesem — atin 4, 550, SOO 


\llocations of cost at the time of authorization, however, were available only 
for the Denison, Fort Gibson, and Blakely Mountain projects. For these three 
rojects .the benefit-cost ratio for flood control based on those allocations would 
be 0.99 to 1. The corresponding benefit-cost ratio for these three projects based 
ipon data available in 1954 was 1.57 to 1. 

Senator Hruska. Now, you referred a little bit ago to the fact that 
this interim rate which is now in use was based on an incremental 
formula é 

General Irscuner. No, sir: I did not. 

Senator Hruska. Did I es it? 

General Irscuner. No, sir: I said that it was based on a tentative 
cost allocation. It is fanaa upon the incremental method on the two 
projects for which the incremental method is prescribed by legislation, 
Denison and Norfork, but not on the rest. 

Senator Hruska. That increment rate is fixed on quite an arbitrary 
basis as distinguished from either the formulae which we have been 
discussing during these hearings, the incremental costs or inseparable 
costs with remaining benefits. 

General Irscuner. It is an element of the separable costs-remaining 
benefits method. It is the separable cost portion of the separable 
costs-remaining benefits method. It fails to add the remaining bene- 
fits portion of the formula that is employed in the separable costs- 
remaining benefits method. 

Senator Hruska. Are you saying that 1s what applied in the deter- 
nunation of the interim rate now in effect / 

General Irscuner. For two projects only, sir. Denison and Norfork. 

Senator Hruska. What was es in the ae five ? 

General Irscrrner. The others were based upon the separable costs- 
remaining benefits method in some cases. You are talking about 

Senator Hruska. Interim rate a in effect, that is right. 

General Irscuner. I am sorry, sir, I do not know. 

Senator Hruska. Your Department was not concerned with that? 

Senator Kerr. Off the record. 

(Discussion off the record.) 

Senator Hruska. I have no further questions. 

Senator Kerr. General, thank you very much. 

We will recess until 10 o’clock, Wednesday morning and Mr. Ellis 
will be the first witness called and then Mr. McDonald and Mr. Radin. 

(Whereupon, at 11: 20a. m., the hearing was adjourned to reconvene 
at 10. a.m., Wednesday, March 14, 1956.) 
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WEDNESDAY, MARCH 14, 1956 


Unirep States SENATE, 
CoMMITTEE ON Pusiic Works, 
SUBCOMMITTEE ON FLoop Contror.—Rivers AnD Harsors, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10: 10 a. m., in 
room 412, Senate Office Building, the Honorable Robert 5S. Kerr 
(chairman of the subcommittee), presiding. 

Present: Senators Kerr (chairman of the subcommittee), Syming- 
ton, Case, and Hruska. 

Also present: Staff members John L. Mutz, T. W. Sneed, Eloise 
Porter, and Frances Clark. 

Senator Kerr. The committee will come to order. 

How long is your statement, Mr. Ellis? 

Mr. Exxis. I presented my prepared statement the other day, if the 
Chair will recall, and the Chair asked me to come back for subsequent 
statements and questioning and for statements from Dr. Cochran and 
Charles Robinson, supplementing my statement. 

Senator Kerr. Do you have a supplemental statement ? 

Mr. Exxts. Yes, sir. 

Senator Kerr. The reason I am asking, one of the members wants 
to discuss the matter with you and he is going to have to leave in a 
little while and I wanted to know how long your supplemental state- 
ment is. 

Mr. Extis. My own personal statement will just be 10 minutes 
perhaps. 

Senator Kerr. Proceed. 

Mr Exuis. Mr. Chairman, when Assistant Secretary Aandahl ap- 
peared last week, the day following, I believe, my appearance here, 
the distinguished Senator from Nebraska referred to me by name as 
having made a statement the day before which, if I understood him 
correctly, was to the effect that one could tell from my statement other 
than from the calendar, that it was the year 1956. 

I would like to say in reply to that 

Senator Kerr. Just a moment, let’s see if you are correctly informed. 

Senator Hruska. I think the transcript will show that to be the 
fashion in which I expressed myself, Mr. Ellis. 

Senator Kerr. I had not heard it and I wanted you to be sure of 
your premise. 

Mr. Exits. I would like to say that at least half, I am sure, of the 
people served by the rural electric systems, something over 4 million 
families, are from the area of the country that is largely Republican; 
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less than half of them are from areas from the country largely Demo- 
crat in their votes. 

Members of our national board of directors are perhaps half Re- 
publican and half Democrat— 

Senator Kerr. You mean half of the members are Republican and 
half are Democrat? [{ Laughter. | 

Mr. Exuis. I stand corrected, sir, although I think in 1952, the 
statement, as you caught it, might have been appropriate for many, 
and it has been and we have on our staff, Republicans and Democrats, 
and we try to operate absolutely as nonpartisan and our people de- 
termine their polichi that way, and I hope that I never shall be guilty 
of trying to make the rural electrics or have anything to do with in- 
fluencing them partisan. 

But, once those policies are established, Mr. Chairman, if anyone 
alse disagrees or if a party disagrees or if an administration by its 
action disagrees, then that is its course, not ours. 

In 1952, it was not I who said that TVA would be operated at maxi- 
mum efficiency. It was Nominee Eisenhower who said it. It was not 
I who said that out of the Northwest the program would go forward, 
it was Candidate Eisenhower who said it. hve not I who said in 
Omaha, that the Government would get its sticky fingers out of rural 
electric systems, it was Candidate Eisenhower who said it. 

[ am just saying now, that it hasn’t turned out that way. That is 
all I am saying. 

Senator Case. Mr. Chairman, I really hesitate to interrupt but I 
was wondering if this is not a prepared statement, if I might interro- 
gate the witness since I do not have to leave at 10: 30? 

Senator Kerr. Indeed I think the witness would be happy for you 
to do it, Senator Case. 

Senator Case. Mr. Ellis, I was sorry I was not here the other day 
when you made your statement but I have had an opportunity to go 
over the record. I wanted to talk to you a little bit about some related 
problems, legislation, that ~ve have had in this committee and the 
Southwestern Power Administration. 

Can you describe for me how the Southwestern Power Adminis- 
tration works with refrence to cooperatives ? 

Mr. Exuis. Yes, sir, Senator as, I think I can. The Flood 
Control Act of 1944, as you know, has a section 5 in it providing for 
the marketing of power from dams built by the Corps of Engineers 
under the general flood control laws. 

Senator Casr. Does the Southwestern Power Administration serve 
private utilities as well as cooperatives ? 

Mr. Exits. Yes, sir; it sells power to both. It is simply the market- 
ing agency. 

Senator Casr. Where does it get its power? 

Mr. Extis. From the several dams, the multipurpose dams that have 
been built in the Southwest, plus the purchasing of some power to 
firm-up some of the nonfirm power that it purchases from both the 
private companies, I believe, and the rural electric cooperatives, and 
then, it obtains some other power in this way, by entering into agree- 
ments with the power companies, to sell to them amounts of nonfirm 
power, with the privilege of drawing out firm power from their 
systems and delivering to them more kilowatt-hours than it takes 
back from them. 
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Senator Kerr. Let me say also the Southwestern Power Adminis- 
tration is probably a transmission and marketing agency. It picks 
up most of the power generated by Government hydroelectric proj- 
ects. It picks up a good deal of power generated by the G. and T.’s 
rural cooperative organizations where a number of consumer co- 
operatives go together and build steam plants. 

Senator Case. Build some sort of a plant to give them firm power 
than can—— 

Senator Kerr. They build a plant to produce firm power and in the 
working out of this integrated system, a good many of them turn 
their entire output over to Southwestern Power which, in turn, sup- 
plies firm power to REA cooperatives at their power stations, to muni- 
cipalities at their power stations and the Government installations at 
their power stations. 

Senator Case. Does it get most of its power from the hydro dams 
constructed by the Government ? 

Mr. Exuis. It does. 

Senator Case. Do you think that it works out pretty satisfactorily 
as a marketing and distribution arrangements / 

Mr. Extis. Yes, sir; it has worked very well. There have been 
many points of disagreement, of course, as among the cooperatives, 
as between them and other groups, but it has had the overall effect 
of lowering the wholesale rates to the rural electric systems through 
out that area very substantially, both from the power that it pro- 
duces, and from the yardstick effect in the area of power produced 
by commercial companies and sold by them to the rural electric co 
operatives, 

Senator Case. As you describe it and as the chairman has de 
scribed it, it conforms pretty closely to what my impression has been 
of the Southwestern Power Administration and I had thought that 
it was a good arrangement on the whole. Now, are you familiar with 
the Bonneville program and Northwest power pool? 

Mr. Etuis. Yes, sir; generally. 

Senator Case. Does it serve somewhat the same purpose ? 

Mr. Exuts. Yes, sir. However, in the Northwest, the power of the 
rivers is in higher percentage, firm power, than in the Southwest. 
The streamflows in the Northwest are less erratic and conform more 
to use out there. In other words, higher flows in summer when irri- 
gation is needed. 

Senator Case. Again, it is a plan, is it not, whereby there is an 
integration of power pr oduced publicly and privately and then inte- 
gration of the generating facilities that are available to the power 
distribution and the private utilities so that they get the maximum 
utilization of generative capacity ? 

Mr. Euus. Yes, sir, Senator. I think that is true. Of course, 
there are shortages in both areas, but that would be cured very 
quickly with the production of more power by either the private 
companies or the Federal Government. 

There is a shortage on the part of the rural electric systems in 
both areas, while not so much in the Northwest as yet but to some 
extent. 

Senator Casr. I have heard it said that this integrating plan in- 
creased both the results from the transmission systems and from the 
generator capacities. In fact, I think someone said that the integra- 
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tion or pooling arrangement produced or made available for use as 
much power as could be generated from generators with a billion kilo- 
watt capacity. The figure may be wrong, but in any event, I have 
heard it said it resulted in a considerable economy in the generation 
and transmission, is that true? 


Mr. Ex.is. Well, it is true to the extent of a percentage. Now the 
percentage varies and will very from month to month and year to 
year, but I have always understood that the efficiencies achieved there 
were somewhere in the neighborhood in the Southwest of 20 percent 


or 20 or more percent, or I may be wrong about that, but that is my 
understanding. 


Senator Case. In any event, the goal seems to be desirable. 

Mr. Ex.is. Yes, sir, now you used the word “integration.” I 
believe that in the industry, the word “integration” usually is used 
when there is pretty much a fusion of systems and often with maybe 


the smaller systems losing their independence more or less in the inte- 
gration. 


We generally refer to it as interconnection for power pooling pur- 
poses with each and all the systems maintaining their independence. 

Senator Case. At this point we will place in the record a letter dated 
January 18, 1956, from Secretary of the Interior, Fred G. Aandahl, 
and accompanying statement. 

(The letter and statement are as follows:) 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
January 18, 1956. 
My Dear Senator Case: During the course of the discussions last Wednes- 
day, you mentioned the possible interconnected operation of the utilities, REA’s 
and the Federal plants on the Missouri River Basin system as it might affect 
South Dakota. 
In accordance with your request, there is attached a brief description of the 
operations of the Northwest power pool. 
I trust that this will give you the background material that you desire. 
Sincerely yours, 
Frep G. AANDAHL, 
Secretary of the Interior. 


(The enclosure with the letter is as follows :) 


The Northwest power pool first came into being in 1941 and was expanded 
greatly as a result of the War Production Board Order L—94 directing utilities 
throughout the United States to cooperate with one another in order to increase 
electrical capacity so as to take on added war loads. 

As a result of this order, the pool’s operating area covers most of the five North- 
west States of Idaho, Utah, Montana, Washington, and Oregon. 

The area involved is about 1,000 miles east and west and 700 miles north and 
south. The most impressive feature of the pool’s operations is the ability of 
operating men in such a large territory and with such diverse interests to under- 
stand each other’s problems and in working out a coordinated program so 
that the power diversities in the area can be fully utilized. 

In addition to the United States system, the British Columbia Electric Co. 
system and many smaller industrial plants having their own generation are 
tied to the major utility systems in the area and add to the load carrying ability. 

All electric systems comprising the pool operate continuously as a single 
network with all interconnections closed. No effort is made to direct power 
to flow over any particular tie or ties, the main idea being to get the power 
from generating sources to load areas as easily as possible. The same prin- 
ciples apply to the pool’s operation as are generally followed by the indi- 
vidual utilities making up the pool. 

The operating organization of the pool consists of an operating committee 
and a coordinating group. The operating committee has one member from 
each major utility through whom all pool matters of his utility are handled. 

This committee directs the pool’s operations. The coordinating group acts 
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as a consultant to the operating committee and does much of the clerical and 
report summarization work for the pool. 

All decisions are made on a cooperative basis after full discussion by all 
members. No member has veto power but no action is taken detrimental to 
the asserted interest of any participant. 

This is the key to the successful operation of the pool. Each member knows 
all other members, has respect for their opinions and is free to express himself 
frankly and realizes that an imperfect solution to a problem is better than none 
at all. In this manner all reach a common ground on each significant problem. 

Due to diversity of water between watersheds, need for standby reserves, 
and peak load diversities, the entire pool system has about 15 to 18 percent 
more carrying capacity than would be the case if each utility operated as a 
separate independent unit. 

This type of operation means better and more reliable service, more efficient 
utilization of equipment, reduced investment and more economical operation. 

Senator Case. Are you familiar with the so-called Lehman bill, 
S. 1823, which has been before this committee, which deals with con- 
struction of certain works of improvement on the Niagara River? 

Mr. Exuts. Yes, sir. 

Senator Case. In general, do you favor that bill or not 

Mr. Exuis. Yes, sir; our people are on record very strongly favor- 
ing the bill. 

Senator Case. Then I find it difficult to understand the communi- 
cation I had from you addressed to me under date of December 22, 
transmitting certain resolutions which, according to your letter, were 
adopted at some regional meetings. 

I refer particularly to one September 19-20 meeting held at Wichita, 
Kans. This was a resolution transmitted by your letter of September 
22, in which you say : 

Whereas Senator Case of South Dakota is pressing for a revision of the 
preference law, a revision which would turn large amounts of power over to 
private power companies : Now, therefore, be it 

Resolved, That we oppose the Case preference amendment and all other 
attempts to revise, cripple, or destroy our preference rights. 

And then Bismarck, N. Dak., September 29-30 : 


Whereas, Senator Francis Case has proposed legislation concerning Big Bend 
Dam and is urging adoption of this legislation which would: (1) Destroy the 
preference principle in the sale of power from this dam; (2) establish a precedent 
that would forever endanger this principle in legislation governing the sale 
of power produced by federally financed electric generating plants; and (3) have 
the net effect of giving commercial power companies all of the major benefits 
of the power produced by this dam: Now, therefore, be it 

Resolved, * * * That the legislation that Senator Case is proposing would 
forever destroy the true partnership principles that has made rural electrifi- 
cation possible in this and other areas, and that those attending this meeting 
do everything possible to keep such legislation from ever being enacted, and 
specifically request NRECA to exert every effort to keep such proposed legis- 
lation from being enacted. 


Senator Casz. Do you have a copy of that legislation with you? 

Mr. Exits. I do not have it with me; no. 
_ Senator Case. Do you have a copy of what you referred to as the 
Case preference amendment ? 

Mr. Exuis. Well, I am sure we have it in the office, but I don’t have 
it with me. 

Senator Casr. Have you seen it? 

Mr. Exxis. The proposed amendment ? 


Senator Case. You say the Case preference amendment. Do you 
have a copy of it? 











470 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


Mr. Exxis. I don’t remember it. Just a minute. I do not recall it, 
Senator, for the moment. 

Senator Case. Have you ever seen it ? 

Mr. Exxis. I can’t remember. I have heard discussed your proposal 
on the Big Bend Dam, for South Dakota, and at one time, I read 
your bill, I believe it was, proposing the Niagara development. 

Senator Casr. This is rather interesting to me because I have never 
seen the amendment yet myself. 

Mr. Exits. Well, I understand that you have referred to such 
amendment—that you have mentioned such an amendment. 

Mr. Case. No, what I have proposed is that we do something for 
Big Bend and the power problem in South Dakota, comparable to 
what Southwestern Power Administration has done in the Southwest 
and what Bonneville has done in the Northwest, and yet I understand 
that you have gone before various meetings describing the proposal 
that I have made as something that would break the preference clause. 
This resolution speaks of a Case preference amendment. 

Mr. Exuis. I beg your pardon, sir, I have not done that. Those 
are resolutions passed by our people in the field. 

Senator Case. Didn't you, at a meeting in Gregory, S. Dak., refer 
to my proposal as the most ridiculous thing you had ever heard of ? 

Mr. mig I don’t think I used your name at all, Senator. I referred 
to the proposal to contain the power of South Dakota within the 
State of South Dakota and perhaps used the word “ridiculous.” 
Whether I did or not, I still think it. I just don’t think it can be done, 
any more than you can contain the water of the river in South Dakota. 
Power doesn’t flow that way at maximum efficiency. 

We worked for years to get Missouri River power to South Dakota 
before any developed in South Dakota. We got power, as I recall, 
into the western part of the State, hydroelectric power, that was flow- 
ing from outside the State. 

Senator Casr. Well, Mr. Ellis, I think I probably know as much 
about the history of how the Missouri River power came into South 
Dakota as others, and was a Member of Congress in the House with 
you for a number of years, and the development of the Missouri River, 
the first hearings, were conducted by Colonel Hoge of the Missouri 
River division at Pierre, under a resolution which I had presented to 
the House Committee on Flood Control. 

I know a little bit about the history of how the present program was 
inaugurated in South Dakota and all along there and how the Fort 
Peck power brought down by an exchange for some REA in the north- 
west part of South Dakota. 

What I have sought to do has been to try to make the secondary and 
dump power available for the REA’s in South Dakota and other pub- 
lic bodies, just as you have in some of these other areas, by getting 
some arrangements for firming up that power. And, I have said 
at the same time, I thought if South Dakota was providing something 
like one-half million acres, as it is, of its river bottom land along the 
Missouri River for parking the floodwaters to keep them off from 
Sioux City and Omaha and Kansas City and farmlands in between, 
the railroad lines, that the people of South Dakota generally were en- 
titled to receive some of that hydroelectric power. 

Now, Secretary Aandahl has told us under the preference law, and 
with Nebraska having a complete statewide preference, that we would 
not be able to get power from Oahe or Big Ben for consumers in 
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South Dakota unless they were served by public bodies, that is, that 
the outside claims would take them all. 

Now, I have thought that we ought to have some arrangement where 
by we could do as well as is proposed in the Lehman bill and, as a 
matter of fact, I had thought I might use the Lehman bill as a model 
for what I would propose in the form of legislation. ‘That preserves 
preference for preference customers, provides a reasonable portion of 
the project power available for use within economic transmission of 
neighboring States shall be made, and that the licensee shall cooperate 
with appropriate agencies in such States to insure compliance with this 
requirement. 

But, it also provides for flexible arrangements and contracts for the 
disposition of project power to utility companies, organized and ad 
ministered for profit, with suitable provisions in such contracts for 
the withdrawal upon reasonable notice and fair terms of enough power 
to meet the needs of the foregoing classes of preference customers. 

Now, what I have envisioned is just as closely as I knew, the terms 
of Southwest Power and Boaneville Power, that is what I have had 
in mind, but I have never proposed nor have | introduced any amend- 
ment dealing with a preference clause. 

Further than that, when the State platform of my party in South 
Dakota in 1948, I think it was, called for a repeal of the Federal 
preference clause, 1 publicly disavowed it and opposed it. I think 
that it is a little “awkward,” perhaps that is not the right word—but 
it is a little awkward to tind myself receiving a letter from you trans- 
mitting these resolutions and to find them published in your magazine 
and referring to a “Case preference amendment” when no such has 
ever been introduced. 

Mr. Exits. Senator, may I say first that it has been my under- 
standing, and I think the first of this I heard was after I saw a reso- 
lution passed from the rural electric systems of South Dakota opposing 
the position that you were proposing that Big Bend Dam not be built 
and had said that you would not support appropriations for it until 
provisions are made for containing the power, or substantially all of 
the power, or something to that effect, in South Dakota. 

Senator Case. I will read you the first part of a telegram which I 
sent to Mr. Severson. This wasin July 1955: 

Personally, I shall not press for appropriations to start Big Bend Dam until we 
get some plan officially approved or legislation passed that will make Big Bend 
power available to South Dakota consumers before it is exported outside the State. 

I have come to this conclusion as a result of thinking over statements by 
Assistant Secretary Fred Aandahl last week when I inquired about the avail- 
ability of power for a large aluminum company that had contacted Milwaukee 
Railroad officials about possible utilization of Pickstown buildings for estab- 
lishing an aluminum reduction plant. 

Aandahl could not assure them of any power whatsoever except a secondary 
chanee at secondary power on a when and if basis, when and if not wanted by 
preference customers in Nebraska or Iowa. On the contrary, he specifically 
stated that all firm power is now committed from Randall Dam and that no more 
will be available until Oahe Dam comes into production, about 1962, by which 
time, he said, preference customers will require all the additional firm power 
then to become available. 

Further, I stated that I believe the time has come for South Dakota 
consumers to get first consideration. 


I would continue the preference for South Dakota preference customers such 
as the rural electric lines, towns, and other public agencies but before out-of-State 
consumers could siphon off power generated by waters flooding our South Dakota 
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farms forever in a pure power dam. I would insist that other South Dakota 
consumers get full consideration. 

Big Bend, as you know, would be essentially a power dam. Flood control on 
the Missouri River has been established by the dams already under way. 


Further, I believe that not only is this fair but it is possible of accomplishment. 


I have not canvassed them, but I would think that the South Dakota utilities, 
including the REA’s, might form a pool to propose partnership development of 
Big Bend on an agreement to give priority to preference customers served on 
their transmission lines and then be free to serve their other South Dakota con- 
sumers by extending to them any savings in generating costs before being required 
to wheel this South Dakota produced power into other States. 

Last year I took this same position with respect to Niagara power if pro- 
duced by the New York State Power Authority and I certainly cannot justify try- 
ing to establish a right for the rank-and-file consumers in New York State that 
I would not try equally hard to establish for the people of my own State. 

As a result of my position on this question in Senate Public Works Committee 
last year, I have seen the New York Senators and Congressmen abandon their 
old proposal for development of Niagara by Federal Government with unlimited 
application of the old preference law and place before that committee a new 
bill with modified preference which will permit consideration for other New 
York State consumers before Niagara power is exported. 

If that is good for New York, it is good for South Dakota. 

And, Mr. Chairman, I should like at this point to place in the 
record for its convenience and reference the provisions of section 2 
of the Lehman bill, which was introduced April 26, 1955, and which 
has been reported by this committee. 

Senator Kerr. Being S. ’ 

Senator Casr. S. 1823. The particular sections I want to include 
are those of section 2 (b), where it prescribes what the Federal Power 
Commission shall do in its licensing conditions and in contracting for 
the sale of power. 

Senator Kerr. They will be made a part of the record at this time. 

(The above-mentioned sections of S. 1823 are as follows:) 

Sec. 2. (a) The Federal Power Commission is hereby authorized and directed 
to issue a license to the New York Power Authority for the construction and 
operation of the project, upon its application therefor and its acceptance of 
licensing conditions set forth in this section. 

(b) The Federal Power Commission shall include among the licensing con- 
ditions, in addition to those deemed necessary and required under the terms 
of the Federal Power Act, the following: 

(1) In contracting for the disposition of project power, the licensee (the 
New York Power Authority) shall (A) give equal preference for the purchase 
of such power to (i) counties and municipalities, including their agencies or 
instrumentalities, (ii) departments, agencies, and instrumentalities of New York 
State, (iii) rural electric cooperatives not organized or administered for profit 
but primarily for the purpose of supplying electric energy to their members 
as nearly as possible at cost; and (iv) the defense agencies of the United States, 
and (B) make flexible arrangements and contracts for the disposition of project 
power to utility companies organized and administered for profit, with suitable 
provisions in such contracts for the withdrawal upon reasonable notice and fair 
terms of enough power to meet the needs of the foregoing classes of preference 
customers. 

Senator Casr. That again, is very close to what I sought to describe 
in the telegram last year and, in fact, the Lehman bill was introduced 
3 or 4 months before this telegram. What I was suggesting was that 
we incorporate substantially the same provisions as are proposed in 
the Lehman bill in a pooling arrangement for the disposal of the 
power from the dams in South Dakota. 

Mr. Etis. Well, Senator, it is my opinion that any provision or any 
amendment to the law, which apparently you would propose there to 
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give South Dakota people a preference, and they have a real preference 
by virtue of proximity anyway—— 
Senator Casz. The people served by private utilities do not. 


Mr. Exvuss. Well—— 


Senator Case. They get power today but they do not get any firm 


power. The only power they get today is a dump or secondary power 
on a when-and-if basis. 
Mr. Exuis. They would prefer it and use it to replace fuel. It is 


cold to them. So would we prefer it if we had big operations. 

Senator Case. I would like to see the co-ops get that, but they have 
to get some generator facilities so the ‘Vy Can use It. 

Mr. Kuuis. Yes. The second: ary power is not worth much to us in 
that area because we don’t have generation. 1 would like to say this 
further thing, any such amendment to the law, giving South Dakota 
people preference over people outside the State within the marketing 
area, would be an amendment to the general law and would, in my 
opinion, be very detrimental to the—— 

Senator Case. You have already said the Lehman bill is all right. 

Mr. Exuis. I make a great distinction 

Senator Casr. But, I am perfectly willing to take the terms of the 
[ehman bill. That is what I referred to in my telegram to Mr. 
Severson. 

Mr. Exsis. The situations are not the same. I would much prefer, 
and have so testified several times, that the Niagara, and the St. Law 
rence before it, be developed under the general Federal flood-control 
law or under general law and that marketing be under section 5, as 
the rest of it. 

Senator Case. Here is why Senator Lehman recognized he had to 
do something like he did in this bill. Ninety-five percent of the con- 
sumers in the State of New York are served by private utilities. 

Mr. Exurs. Yes. 

Senator Case. The only way that any of those people, the common 
people, and the little people, the people who live on farms, the people 
who live in small towns, the consumers could get any of the Niagara 
power was to have some provision here so that after the preference 
customers have been taken care of, they could have access to some of 
that power. 

And, I quote this from the Lehman bill, this is section 2 (b) (1) (B). 
make flexible arrangements and contracts for the disposition of project power 
to utility companies organized and administered for profit, with suitable provi- 
sions in such contracts for the withdrawal upon reasonable notice and fair terms 
of enough power to meet the needs of the foregoing classes of preference 
customers. 

I would go further than that. 

Mr. Exxis. Another provision in that bill provides for transmission. 

Senator Casr. Yes—just a minute. I would go further and provide, 
as I said in my telegram to Mr. Severson— 


and be free to serve their other South Dakota consumers by extending to them 
any savings in generating costs. * * * 

I wouldn’t have the benefits go to utility companies. I would require, 
as I think it is required in the contracts which the Power Division of 
Interior makes, that the savings in generating costs must be passed on 
to the consumers. 
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Now, here is another provision of the Lehman bill, and certainly, on 
what you have said, you should object to this but you have endorsed it : 

The licensee shall make a reasonable portion of the project power available for 
use within economic transmission distance in neighboring States and shall 
cooperate with appropriate agencies in such States to insure compliance with this 
requirement. 

I have no objection to that. I think that some of the power should 
go to other States and most of it will. Most of it is. 

Mr. Exuis. In the New York situation, the House has already passed 
the bill turning Niagara over to five big power companies. Now, it 
is- 

Senator Casr. We are not going to argue about that. I am opposed 
to that bill and I opposed it to this committe. 

Mr. Exuis. Good. It is a matter of an alternative. The best thing 
we can hope for is the Lehman bill. If we could get something better, 
we would fight for it, but the Lehman bill is better than your proposal, 
much better, in my opinion. Let me show you why. Under the Leh- 
man bill, the States around New York, the preference customers in the 
States around New York are not placed in second position. They are 
to receive, subject to Federal Power Commission regulations, a reason- 
able amount of the power. Now, that is all that would happen. 

Senator Case. Mr. Chairman, that is what I want the States around 
South Dakota to have around Missouri power. I would like to go off 
the record. 

( Discussion off the record. ) 

Mr. Exuis. Senator Case, the last thing I personally would ever want 
to do, and I believe that is true of our systems, would be to unfairly 
present anyone’s position and if we have at any time misrepresented 
your position, we would be hasty in correcting any statement that we 
have made. 

We think we see considerable distinctions here in the comparisons 
which you have made this morning. We would like the opportunity, 
sometime, and I would like this off the record. 

( Discussion off the record.) 

The comparison with the New York situation is one which we don’t 
think is suitable for this reason. First, the Lehman bill provides for 
a State development. We would much prefer that it be a Federal 
development there and we advocate that. We would take the Lehman 
bill only as a better alternative than other proposals and better than the 
bill that was passed in the House, which I was happy to hear you say 
you opposed. 

Senator Casr. Mr. Ellis, if you were to consult the record of the 
hearings last year, I think there would be no doubt in your mind that 
I did oppose the so-called Miller-Capehart bill. 

Mr. Exits. I believe I recall hearing that at that time. 

Senator Casr. I thought since the State of New York had what 
looked to me to be almost a proprietary interest in the Niagara River, 
running back to statements made by Charles Evans Hughes, when he 
was governor, that they ought to have an opportunity to present those 
rights and that by the waiver of the limitations placed by the Senate 
when it was passing on the treaty, that they would get that oppor- 
tunity before the Federal Power Commission. 

I proposed lifting that restriction so that the applicants might 
appear before the Federal Power Commission. The evidence on the 
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previous bill indicated pretty definitely that the State would receive 
a license, because the Federal Power Act, as you know, requires that 
other things being equal, where a State is an applicant, that the State 
receives the first right to the license for development of hydroelectric 
power when applying to the Federal Power Commission. 

So, at that time we had the choice between a Federal-financed devel 
opment, which would not recognize the reas interests of the 
State of New York and the Miller-Capehart bill, so 1 proposed the 
other course of action, which was the one that was reported by the 
committee at that time. 

Now, as between the two bills which were presented to the com- 
mittee at this session, I certainly would prefer the Lehman bill to the 
bill which proposed to turn the macy tary nt over to the power com- 
panies, as you suggest, because I think that on all the equities involved 
that the State of New York has a right to consideration. 

Mr. Exuis. Yes, sir; I am glad to hear you say that. I think I would 
like to call your attention, and to note at this point, that on page 3 of 
the print of S. 1823 there is a provision that the contract shall provide: 

* * * for the disposition of project power to utility companies organized and 
administered for profit, with suitable provisions in such contracts for the with- 
drawal upon reasonable notice and fair terms of enough power to meet the needs 
of the foregoing classes of preference customers. 

Then, as the bill now stands or at least as this one that I have in my 
hand now reads, with certain provisions stricken and others written 
in in italics, it reads: 

The licensee shall, if available on reasonable terms and conditions, acquire by 
purchase or otber agreement, the ownership or use of or, if unable to do so, con- 
struct such transmission lines as may be necessary to make the power and energy 
zenerated at the project available in wholesale quantities for sale on fair and 
reasonable terms and conditions to privately owned companies, to the preference 
customers enumerated in subparagraph (1) (A) of this subsection, and to the 
ueighboring States in accordance with paragraph (38) of this subsection. 

Now, the rural electric systems in Ohio and Pennsylvania, for in- 
stance, ‘are wor king for the passage of this bill, and while they would 
prefer the Feder al method and prefer the project be built under the 
Federal law, in accordance with th 1e general provisions such as section 5 
of the Flood Control Act of 1944 as an alternative, they would be very 
happy to get the Lehman bill and are, therefore, strongly supporting it. 

Senator Case. Well, if the bill comes to the Senate, on the choice 
between this and the so-called Miller-Capehart bill, I would support 
this bill and shall vote for it. That would be consistent with the posi- 
tion I took before. This substantially accomplishes what would have 
been accomplished under the bill whic h I offered as the third bill before 
the committee previously and which was reported to the Senate. 

The provisions of this bill, with such modifications as would be 
necessary for the physical circumstances relating to the Missouri 
River dams in South Dakota, would substantially meet what I have 
in mind, provided we could also borrow some of the ideas of the 
Southwestern Power Administration and Northwest Power Pool un- 
der Bonneville Power Administration, to provide for firming up the 
large amounts of secondary power that will be generated in the Oahe 
and Randall Dams. 

Mr. Exuis. There is a situation which we, of course, must watch for, 
and I believe you are in agreement with this principle, to provide 
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enough transmission from these projects or to provide the authority 
for the transmission, and that hasn’t been adequate in the past in the 
State of Georgia in the last 3 years. 

So there is an influence there, competition by example, some have 
called it, that will cause such power companies as exist in the area— 
and one of the troubles I know in the Dakota area is that the power 
company lines have not been adequate to carry big amounts of power— 
to make the proper wheeling contracts. There must be transmission, 
and which, to be economical, should disregard the State lines and run 
the power into those areas where it is seanal regardless of State lines, 
such as, for instance, the line that is now going into western Minnesota 
from South Dakota. 

Senator Case. Yes; going into Grand Forks. May I say in that 
connection that I think possibly you had left the House at the time 
I offered the amendment in the House of Representatives to make the 
first million dollars available to the Bureau of Reclamation for the 
building of a transmission line in South Dakota which would serve 
the Eastern South Dakota Cooperative Association. 

The Bureau did build that transmission line, and it has been useful, 
as has been the somewhat similar transmission line which was built in 
North Dakota. The Association of Co-ops, known as the East River 
Group, now want to get that East River te which was built by the 
Bureau of Reclamation, leased to or assigned to them in some way so 
they can coordinate it with their own transmission lines. I assume you 
have no objection to that ? 

Mr. Enis. I am not intimately familiar with that plan. Off the 
record. 

(Discussion off the record.) 

Mr. Exuis. You, Senator Case, will recall the situation that pre- 
vailed in the Dakotas. I congratulate you and everyone else who 
helped to get those transmission lines in there. Rural electrification 
lagged in the Dakotas and was far behind, I believe, all the other 
States. 

Senator Casr. We were the 47th when in 1940, I introduced the 
resolution in the House of Representatives for a study of the Missouri 
River. It was specifically proposed in that resolution that it should 
be for possibilities of power development and, at that time, I pointed 
out that the State of South Dakota was 47th among the States of the 
Union in the ratio of the electrified farms to the total number of farms. 

At the time of the ground-breaking ceremonies for the first dam— 
that was the Randall Dam—TI again pointed that out and expressed 
the hope at that time that the development of these dams would change 
that position. 

Happily now, better than 90 percent, about 92 percent of our farms 
in South Dakota I think are electrified, and I have not hesitated to say 
but I have boldly proclaimed that that was due, I have felt, to the 
hydroelectric development on the Missouri River, to a greater degree 
than to any other one factor. 

Mr. Extis. You are right, Senator. We used to make the statement 
around, when we were trying to get—this is even after World War 
Ii—those systems built and energized and REA wouldn’t turn money 
loose until we got power in sight and there wasn’t any. We made the 
statement everywhere that the Dakotas are lagging for two principal 
reasons: One, there is no power; and, secondly, the cost is so great, 
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because these farm ranches are so far apart, that every rancher has to 
keep his own tomcat, and that made it difficult to build the lines so 
that we could come under the feasibility requirements of REA in the 
area. Low-cost power, more than anything else, helped break that 
bottleneck and the power, I believe, first came into South Dakota and 
helped break it in South Dakota over transmission lines from the 
north to bring power down the river and from the west. 

Senator Case. There was interchange or exchange worked out be- 
tween one of the suppliers of power in southwestern North Dakota 
whereby they made power available to our co-ops in northwestern 
South Dakota and this utility in turn received power from the Fort 
Peck Dam. I think that is the exchange arrangement. 

Mr. Exuis. Yes, sir, and it has worked very well. 

Senator Case. There is no quarrel with us about that history, Mr. 
Ellis. As a matter of fact, I had not anticipated bringing this in the 
discussion but since you have referred to the efforts to get your hydro 
electric development, not only was the resolution which I introduced 
in the House of Representatives for the Flood Control Committee the 
basis of the first power hearing that was held by Colonel Hoge, when 
he was division engineer in Pierre in 1940, but I pursued that with 
General Pick, who was Colonel Pick when he was head of the Missouri 
River Division in late 1942 and again in 1943, which led to his picking 
up the survey at that time and it eventually resulted in the Flood 
Control Act or provisions for the Missouri River Program and Flood 
Control Act of 1944. Further than that, in 1946, when the Bureau 
of the Budget had made no provision for starting any construction on 
the dams in South Dakota but had a recommendation only for starting 
Garrison Dam in North Dakota, as a member of the House Appropri- 
ations Subcommittee for the War Department, which then handled 
the civil-functions bill for the Army engineers, I made an appeal to 
the Honorable B. Snyder, then chairman of that subcommittee, that 
we should make some funds available to start construction of some of 
the dams in South Dakota. 

He agreed that he would go along with that and provided the engi- 
neers so that they could use the money at that time efficiently. I con- 
tacted General Pick then, who had returned from building the Ledo 
Road, and told me that they could use at least $1 million if they had 
it to initiate the work on Randall Dam. So, the House committee 
recommended it and the House concurred and it passed both bodies, 
and they had the appropriation to start the construction on the Randall 
Dam. That was over and outside of the recommendations of the 
Bureau of the Budget. 

Again subsequently, when I thought there was delay in getting 
action on Oahe Dam in 1947 or 1948, I initiated the movement to 
increase the budget recommendations for planning of Oahe Dam and 
got the fund increased to something over $900,000 to complete the 
planning for Oahe Dam, and it was either 1947 or 1948, made the mo- 
tion which again put in the funds to start the construction of Oahe 
Dam, when it was not in the budget. 

So, I know fairly well the story of getting funds to start the hydro- 
electric development on the dams in South Dakota. 

I did not bring this matter up here with the thought of causing 
any embarrassment to anybody but I did think that the record should 
be clarified and I think it is evident from what you have said here this 
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morning, you were under some misapprehension as to my attitude, 
not merely with respect to the dams in South Dakota, but apparently 
on Niagara, and perhaps on Southwest Power and Bonneville. 

I think that the record of the minutes of this committee are per- 
fectly clear as to my position with respect to Niagara and also on 
Southwest Power. 1 trust that now they will be clear with respect to 
this situation of the Missouri River Basin and I am of the opinion 
that possibly you have some impression I had proposed some specific 
amendment to destroy the preference clause. I assure you there has 
been no such amendment proposed. None is in existence bearing my 
name and none will be. 

I shall continue to try to find some way to make power available 
for the rank and file of consumers in South Dakota so that they can 
get the benefits from the Missouri Basin development. 

I shall also try to find some way to make it possible to have some 
industrial development in South Dakota for we are now confronted 
with this situation, that Secretary Aandahl has said, and I have a 
letter here which could be put in the record but I do not know that it 
is necessary, a letter from Mr. Gamble, who is the head of the South 
Dakota Municipal Electric Association, pointing out that Secretary 
Aandahl has indicated that under the laws as they now stand, that 
all the additional pene for Big Bend would be sold to preference 
customers outside the State of South Dakota. 

That is, that if Big Bend were now to be constructed without hav- 
ing some arrangement made, it would be constructed purely for the 
export of power outside the State. We already have lost 450,000 
acres with a great deal of the power being exported. I feel there ought 
to be some way some portion of that Big Bend power could be made 
available for consumers in South Dakota, and also for the develop- 
ment of industry. 

It puts us in a very difficult position when the representatives of a 
large aluminum company contact the representatives of a railroad 
company and say that we would like to consider building a plant in 
South Dakota and then try to get some assurance of power and are 
told that they cannot get it unless they go across the line and build 
in Nebraska. 

They can get it if they build in Nebraska. I asked Mr. Aandahl 
specifically about that, if we got some cooperative to establish an 
agency near where this plant would be constructed and he said that 
would be regarded as an evasion of the law. 

I did not quite follow his logic but in any event, that was the 
answer I got and I think that you, if you were still representing the 
State of Arkansas in the House of Representatives, if you found 
yourself confronted by a situation where an aluminum plant was told 
it could get power from right across the State line, but if it wanted 
to locate in your State line, you would try to find some answer, too. 

Mr. Exuis. Yes; I think I would, Senator. I do think that the eco- 
nomics of the situation will tend to cure the difficulty that exists. The 
power from Oahe, as you know, and from Gavins Point, Fort Randall, 
Fort Garrison, and Fort Peck, will be sold off of the system and not 
from the dam itself, but from the integrated backbone lines connecting 
the dams. And, when Oahe comes in, and I was happy to see the dam 
under construction there last year, outside of Pierre, when it comes into 
production a few years hence, there is going to be a problem of trans- 
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mission, that large amount of power from that area and any plants 
that locate close by, are going to save the Bureau. Even though the 
Bureau has a postage-staimp rate, they are going to save the Bureau 
the cost of the ae Gos transmission and will tend to lower the costs for the 
whole because of economic transmission distances. 

Senator Cask. What we have confronted there is the statement by 
the Bureau that power will be sold on an if-and-when basis. That 
would mean that the aluminum company, or any other company which 
sought to utilize the power there, would have to put in a generator 
capacity equal to their needs so that they would have the power when 
the secondary power was not available. 

Mr. Exxis. I know. 

Senator Casr. With the investment that woud entail, they see no 
prospect of an economical setup. So, that is why I have thought we 
ought to work out some way for a pooling of the existing generator 
capacity and such additional generator capacity as would be neces- 
sary to make it possible for the co-ops in South Dakota, as well as other 
consumers, to get the benefit of secondary power. 

Now, this East River Association of € ooperatives, that I have men- 
tioned before, adopted a resolution, I think at its recent meeting, ask- 
ing for a loan of $9,600,000 for the purpose of acquiring generator 
facilities. I have heard it said by a Mr. Ancher Nelson, Adminis 
trator of REA, so far as he is concerned, a contract with any entity 
which has generator capacity, that would serve as standbys, should be 
sufficient. However, I have yet to get a firm commitment from the 
Department of the Interior, ‘that they would regard a contract for 
service from existing generators as meeting their requirement that the 
purchaser of secondary power have the standby capacity. Possibly 
you can give us some help with that ? 

Mr. Exits. Yes, sir; we have done some work on it, and we shall 
do more. There is another phase of it, too, that is important to your 
area that I am sure you are aware of and perhaps you can help with. 
The rural electrics, like the other preference customers, are expecting 
to again be without power pretty shortly after Oahe comes in. There 
is going to be a period before 

Senator Casr. I think there may be a period before, but so far as 
I know, Oahe will meet their needs and, at least Mr. Aandahl has said 
that Oahe will help meet their needs. However, that is thinking in 
terms of firm power. I think the electric co-ops in South Dakota are 
entitled to get benefits of a lower cost of a secondary power as well. 
That is why I want to see them have access to some generator capacity 
which will give them the standby to enable them to use secondary. 

Mr. Ex.is. Rural electric users double the Nation over each 5 to 6 
years and I think that is true in your area, and even after Oahe is in, 
our projection indicates that it would not be many years until there 
will again be a shortage. 

Now there is another problem that bears heavily on this and that is 
this policy of the Department of firming up the power itself, that is, 
big power from the rural electrics or power companies, as they are 
doing i in the Southwest, to firm up the power to the average water year 
asa maximum. Whereas, the notice before that prov ided for firming 
it up to what we call maximum efficiency, that is, buying the power 
from other sources to that point at which the Government would then 
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cease to obtain greater revenue because of this combining with the 
steam that it would purchase. 

We would like to see the policy returned to that maximum efficienc 
method and would like to see Interior arrange with East River, wit 
rural electrics in that area, who have or will have generating capacity, 
and with the private companies and any municipals that could par- 
ticipate, to purchase more firming power and firm up more of the 
power to the maximum efficiency. 

We have run into the problem, as I stated the other day, and I do not 
believe you were here, where in northwest Iowa, a number of rural 
electric cooperatives are already faced with a shortage right now and 
Interior cannot fulfill its contract with the co-op. 

Robinson now tells me it was straightened out a couple of days ago. 
He sent me a note on it. I did not know that but the problem arose 
out of the fact that Interior was not firming up power to the extent that 
we thought it should and that it was expected that it would at the 
time that contract was signed. 

Senator Case. That, of course, gets into a little broader aspect of 
this thing. I personally would be content if we could get some ar- 
rangement whereby we could have a pooling arrangement to utilize all 
of the available generator capacity that we have and then go from 
there on to provide whatever additional generator capacity is neces- 
sary to achieve the point of maximum return. 

Mr. Exits. I would hope when you get that, and I would expect it 
to be better in the Southwest, that you would not have the power com- 
panies coming in and fighting the arrangement, even after they have 
entered into it in various phases of it, as they still do in the Southwest. 

That is costly to co-ops down there and millions of dollars spent in 
two lawsuits. One of them went to the circuit court of appeals in 
which they tried to break up these pooling arrangements with the 
co-ops in Missouri. Ten power companies in Missouri participated in 
that lawsuit and took a lot of time and a lot of years and hard work 
to overcome it. 

Senator Case. I do not want:to prolong the hearing here, but since 
we are talking rather informally, let me give you an illustration of 
what we did to meet the power requirements for some co-ops to make 
it possible for different counties to get rural electrification of service, 
who were not able to do so. 

We had a group of five counties who finally organized as the Five 
County Electric Cooperative Association, who were unable to get 
any source of power. Consequently, they weren’t able to get a loan 
from Rural Electrification Administration because they couldn’t pre- 
sent any plan for feasibility. 

Mr. Harvey Waters, who was a director for a number of years, and 
was one of the prime movers in organizing it, came to me with that 
problem. I had learned that the West River Electric proposed and 
the Black Hills Electric proposed to put in a generator over at Osage, 
Wyo., on a coal deposit setup that was being operated by the Black 
Hills Power & Light Co. They had two generators over there. 

The co-ops in the west end of the State proposed to put in a third 
agra which would be operated for them or maintained for them 

y the Black Hills Power & Light Co., a private utility, letting them 
have all the power they wanted from it and guaranteeing to buy any 
excess power that might be produced until such time as the co-ops 
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might want it. But the need of the co-ops in the western end of South 
Dakota did not amount to quite 5,000-kilowatt generator capacity. 

The economical unit to put in everyone thought was 10,000-kilowatt 
capacity. So then I proposed to Mr. Waters of the Five County Elec- 
tries and to Mr. Claude Wickard, who was Adminisrtator of the Rural 
Electrification Administration at that time, that we add the Five 
County Electric group to the possible customers for the power sup- 
plied by this 10,000-kilowatt generator and that on that basis, they 
might get their application approved. 

That actually works out that way. Adding the new Five County 
Cooperative to the co-ops in the western end of the State provided 
a requirement of more than 51 percent of the 10,000-kilowatt gen- 
erator, so that they all got the additional capacity they wanted. The 
private utility purchased whatever extra power the 10,000-kilowatt 
generator could supply until such time as the co-ops needed it. 

It was a flexible arrangement so the co-ops were fully protected. 
That has grown now so there is talk of putting in additional gener- 
ators on somewhat similar arrangements. 

Now, I merely cite that because you have pointed out the problem 
arises if private utilities try to fight some sort of a partnership or 
pooling arrangement. I think that in my State, that the practical 
illustration of this multibeneficial arrangement between the private 
utility and the co-ops has been so beneficial, that the utilities would 
not fit a pooling arrangement. 

I think they would cooperate and I think cooperate to the extent 
that they would be willing to see the public bodies or the cooperatives 
particularly have the first claim on the power and be content to ad- 
just their schedules so that they could utilize the balance of the power 
under a flexible arrangement such as is suggested in the Niagara bill 
offered by Senator Lehman and the clause to which you call attention. 

Mr. Ennis. We have gotten along much better with smaller com- 
panies and those tend to be smaller in your area except for the North- 
ern States Power Co. 

Senator Case. I think that due consideration has to be given to a 
fair relationship so that if private utilities make an investment, they 
should be given a reasonable assurance for a period of time, so that 
adjustment can be made. Certainly, if they put up the financing, they 
are entitled to a fair period of years. On the other hand, if the REA’s 
put up the financing, as they did in the case I illustrated, then the 
arrangement should certainly favor or give a priority claim to the 
service to the co-ops, if they put up the financing for additional 
generation. 

Mr. Exuts. Yes, sir. 

Senator Casr. And that concludes all I care to say on it. I do 
appreciate the comments that you have made and I hope that we can 
get together in working out some practical arrangement for the maxi- 
mum benefit to the consumers in my State and the surrounding States 
of the power flowing from Missouri dams. 

Mr. Exuis. Thank vou, Senator. 

auneere Kerr. Now, let us return to where you were, with Senator 
Hruska. 
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STATEMENT OF CLYDE T. ELLIS, GENERAL MANAGER, NATIONAL 
RURAL ELECTRIC COOPERATION ASSOCIATION, ACCOMPANIED 
BY CHARLES A. ROBINSON, JR., STAFF ENGINEER; AND DR. CLAY 
L. COCHRAN, DIRECTOR, LEGISLATION AND RESEARCH AND 
MANAGEMENT DEPARTMENT 


Mr. Ex.is. Thank you, Senator. 

(Discussion off the record.) 

Senator Kerr. You were outlining to Senator Hruska, some state- 
ments by a very prominent individual. I do not believe I recall his 
name. You can refresh my memory on it though. 

Mr. Exuis. Well, I said all that I care to say on that point. I be- 
lieve when I left here the other day or was about to leave, during the 
statement, I was asked to submit to you and your committee a list of 
the various dams in the Southwest that had been authorized by the 
Congress, listing for each dam, the date of authorization for flood 
control and listing for each dam, the date of authorization for power, 
which dates are not always identical because a number of the dams 
were authorized first for flood control and subsequently authorized 
for power. 

Now, that goes back into a bit of history that is not too clear in some 
spots. Weare still in the process and I would beg of you, a few more 
days, to complete the research on that project of putting together 
those various authorizations. 

If the authorizations were in the acts themselves, it would be easy, 
but they usually referred to a report of the Army engineers or reports 
and adopted the reports. and by such adoption, authorized the con- 
struction of the dams. For instance, I have here before me and this 
morning is the first time we have been able to find this document and 
your committee found it. 

We hadn’t found it other places we had looked. It is Committee 
Document No. 1 of the 75th Congress and contains the testimony and 
the reports of the Army engineers for this Southwest area. It con- 
tains a list of projects and I want to read them into the record at this 
point to give you the idea of what we are talking about. 

These were all for flood control only. In the Arkansas Basin: 
Caddoa, out in New Mexico, I believe it is and I believe it has since 
been named John Martin Dam 

Senator Kerr. Yes. 

Mr. Extis. Number 2, and I am reading now from the list on the 
map: Great Salt Plains; 3, Mannford; 4, Hulah; 5, Oologah; 6, Ten- 
killer Ferry; 7, Conchas; 8, Optima; 9, Fort Supply; 10, Wister: 
11, Blue Mountain, and 13, Nimrod, 1 of those projects on the Arkan- 
sas and its tributaries. The Pensacola has, as you know, been con- 
structed by the State of Oklahoma and several other of the projects 
have been constructed by the Army engineers. 

In the White River Basin, continuing the same numbering, 14, Lone 
Rock; 15, Norfork; 16, Clearwater; 17, Water Valley; 18, Bill Foley, 
and 19, Greers Ferry. 

In later years, some of these other projects were also authorized for 
power. We hope to give you in a few days, a complete list that is 
completely accurate but I submit this now to make and emphasize the 
point that nearly all of these projects were justified in the beginning 
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as flood-control projects and, therefore, supporting again the idea that 
the incremental cost method ought to be the one that is used, 

Senator Kerr. Now, when the other list is submitted, it will be 
placed in the record at this point. 

- (The information is included in earlier testimony by Mr. Ellis.) 

Mr. Exxis. Last night, I tore out of my hometown paper, and I 
didn’t get the dates, but this is from the Rogers Daily News of Rogers, 
Ark.. as of the last few days, two articles. One of them is entitled 
“Fulbright Bill Makes Reservoir Water Available,” and states that 
the bill would authorize the Army engineers to sell the water for vari- 
ous uses to municipalities for agricultural use and so forth, and 
another clipping entitled, “Trimble Offers Bill to Maintain Level of 
Lakes,” to prevent water to be drawn down too far, according to the 
article, so as to interfere with the recreational benefits. 

Now, another of our points you see is that if these waters are to be 
used for other than the purposes contained in the authorizations, then 
there ought to be benefits assigned to them and the fact that it may 
be difficult to determine or to collect for those costs is not really in 
yoint. 

If the benefits are there, then power shouldn’t pay for those bene- 
fits. The same with drawing the water down. If power is to be 
sacrificed in order not to draw the water down so that recreational 
advantages can be had, then certainly, power shouldn’t pay for those 
benefits to recreation, we think. 

Secretary Aandahl enunciated the other day a much broader con- 
cept of the partnership policy than I had ever heard before and in 
doing so, it seemed to me, he was saying that in these areas, where 
the Federal Government has built these power projects, any other 
building of projects by anybody else, any other building of generating 
capacity by anybody else in those areas, constitutes a partnership 
arrangement or constitutes an aid and assist within the partnership 
concept within those areas. 

Now, if that is true 

Senator Kerr. He said, “Within his partnership concept.” 

Mr. Exxis. Well, if that is true, it seems to me the Government by 
that concept is assuming a utility responsibility in those areas. We 
think it has done so, to some extent, with the rural electric systems 
and, therefore, I would insist that that ought to be considered in any 
legislation that would involve that concept. 

Now, Mr. Chairman, unless there are questions to me, I would like 
to call upon our electrical engineer, Charley Robinson, and later, 
Dr. Cochran, on the point which you asked about the other day on 
accelerated tax amortizations. 

(The information on accelerated tax amortization follows:) 





Tax AMORTIZATION Supsipy Exceeps $4 Brion 


EXPECTED TO EXCEED $5.2 BILLION INVESTMENT IN FEDERAL POWER REA 


The Office of Defense Mobilization has rapid tax-amortization certificates 
pending which are more than enough to bring the total subsidy to private elec- 
tric companies in excess of the combined value of all Federal power projects 
and the total of all loans advanced to rural electric cooperatives. 

A study by the Electric Consumers Information Committee showed that elec- 
tric power companies had requests pending with ODM as of January 11, for 
rapid tax writeoffs on $1.6 billion. 
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On January 10, ODM approved a group of tax-amortization certificates which 
brought the total amount granted to $2.7 billion and the total estimated subsidy 
to $4.06 billion. 

ODM will need to approve certificates for rapid amortization of only $773,- 
000,000 to make the total estimated subsidy exceed the value of Federal power 
projects of $2.55 billion and the total of all loans advanced to rural electric 
cooperatives of $2.67 billion. 

The Federal power projects valued at $2.55 billion were those constructed 
between 1906 and 1953 (the latest data available). The $2.67 billion rural 
electric loans were advanced between 1935 and November 1955. The tax amor- 
tization certificates which were issued between 1951 and January 10, 1956, 
have a total estimated subsidy value of $4.06 billion. 

Although the deadline for new applications passed December 31, ODM con- 
tinues to approve certificates filed previously. 

The total estimated subsidy on the rapid tax write-off certificates is based on 
the $1.19 billion interest-free loan which the electric companies have received. 
This interest-free loan becomes a part of the rate base and many companies 
earn a 6 percent rate of return on it. The total estimated subsidy contemplates 
a 3314 year life and the subtraction of all normal taxes. 

The method of valuing the tax-amortization certificates at the rate of return 
earned by the utility received strong support recently from a United States 
court of appeals decision. 

The United States Court of Appeals for the District of Columbia Circuit de- 
cided December 15, to uphold the Federal Power Commission’s view that a 
Michigan gas utility was entitled to the same rate of return on an interest- 
free loan under the tax-amortization program as it was receiving on the rest 
of its rate base. 

In the particular case involving the city of Detroit versus the Federal Power 
Commission as respondent and the Panhandle Eastern Pipe Line Co. as inter- 
venor, the company was given a 5.75 percent return on its tax savings. 

FPC statistics show that electric utilities received an operating income equal 
to 5.7 percent of average net utility investment in 1953. 

During the 11 years from 1943 to 1953 the electric utility operating income 
percent of average net utility investment was 6 percent or greater for 7 years 
and lower for only 4 years. 





Amount ap- | Interest-free Tota! esti- 








proved for | loans based | .™ated sub- 
Time period accelerated on those of — 
amortization | certificates | tinretes 
lg Gg Qld ee $1, -. £89. 000} $862, 602, 000/$2, 932, 387, 000 


SAUNAS ATOR ceiscoscseeweee=| 750,895,000} “331, 896, 000} 1, 128, 268, 000 
Be Oo ee eee | 2, 702, 484, 000) 1, 194, 498, 000 “4, 060, 655, 000 





Note.—Applications for tax amortization on approximately $1.6 billion were pending at ODM as of 
January 11, 1956. 
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Chart 49 


COMPARISON OF SUBSIDIES TO PRIVATE POWER COMPANIES, 
3 REA LOANS ADVANCED AND COST OF FEDERAL POWER PROGRAM 


Estimated Tax Amortization Benefits Under 
Certificates To Private Electric Companies 


$4.02-Billion 









REA Loans 
$2.67-Billion 


Federal Power 
Projects 
$2.55-Billion 


é ‘ 


4 1906-1953 1935-1955 1951-1955 





SOURCE: ELECTRIC CONSUMERS INFORMATION COMMITTEE 
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TABLE I.—Estimated benefits accruing to a Commercial electric corporation under 
accelerated tax-amortization certificates 


{ Assumptions: Investment, $2,000,000. Total period of amortization and depreciation, 
33% years. Amount subject to 5-year amortization (50 percent), $1,000,000] 


eked: plea OP CRORE GI enschede enpenmtiamiae $1, 000, 000 
Depreciation allowance per year based on certificate__..._..__--_- 200, 000 
Less normal 3 percent deprication (assumes average life of facilities 

Ns I a ee aceeceesteciaplene neal Saket incase 3 30, 000 
Excess depreciation per year__.---.....----~- shits tine ih piniliaa didi 170, 000 
Tax savings for 1 year (52 percent of excess depreciation allowance ) - 88, 400 
etek Bie eT I aiiittet ced ccc ene ite eae 442, 000 
Plus 6 percent interest compounded over estimated 3514 year life 

a ii eh Oi ictitirisinin cone ni minnnierimaemen *1, 502, 564 
Less deferred taxes assumed to be payable (payable over 28-year 

UT ai cic icictbniltinn snap nieces peimpiayencnpeabntinpanin gh 442, 
Net benefits accruing to the corporation over a 3314-year period__.__ 1, 502, 564 


2 See table II for computations. 


Note.—A short method for computing the amount of interest-free loan is to multiply 
0.442 times the amount amortized, and a similar way to compute the total subsidy is to 
take 1.502564 times the amount amortized. 


Tasi_e II1.—Computation of total benefits derived by commercial electric corpora- 
tions for an accelerated amortization certificate of $1,000,000 











| | 
Year Cumulative | Rn ovoynl Interest free Deferred Net benefits 
total benefits annum loan ! taxes paid? | each year 
Bs. ic.-+~ncceeeneios ileal Nias ieak | $88, 400 | ___. $88, 400 
2... ce sdteieaenadlere <0} $88, 400 $5, 304 | 88, 400 ikea | 93, 7 
. |... am 182, 104 | 10, 926 88, 400 99, 326 
oem Ee ee eo 281, 430 | 16, 886 88, 400 aie 105, 286 
a oe co deel Te wal 386, 716 | 23, 203 88, 400 | te 111, 603 
os nen. 498, 319 | 29,899 |____- $15, 600 14, 299 
eo. ee oS cal 512, 618 | 30, 757 | 15, 600 15, 157 
8 sad buekeeabe-~- 527, 775 | 31, 666 | 15, 600 | 16, 066 
®. . -<.. c. 4. cee 543, 841 32, 630 15, 600 17, 030 
10 ~via ae oe Ge, | 33, 652 15, 600 18, 052 
TRE SS Mo 578, 923 | 5 15, 600 19, 135 
12 a ; 598, 058 snes 15,600 | 20, 283 
‘ 618, 341 | 7, 100 | _- 15, 600 21, 500 
G6. ......c.... gees = 639, 841 | 38, 390 15, 600 22, 7 
RS... ......... dees ; 662, 631 | 39, 758 |__- 15, 600 | 24, 158 
16 SRR 2 Oe 686, 789 | 41, 207 15, 600 25, 607 
; 712, 396 | 42, 744 | 15, 600 27, 144 
739, 540 44, 372 | 15, 600 28, 772 
768, 312 | I oc 15, 600 { 30, 499 
798, 811 | OR oo ica ceccacs 15, 600 32, 329 
831, 140 49, 868 |. icndal 15, 600 | 34, 268 
865, 408 | 51, 924 |____- eS 15, 600 36, 324 
901, 732 54, 104 : 15, 600 38, 504 
940, 236 ) ) ia 15, 600 40,814 
O81, 050 | RN acs 15, 600 43, 263 
1,024, 313 | 61, 459 15, 600 45, 859 
1,070, 172 | 64, 210 |_- nicl 15, 600 48, 610 
1, 118, 782 | encima acl 15, 600 51, 527 
1, 170, 309 | ae al 15, 600 54, 619 
1, 224, 928 Se co 15, 600 57, 896 
1, 282, 824 76, 969 |__. ce 15, 600 61, 369 
1, 344, 193 | 80, 652 |___ es 15, 600 65, 052 
1, 409, 245 | 84, 555 | ____. acs 15, 600 68, 955 
1, 478, 200 | src 5, 200 24, 364 
1, 502, 564 | 1, 502, 564 442, 000 | 442, 000 1, 502, 564 





! Federal corporation income taxes deferred. 
? Deferred taxes assumed to be payable after facilities have been depreciated 100 percent. 


* On assumption of 334 years as average life of facilities, interest, taxes and net annual benefits are reduced 
to 14 for 34th year. 
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TABLE I1].—Estimated value of accelerated depreciation certificates, inter~=t-free 
loans and other subsidy benefits to private electric companics from e 9, 
1951, through Dec. 30, 1953 




















{Application under the Electric Power Goal was sus} ted ve 5 19 
Al tou . - ‘ all hsid y 
Name of company — terest-free Ip lo 33b% 
mcerrerats year at ¢ 
depreciation — percent 
\labama Power Co $48, S38, 00K $21, §86, 306 $73. 382. R26 
, ppalachian Electric Power Co-.. 67, 433, Ob 20, SOS, 386 101. 323 4 
,rizona Edison Co., Inc 66, 000 20 172 ug 
Arizona Public Service Co 11. 300. Oo 4 004 G00 if. UTO 
{rkansas-M issouri Power Co 71. 000 31 aR? 108 
arkansas Power & Light Co 33, 812. Oo 4 044 GO4 sa 
Atlantic City Electrie Co 7, 625, 00% 370. 250 11 457 
Black Hills Power & Light Co 71, OM $1, 382 10M 
Boston Edison Co 12, 055, 00 5, 328, 3K 18 113 
California Electric Power Co » 675, 000 1 1k? 250 4 019 
‘alifornia-Oregon Power Co 10, 524, (0M 4 620, AOR my 2% 
Carolina Power & Light Co 23, 654. 000 10. 455. OAS " 41 
Central Arizona Light & Power Co Ry OM) 2 208 > 
Central Hudson Gas & Electric 4. 385. OK 1 O38 170 & san 
entral Illinois Electric & Gas 4. 330, 000 1 4123 sA0 a ki 
Central Ilinois Light Co 5, 378. 000 2 377. O78 R O80 R56 
Central Illinois Publie Service Co 1, 705, 000 753 610 ®' 531 893 
Central Kansas Power Co 1. 187. 000 $ AN4 1 783 Aa 
Central Louisiana Electric Co 3. 785, 000 1, 672, O71 5, 687, 242 
Central Maine Power Co 13. 785, G00 f. 002. 970 7123 016 
entral Power & Light Co. (Texas 14, 018, 00 6, 195, OF 1, 063. 116 
Central Vermont Public Service Co-. 1, 1S7, O% 1 i4 1 783 5K 
‘incinnati Gas & Electric Co a) S45. (KM 13. A434 ‘346 960 
Citizens Utilities Co. (Connecticut 273. OO 120). Ae 1] 0% 
leveland Electrie Iluminating Co 58, 674, 00 25 (8 &8 162, 148 
ymmmonwealth Edison Co 156. (ow ao 234 402 
ymnecticut Light & Power Co 12, 772, OO 5, 645, 224 
Connecticut Power Co-_-- 1, 44, 00) 664, TAR 
Consolidated Edison Company of New York 51, 106, 00 22, 588, 852 
Consolidated Gas & Electric Light & Power (Maryland i 24 939. 000 It. 023. 088 
‘onsumers Power Co. (Michigan) 28, 104, (0 12, 421, 068 
Dallas Power & Light Co 12. 974. 000 5 734 AOR 
Delaware Power & Light Co | 5, 360, 000 2 3260 120 
Derby Gas & Electric Co. (Connecticut) __-_- | 150, 000 66. 300 
Detroit Edison Co.. aa €5. 532. One © O65. 144 
El Paso Electric Co , 3, 243, 000 1, 433, 40¢ 
Electric Power, Inc. (Connecticut) 3, 904, 000 1, 725, 568 
Empire, District, The (Kansas) ...- 2 724. (wn 1 230. 528 
Florida Power & Light Co-- 2). 765. 000 9 1 
Florida Power Corp : : 14. 420, Oo 6. 373 
Frontier Power Co 198. 000 
Georgia Power & Light Co-_-.-..- : ‘ pe Ss 212. 000 S18 546 
‘ teorgia Power Co__. Le = 45, 908, 000 2 6S, 980. 278 
: if Power Corp______- 5 eee eee ; 12. 261. Onn 5 419 18. 423. 089 
; Gulf States Utilities isi ose tihaieieaiaetieaate oer ae 26, 196, 000 ll, 578, 632 39, 361, 491 
Hartford Electric Light Co : - 7, 975, 000 3, 524, 950 11, OR3, 047 
; Houston Lighting & Power Co........_..___- : 293. 753. 000 10. 498. 826 35. 690. 607 
é Idaho Power Co. ._.............-.-...-- =4 ; ot 10, 827, 000 1, 785, 534 16 268, 295 
- [\linois Power Co.....-....._- i ad 12, 579, 000 5, 559, G18 18 ONO. GEN 
: Indiana & Michigan Electric Co_.____.__- E L f 37. 222. 000 16, 452. 124 Fe O98 200 
‘ Indianapolis Power & Light Co__.__- ns 10, 121, 000 4, 473, 482 15, 207, 576 
lowa Electric Licht & Power Co____- 7 ; : 6, 541, 001 2 8401, 122 ) 898 359 
; lowa Power & Light Co mae ‘ 9, 561, OO 4, 225, 962 14. 366, 133 
3 lowa Publie Service Co______- ~ ah 3, 919, Cn 1. 732, 198 F age 17 
‘ lows Southern Utilitic sCo 7 . 3. 4583. 001 534, 486 233. 474 
; Kansas City Power & Light Co 7 7, 535, 000 3, 330, 47 11, 321, 913 
g Kansas Gas & Electric Co-_- : by a a 15, 077, 000 6, 664, 034 2° 654. 344 
i Kansas Power & Licht Co_. ae eae: a 6, 584, 000 2 910, 128 Q 892. O63 
; Kentucky Utilities Co 6, 031, OO 2 AS. 700 1 262. 038 
4 Kentucky-West Virginia Power Co___- 835, (OK 89, 7 1 O88 65) 
Knoxville Power Co-_. y ‘ A 661. OOK 292 162 193. 203 
Lake Superior l)istrict Power Co. (Wisconsin) am) e 1. 148. 000 507. 416 1. 724. O58 
Long Island Lighting Co s : aie 27, 687, 000 12. 237. 654 41. 691 R33 
j Louisiana Power & Light Co-_-__- 7 2), 809, OM 9 197. 578 31. 267.112 
Marietta Electric Co eo oe os a 2 : 49, OOO 21, 658 74, 6:26 
Michigan Gas & Electric Co________- : a 14. 000 6, 188 21 036 
Minnesota Power & Light Co a ge ae ‘ &, 921. OOK 3, 943. OR2 13. 404. 424 
Mississippi Power & Light Co_______- ; eae 19, 999, 000 8, S39, 558 30), 050, 026 
Mississippi Power Co____- 7 oe : 8, 583, 000 3, 73, GSE 12, 806, 613 
Missouri Publie Service Co- eee a : 7 1. 458. OOK 644. 436 2 190 756 
5 Monongahela Power Co__._____- Lue ES ; 16. 308, OO 7. 208. 136 24 54. 016 
Montana-Dakota Utilities Co_.........__._____- re 3 OOK 1 343. 680 4 567 832 
Montana Power Co. a od a eee - OOF 678, 470 2, 306, 45 
Nantahela Power & Light Co_- eee : pink ; 5, 156, OO% 2, 278, 952 7, 747, 284 
New York State Electric & Gas_____. i Cart. 24. 472, OO 10, 816. 624 6. 771. O50 
Niagara Mohawk Power Corp ; : 36. 817. O06 16. 273.114 55 390. 355 
Northern Indiana Public Service Co.___.__- évamaee oe 446, OO 197, 132 670, 149 
3 
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Tas_e II.—Hstimated value of accelerated depreciation certificates, interest-free 
loans and other subsidy benefits to private electric companies from June 9, 


1951, through Dec. 30, 1953—Continued 

















Name of company 





Northern States Power Co. (Minnesota) 
Northern States Power Co (Wisconsin) 
Northern Virginia Power Co 
Ohio Edison Co 
I a 8 coeteiibenriniocenreeemeipnnds 
Oklahoma Gas & Electric 
I esis chens dimen 
Pacific Power & Light Co. (Oregon) 
I os a cnemwainumanes 
Pennsylvania Power & Light Co 
a ao rcnhtnindeninminaianeninhenet 
Pennsylvania Water & Power Co 
I a 8. wriesiciemmuninin remind 
OE EE, ESE eee 
I a ciation 
Potomac Electric Power Co 
gD DD IED. 6 create ndenccevecnenccccances 
Public Service Co. of Colorado 
ES OS ae 
Public Service Co. of New Hampshire.-_-.............-.----- 
Public Service Co. of New Mexico--_-.--.- sheeatidieicibesdiedeciis 
Public Service Co. of Northern Illinois. 
Public Service Co. of Oklahoma...-_-...................-...- 
Public Service Electric & Gas of New Jersey 
Rockland Light & Power Co. (New York) 
South Carolina Electric & Gas Co 
South Carolina Generating Co.................-.....---..--.- 
Southern California Edison Co............................. 
Southern Indiana Gas & Electric Co....--.........--------- 
Southwestern Gas & Electric Co. (Louisiana) 
Southwestern Public Service Co 
I 2 ee neck Needeckcbaakacsenant 
Texas Power & Light Co 
Toledo Edison Co.-_-_..----..--- 
Union Electric Co. of Missouri__..-- 
Union Electric Power Co. (Missouri) 
United Illuminating Co__..........-- 
Upper Peninsula Power Co 
EE Oe Nn. a camps gasnndacecenneuceuslll 
Virginia Electric & Power Co. 
ED on. cotcngensboindiaemscuneesines 
West Pennsylvania Power Co 
ee nc cboaaubaowsasetinell 
Western Light & Telephone Co. (Kansas) 
Western Massachusetts Electric Co 
Te edeitecnnecaosantuan 
pa NN A Ce Ce ee 
Wisconsin-Michigan* Power Co? ..............-----:-------- 
I PERO FMI GO. ccc cerwececccccwecccncestces 
Total 2seeee DO EE EEE EET EET OEE OER OH REO HEE Ee 


Oe eee mee meee eee eee eee eee enes 


Amount certi- 








fied for up to 33% 
accelerated — years at 6 
depreciation percent 

$22, 230, 000 $9, 825, 660 $33, 402, 273 
626, 000 276, 692 940, 613 
64, 000 28, 288 96, 165 
37, 697, 000 16, 662, 074 56, 642, 623 
82, 869, 000 36, 628, 098 124, 517, 004 
7, 788, 000 3, 442, 296 11, 702, 065 
102, 568, 000 45, 335, 056 154, 116, 257 
19, 628, 000 8, 675, 576 29, 492, 570 
24, 252, 000 10, 719, 384 36, 440, 483 
41, 358, 000 18, 280, 236 62, 143, 555 
4. 648, 000 2, 054, 416 6, 983, 975 
6, 772, 000 2, 993, 224 10, 175, 447 
52, 875, 000 23, 370, 750 79, 448, 727 
18, 635, 000 8, 236, 670 28, 000, 511 
6, 115, 000 2, 702, 830 9, 188, 255 
18, 399, 000 8, 132, 358 27, 645, 903 
616, 000 272, 272 925, 587 
17, 138, 000 7, 574, 996 25, 751, 154 
31, 370, 000 13, 865, 540 47, 135, 822 
9, 106, 000 4, 024, 852 13, 682, 461 
5, 872, 000 2, 595, 424 8, 823, 129 
863, 000 381, 446 1, 296, 723 
11, 398, 000 5, 037, 916 17, 126, 366 
35, 684, 000 15, 772, 328 53, 617, 936 
9, 408, 000 4, 158, 336 14, 136, 239 
1, 733, 000 765, 986 2, 603, 965 
20, 131, 000 8, 897, 902 30, 248, 366 
34, 607, 000 15, 296, 294 51, 999, 662 
5, 280, 000 2, 333, 760 7, 933, 603 
8, 091, 000 3, 576, 222 12, 157, 346 
29, 885, 000 13, 209, 170 44, 904, 496 
14, 084, 000 6, 225, 128 21, 162, 286 
30, 787, 000 13, 607, 854 46, 259, 820 
18, 468, 000 8, 162, 856 27, 749, 582 
25, 709, 000 11, 363, 378 38, 629, 737 
4, 037, 000 1, 784, 354 6, 065, 901 
4, 665, 000 2, 061, 930 7, 009, 519 
75, 000 33, 150 112, 693 
212, 000 93, 704 318, 046 
58, 470, 000 25, 843, 740 87, 855, 642 
30, 020, 000 13, 268, 840 45, 107, 344 
11, 099, 000 4, 905, 758 16, 677, 096 
7, 715, 000 3, 410, 030 11, 592, 377 
3, 033, 000 1, 340, 586 4, 557, 314 
2, 903, 000 1, 283, 126 4, 361, 979 
441, 000 194, 922 662, 636 
15, 423, 000 6, 816, 966 23, 174, 236 
1, 387,000 613, 054 2, 084, 073 
16, 957, 000 7, 494, 994 25, 479, 188 





1, 951, 589,000 | 862, 602, 338 | 2, 932, 411, 582 
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FEDERAL PowWER COMMISSION, 
Washington, April 6, 1956. 
Hon. Rosert S. KErr, 
United States Senate, 
Washington, D.C. 


Deak SENATOR Kee: This is in reply to your inquiry of March 27, relative to 
earmarked surplus or reserve accounts of electric utilities associated with accel- 
erated amortization certificates issued by the Office of Defense Mobilization. 

Such data as of the end of 1955 are not yet available. However, there is in- 
closed a schedule showing by companies the accumulated tax deferrals at the 
end of 1954 as contained in the reports of the respective companies to the Com- 
mission for that year. The amounts shown include both those included in sur- 
plus accounts and those set up in special reserve accounts in accordance with the 
various actions of the several State regulatory bodies. 

Similar data for earlier years have not been compiled. However, as noted 
above and indicated in the schedule the amounts shown for 1954 are cumulative. 
The data for 1955 will be supplied as soon as available. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman. 


Accumulated income-tagz deferrals arising through the accelerated amortization 
of emergency facilities certified by the Office of Defense Mobilization as of 
Dec. 31, 1954 


Amount 
Ps Pe TO ii cota cette tg ica ti ewinnieen $4, 111, 625 
Apnohackion Miectric Pew? Oeacccnngeeewencttindnnnsapeccsecee 5, 236, 179 
I Fr I circled tntie ehh eee wnnbsrwncas 336, 000 
Brie Pewee Be TAG Bi isokinetic nag Beemcamedmeneen 8, 556, 695 
I IN IN iia ac sacral citniinnstncinncealeiainetnieetmimmadoiieieinenineiens 1, 090, 662 
Cr ee ie iia seccee catenin etinnienentnteeimnenmiis 243, 100 
nt, I ne a lmao hell 1, 318, 000 
IS rn TR ni iad eels 1, 097, 073 
ee a ee ar ee 82, 191 
Coatern) TERR eeCtn Or ie UG Gio die a ct Set enon 132, 376 
ee ee eee dee ee eg ee 834, 750 
Ceontrel Tiinols Public Bervies Ooo cccterce ews eesncn nso 305, 000 
Cate E accede reece ctw aewnnee 81, 562 
Content! camienemn Taecieis 60. Beg oe Ss eer anne 518, 662 
ES SRE See ee eee 1, 135, 846 
ee ee ed ek ae oie) Sea, aS ee oe 816, 200 
Central Vermont Public Service Corp_--------------------------- 290, 769 
ee ee ae a ee eee 3, 703, 285 
Clevetand Milectric Uiimmimeting Cen cik ik hi ee enn 7, 444, 000 
Camempetiout Tibet BF WO ik cide eke diee pak ntenewseunt 1, 088, 405 
I a tee 114, 000 
Consolidated Edison Company of New York, Inc__-.--....-_______ 5, 472, 925 
IRS I Nc ace cnttilatincet 2, 727, 735 
I I i tints ciel eteiclacanunaaietinbide 6, 852, 974 
Ine Ur NI Scene cecal enenaemaseninen 131, 706 
GN cael ces dele nieipetinblaniavabiabinee 1, 108, 707 
IO ld sneer eennietienpnntonnienninile 1, 204, 729 
I hal, cin i thaneestivasinennpiinige 4, 078, 255 
RR i inst eect caverns 1, 636, 008 
er Sn I pis lnensbenianipbaitniaitoceisis 410, 567 
Senn UIE I ne seni tueibenememnlig-cocebbinclinemetents 365, 000 
Pepe cE I il enero emia noemioneas 230, 495 
I I an coh Ein cree aamsiapinlin 2, 411, 400 
nen a at cameron es 1, 334, 000 
I Ge Ne oii di rocitgetinierecnipwaianainn dian 8, 566, 100 
TORRRATOLIS POWOr BO kc wt de nd bensnendene 1, 160, 000 
Se CN Oy ee Screg cetns csnnnitinesteiniiaditeetrstiidtiibiiminmintl 718, 680 
Snes rR ei eeciiuee eenbeomentinen 157, 235 
Se nt enemies niece benenmpaniiniedey 1, 089, 635 
en Ge 0 seioulepiieimsensninimnigmenmamemaranaenets 665, 850 
Re NUON I oe ats nn ciuttih hei ciegindimnngh cabpiaetehbte wit’ 67, 684 
I a a ne 401, 300 


I a eitisigiiiomnensiegindaiaeiee 2, 353, 000 
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Accumulated income-taz deferrals arising through the accelerated amortization 
of emergency facilities certified by the Offee of Defense Mobilization as of 
Dec. 31, 1954—Continued 


Amount 

ea ee Bi TI Cis disc nscadsnhctin cpg tenthittmtoee nda 1, 735, 002 
i i ee I Ee ee incinmenmntcndinnpmmaninrnions 1, 274, 300 
ieee enmeqnneuesehtenanpemapnbtns 901, 443 
gg | ee ee ee ee 5 Na 2, 736, 035 
pop 9 te hs ee ee eS eee ae ene 1, 870, 900 
New Tork State: Blectrie & Gad CetPnnon ccc ees tiewnnenseess 1, 580, 000 
Shirts nsnsinienninrerritiobantinniits 4, 440, 000 
Waren. Seeeene 5 EO UNOS C0 go tem eacnantensmasere 95, 745 
Northern States Power Co. (Minnesota) -...........-.-----.----- 2, 028, 000 
Ci a i cet a a ee bans 1, 085, 487 
Obit Fa a i ike Beis Ba Shh ob be eh indiine cee eikie 4, 445, 230 
a i i ee cnt, 8, 135, 620 
a ccdieeitiieatht cereitnseipeainiieaes 2, 713, 184 
I  ecceserionieiecnundoertnnsardicnpasetrenanapenaineltp 1, 384, TOO 
ees I ah hn eliberew awe esol 839, 716 
Penmeivemia. Po Wer Bagel ie ee ekddncce ems cenaseindss 1, 677, 500 
POG NR TIO Oi iectentstitenctpcee en nmementepcitietiie 79, 853 
tana a eating anemia ena eipinen 8, 722, 735 
POR rn) “EO SO ween 242, 900 
PN edi adie Act ti eiveeintattencdacacch ceuccieeenescacnichitnnn es abies ales tales 799, 700 
Public Service Company of Colorado__..-..........--.-~-....._-. 1, 061, 900 
Public Service Company of Indiana, Inc._.._...-..........-....-- 1, 644, 000 
Public Service Company of New Hampshire___._..__-_-____-____-_ 885, 330 
Public Service Company of New Mexico____.---.-__----_..-_-_--_- 510, 991 
Public Service Company of Oklahoma.__...._.....-----_----._..- 1, 374, 000 
Public Service Electric & Gas Co_._.....-.-...---.-.- Sadtiicidte ctbiipie 3, 737, 174 
Shree Eh Tn OO nn ee intaenieminbweeeeeniees nieiel 187, 200 
a csillincnrnniepeuetncedii 1, 720, 165 
Steer eeenen Sa an SOONG O70. en newee 241, 600 
Sen rr OD Nos on ec eel 2, 473, 026 
“Tomek Teen NO IN otis siete nts dk ctecte one eseitenbeee 510, 330 
sce Seeeccingintennperinney 1, 561, 922 
Unjon Biectric Company of Missouri_.............-..._____.____- 2, 785, 000 
ge a a RR ce ee aoe 485, 000 
Or i ci csacieaiatctiedimicie sandal an mica icaenieebptande 484, 000 
V irae ne Oe PN Eis. ist citscsdesemtetibbidiitediewndcneind 4, 309, 885 
Ve ehh cine annnncmeenebis 5, 044, 157 
ee eapgniadienmisictometmaesiis 546, 000 
er aeessncaesasieagach deiteniaseniivanjmsinappnioserecaiocamaen 660, 000 
Western Light & Telephome’Co., Inc... 4. ee. 260, 400 
Western Massachusetts Electric Co_.........-.-......-..-_.--_- 498, 000 
Oy eC oi eter ei qenweedekemncnqeninis 788, 000 

eg a i ac aca ds ctceesnanaglvapreionieee tetas anemeenan 140, 236, 495 


Source: FPC Form No. 1, 1954. 


Mr. Exx1s. Now, Charley Robinson will supplement my statement, 
particularly on the cost allocation problem. 

Charley is a graduate electrical engineer and has been with NRECA 
as its electrical engineer for about 6 years. In my opinion, he has 
done about as much study of the whole power picture, with regard to 
the rural electric systems’ needs and the Nation’s, as any other indi- 
vidual. 

Senator Kerr. I am quite anxious to have the detailed documen 
tation of the information contained in your statement beginning on 
page 20 and going through page 22. I want to get that into the 
record. Is he now going to give that to us? 

Mr. Exuts. Yes; he is. 


Mr. Rosrnson. Is that the tax amortization ? 
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Senator Kerr. Yes; unless Senator Hruska has some questions of 
Mr. Ellis. 

Mr. Exxis. Off the record. 

(Discussion off the record.) 

Mr. Rosrnson. Thank you, Mr. Chairman. I have a prepared 
statement which I would like to submit for the record, if I may. 

My purpose is to express the viewpoint of the cooperatives on some 
of the technical issues that have arisen during these hearings. Much 
of the technical terminology deals with really subjective issues which 
are susceptible to interpretation according to the philosophy of the 
oem expressing himself and such things as cost allocation and 

enefits to cost ratios are not really matters of pure engineering. 

Senator Kerr. You say that they are not matters completely de- 
termined by pure engineering ? 

Mr. Rosinson. Yes, sir. I would say they are matters on which 
there are so many alternative methods and procedures available, 
many of which seem equally reasonable but give different results, so 
that it is possible to come up with almost any answer you want to on 
some of cm problems. 

It has been stated that there are three reasons for the apparent 
necessity to raise rates charged cooperatives by the Southwestern 
Power Administration. One of these is the increase in project cost. 
A second one is the revision of cost allocations; and a third reason 
that has been stated as making a rate increase necessary, is the cost 
of some generating and transmission contracts that have been entered 
into in the Southwest between the co-ops and the Southwestern Power 
Administration. 

I would like to discuss these problems in reverse order, if I may. 
The problem of cost allocations is a very old problem and it is sub- 
ject, as I said, to an almost infinite number of interpretations in theory 
and application. 

TVA has used a justifiable alternative expenditure method. 

Senator Hruska. Excuse me, Mr. Robinson, are you reading from 
your statement ? 

Senator Kerr. He is now about to read from the top of page two. 

Mr. Rosrnson. I hadn’t intended to read it although I can. 

Senator Hruska. If you were reading it, I wanted to follow. If 
not, I will listen to what you are saying extemporaneously. 

Mr. Rogrnson. Which way would you prefer me to do it? 

Senator Hruska. You are testifying. If you were reading this, 
I would foliow the form of the statement. 

Mr. Rosrnson. I will generally follow the form of the statement 
but I have an outline which I would like to work from. 

TVA has used a justifiable alternative expenditure method. The 
Bureau of Reclamation has in past periods, used a method known as a 
residual method. The Southwestern Power Administration, as we 
know, formerly used the incremental method, and now the present 
administration, has decided upon still another method known as the 
separable costs-remaining benefits method. 

The Jones committee, when it made its report to the House a few 
years ago, listed nine separate methods used by the United States or 
recommended by responsible groups and it seems to me that it is 
inequitable, as has been done, to choose a single method, the separable 
costs-remaining benefits method and apply it to all projects throughout 
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the country, which I believe is what Secretary Aandah! said he is 
attempting to do. 

The problem arises because of the relative importance of different 
features of various projects throughout the country and because 
of the varying economic circumstances of these areas in which the 
projects are located. 

In the Southwest, flood control has been the basic consideration in 
the authorization of most of the projects. It is no more reasonable 
to charge large portions of joint costs to incidental power that is 
generated at projects than it is to allocate the entire joint costs to 
flood control as has been done in the past. 

At a reservoir that is basically ood control in purpose, you can- 
not optimize power production. You must sacrifice some power 
production to maintain your flood control function and a method of 
cost allocation that would take this into account is known as the 
priority-of-use method in which the costs are allocated somewhat 
proportional to the priority of use to which each of the various 
features are put. 

Also, it has appeared to us that perhaps not enough costs were 
allocated to nonreimbursable features such as recreation in the South- 
west. The more features to which a project cost can be allocated, the 
less each must of course bear and it 1s my recollection that less than 
one-half of 1 percent of the total cost of these projects in the South- 
west has been allocated to recreation. I believe that it was testified 
previously that $600,000 in taxes accrued to the State of Oklahoma 
in 1954 from the recreational uses made around |.ake Texoma alone. 

These are, of course, not reimbursable costs but there is no reason 
that they should not be included as benefits simply because they are 
not reimbursable. 

There is also the question in considering cost allocations as to why 
an entire river basin development cannot be allocated asa unit? That 
is, why can’t you take 10 or 12 projects and allocate the costs among 
the various benefits provided by these projects on a total basis rather 
than making each project a separate unit and allocating the costs to 
each separate project. 

Under feasibility criteria, each project must show a benefit-to-cost 
ratio better than 1 to 1 and the entire river basin development pro- 
gram must also show a benefit-to-cost ratio of more than 1. This 
means that some of the projects are going to be sacrificed and you are 
not going to get maximum economic development of the area. 

Now, another question that arises in cost allocation is what consti- 
tutes a benefit? How do you measure it? In measuring a flood- 
control benefit, for instance, do you include merely the present eco- 
nomic value of the downstream installations or do you consider such 
cities and industries as may grow up in the future; in which case, 
practically the entire costs of a river basin development program 
could be charged to flood control. 

It is really a matter of philosophy and opinion and, in many in- 
stances such as the projects built by the Bureau of Reclamation in the 
West, the object has been to secure low-cost water and power for the 
people of the area so that the project will in great measure contribute 
to the economic growth of the entire country. 

The present policy appears to be more conservative in that it seeks 
to charge higher portions of project costs to power. We believe that 
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in the Southwest where drought, dust storms, and low farm income 
are endangering the entire electric cooperative structure, this is not 
the time to switch philosophies and proceed on one which means higher 
costs for power. 

Now, as to the statement that was made that the integration con- 
tracts between the G-T cooperatives in the Southwest and Southwest- 
ern Power Administration are one of the major factors contributing 
to the need for an increase rate. On page 8 of my statement I have 
quoted from some testimony last year by Mr. Wright, the SPA 
Administrator. This was during House appropriations hearings and 
the subject of consideration was the reactivation of these G—T con- 
tracts which were suspended for lack of appropriations for several 
years. 


Mr. Wright said: 


Yes, sir. My recommendations are listened to. The increase in rates are in 
no way tied to the relationship under that contract. 


And, Mr. Cannon said: 


You think they are as good contracts as the other contracts you have had with 
other companies—any contracts you have had? 

Mr. Wrieut. I think now in 5 years, I can make them that good. 

And Mr. Wright’s testimony was along that general line, that these 
contracts would apparently not cost the Government anything over a 
long period of years. 

Now, the third major factor that has been alleged as contributing 
to the apparent need for an increased rate is the increase in project 
construction costs in the Southwest. This has been roughly an in- 
crease from $2 million, at the time of authorization, to $358 million at 
the present time. That certainly presents a real problem, but we are 
not sure in our own minds that the obvious solution of raising rates 
is the correct one, nor the one which should be applied at all. 

The Flood Control Act itself says nothing about an amortization 
period, nor does it say anything about a rate of interest. 

Senator Kerr. You mean the Flood Control Act does not specifiy 
the limit of an amortization period ? 

Mr. Rortnson. Yes, sir; nor does it even mention an interest rate. 
The Bureau of Reclamation has used 100 years on several occasions 
in estimating the useful life of its projects and I believe the testi- 
mony that has appeared in this record before mine will indicate that 
the projects are certainly capable of generating for much longer 
periods than 50 years with reasonable replacements. 

If the present amortization schedule based on 50 years were changed 
to 100 years, there would be a savings of about a million and a half 
dollars per year on the capital cost of repayment, which is approxi- 
mately 20 percent. In addition, the present amortization schedule 
is based upon a 214-percent-interest rate. Whether or not that is 
reasonable, I am not sure anybody can say, but in the absence of a 
specific interest rate or in the absence of a mention of interest at all 
in the Flood Control Act, we think that in the Southwest, it might 
be very possible for the Secretary to make a finding that the Govern- 
ment could accept a lower rate of interest and thereby increase the 
annual savings that would be available from these projects under a 
100-year amortization schedule. 
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Senator Kerr. Is the chairman correct in his recollection that wit- 
nesses have advised us that the interest rate being used by the Interior 
Department in its computation of these power rates is 244 perce = 

Mr. Rosrnson. Yes, sir; I believe that is correct in the Southwest. 

Senator Kerr. I would ‘like, if there is a witness in the room thes 
is positive in their knowledge of that figure, to advise me. 

Dr. Biatock. That is correct, sir. 

Senator Kerr. That is correct / 

Dr. Buatock. Yes, sir. 

Mr. Ropinson. Now, Mr. Chairman, this rate schedule that has 
been established by the Interior Department and which it is con 
templating to file with the Federal Power Commission is a very pe- 
culiar rate schedule. As far as we can determine from the best cost 
estimates available to us, the peaking capacity, that is, the power and 
energy that is sold under that rate schedule at less than 150 hours 
use each month, will be sold at substantially less than the cost of pro- 
ducing it and the power that is sold to the consumer who uses it 
around the clock, that is, the rural electric cooperative, will pay sub- 
stantially more than the production costs for the purpose of equal- 
izing the loss that will be incurred for such power as is sold for peak- 
ing purposes, 

That is what is known as an inverted rate schedule. The rate 
schedule that SPA has decided to file provides for a capacity charge 
of dollar per kilowatt per month and 314 mills for the first 150 
hours used. Then the rate jumps up to 6 mills and that is contrary to 
almost all ratemaking procedure that I have ever encountered. 

We believe it is not only unfair to the cooperative to put such a rate 
schedule into effect, but we believe it is shortsighted because should 
such a schedue achieve its apparent purpose and all of the power be 
sold under the peaking rate, then the Governaaat i is going to lose 
money on all of the power and it is going to have to come back for 
another increase in a very few years. 

There has been during previous testimony considerable discussion 
of a contract between the Arkansas Power & Light Co., the Reynolds 
Metals Co., and the Southwestern Power Administration. At the 
time this contract was considered by the Government, the Federal 
Power Commission staff made a study of it and found that if the 
contract, as it were written, were put into effect, it would result in an 
$800,000 deficit to the Government each year and a profit to the com- 
pany of similar size. 

It seems to us that if the need for a rate increase is as serious as 
the Department claims it is, this contract would be one of the first 
places to look for an adjustment. 

Senator Hruska. Mr. Witness, at that point, is there any way of 
adjusting that contract? Are there any adjustable provisions in it! 
Mr. Rosinson. Well, sir, there are some escalator clauses in it. 

Senaotr Kerr. It is rigid though within the limits of those escala- 
tor features, is it not? 

Mr. Rosrnson. Yes, sir, it is my understanding that it is. 

Senator Kerr. It has been made a part of the record and it is my 
understanding. Is that your understanding too, Senator? 
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Senator Hruska. I thought it was. I do not know if you were 
contending that adjustment could be made? My understanding is 
that it could not except within the narrow limits of the escalator clause. 

Mr. Roprnson. Yes, sir. You then have a problem of a somewhat 
disadvantageous contract negotiated that is costing the Government 
so many hundred thousand dollars per year. It does seem rather 
unfair that things of this sort should be loaded on the cooperatives. 

Senator Hruska. When was that contract made? 

Mr. Roprnson. It was made, I believe, before December of 1952. 
It was made during, I believe, the early part of the Korean war. 

Senator Kerr. I believe the point of his statement here is this: 
Number one, that under that contract, and it was made under the 
previous administration, the Government takes about an $800,000 
year loss. 

Mr. Rogrnson. That is right. 

Senator Kerr. I believe you say that the power company makes 
about that amount of money on the contract ? 

Mr. Rosinson. I believe that is correct, sir. 

Senator Kerr. That is what your statement says. Now, as I under- 
stand your point, it is in connection with testimony brought out by 
the witnesses previously that this proposed rate on the REA munici- 
palities and Government installations includes an amount sufficient 
to reimburse the Government for what it is losing on the power it is 
delivering to the Reynolds Aluminum Co. 

Mr. Roptnson. I think that is correct, sir; yes, sir. 

Senator Case. Mr. Chairman, has anything been said to. justify 
that kind of a provision ? 

Senator Kerr. Wait just a minute. Let me see, my recollection 
is that there was testimony to that effect. Is there any one in the room 
that can either verify that or correct me? 

Dr. Buavock. If I may suggest, the filings that were made by South- 
western Power Administration does provide for adjustment to—— 

Senator Kerr. Does provide for what? 

Dr. Biatock. Does provide for some adjustment of this loss on the 
aluminum contract during the first 50 years. However, the filing does 
show that accumulated losses or deficits of the contract, over and above 
those credits on the pay-out, will amount to some $26 million and that 
will be taken care of after the 50 years. So, what it all amounts to is 
this, that there is some credit given for these deficits to the preference 
customers during the first 50 years. 

Senator Kerr. You mean some initial charge made to them? 

Dr. Buavock. No, sir; I mean this, that the Government has com- 
puted these losses and is deducting that from pay-out which is a credit 
to the rates or makes the rates that much lower. 

Senator Kerr. With reference to this individual contract? 

Dr. Buatock. Yes. In my judgment, the credits that they give are 
only about half of what they should be, so actually they are only 
giving about half as much credit as should be given. 

Senator Kerr. In other words, then what you are saying amounts 
to this, as I understand it, that there is some loading of this proposed 
rate on the REA’s to pick up a part of the deficit on this contract. 

Dr. Biatock. In my judgment, yes, sir. 

Senator Kerr. I remember distinctly, Secretary Aandah]—I think 
it was he or maybe Mr. Wright said that on the basis of the proposed 
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rate schedule for the preference customer and giving effect to the 
continued operation of the contract of Reynolds Aluminum Co., at 
termination of the contract, the Government would be some $26 muil- 
lion in the red on the aluminum company contract. 

Dr. Buatock. That is correct, sir. 

Senator Kerr. It was contemplated then that accumulated deficit 
also would be added to the rates then to be charged to the preference 
customers in the future? 

Dr. BuaLvock. You are exactly correct, sir. 

Senator Kerr. All right. 

Dr. Buarock. In my judgment, instead of 26 million, the accumu- 
lated deficit would be about twice that much. 

Senator Kerr. Your judgment is then that in the interim, this 
proposed rate will have picked up an amount about equal to that from 
these preference customers and leave about that much additional to 
be picked up thereafter ¢ 

Dr. Biatock. Exactly, sir. 

Senator Kerr. I wonder if you can tell us at this point whether 
or not the amount of that deficit, as stated by the witness, included 
accumulated interest in the interim on the uncollected part or on the 
deficit or is that deficit figure entirely a principal loss? 

Dr. Bratock. I think it is a principal loss. I don’t believe there 
has been any credit given to interest accumulations on 26 million. 

Senator Kerr. Yes, sir. All right, Mr. Robinson, you may proceed. 

Senator Syminctron. Mr. Chairman, may I ask a question there? 
In this cost allocation business that you referred to, and I am sorry 
I was not here for the beginning of your testimony, you say that there 
are several ways of establishing costs. One way is to have an overall 
fixed overhead allocation and the other, as I understand it, reading 
here briefly, to allocate your costs, fixed or variable, on the basis of 
the projects in question. Is that right? 

Mr. Rosrnson. Well, sir, the incremental method, which I believe 
is the first method you mentioned, is a method in which one purpose 
is considered basic and the entire joint cost of the project is allocated 
to that and only the incremental costs of the second purpose is allo- 
cated to it. 

Senator Kerr. Let me see if I can make that a little plainer. Under 
the incremental method, the entire costs of the project, except that 
which goes to pay for the additives for the incidental benefit, is charged 
to the basic factor ‘in the project, so that-if it is basically a flood- 
control project, the entire cost of the project is charged to flood control 
except just the amount that it costs to add the power features to the 
project after it has been built up to that point. 

Mr. Rosrnson. That is correct, sir. 

Senator Kerr. What this witness said, Senator, was that many dif- 
ferent individuals or agencies or identities had in the past developed 
many methods or formulas for allocating costs and in his statement 
he refers to some of them, including this which he has just mentioned, 
that I have attempted to define, which he designates the incremental 
cost method. 

Senator Symincron. Thank you, Mr. Chairman. Now may I pur- 
sue if a minute. Which is the method that Mr. Aandahl is using? 
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Mr. Rosrnson.:The method that the Department is using, in ac- 
cordance with the 1954 joint memoranda, is known as the separable 
costs-remaining benefits method. 

Senator Symrneron. And which method do you think is the right 
method ¢ 

Mr. Rostnson. Well, sir, that is a difficult question. I am not sure, 
from a purely technical point of view, that anyone can come out and 
say this or that is a right method. I think some methods are more 
properly applied to certain projects than other methods. 

Senator Symrneton. Let me ask my question in a different way. 
You testify here that on the basis of a contract with Arkansas Power 
& Light, which presumably was primarily for the Aluminum Co., 
based on the record that you have made, you are losing in effect $800,- 
000 plus a year, is that right? 

Mr. Rostnson. Yes, sir. 

Senator Symrneton. On that particular contract ? 

Mr. Rosrnson. That is right, sir. 

Senator Symineron. Now, is that figure of $800,000 being spread 
over the cooperatives now in the price that has been given the coopera- 
tives or would it be spread over Resnik on any possible new plans that 
Mr. Aandahl had? That is the point of my questioning. 

Mr. Ropinson. Yes, sir, I believe that was discussed before you en- 
tered the room. 

Senator Symineron. Well, it can help me out. 

Senator Kerr. It would be spread over them on the basis of Mr. 
Aandahl’s proposal, if I understood correctly. 

Senator Symineron. That is what I want to get clear, Mr. Chair- 
man. In other words, the proposal now is to—after a contract has 
been made with the great corporation that is giving a net loss or 
a lack of income which is considered proper due to cost allocation 
of some $800,000 a year, which would be $40 million on 50 years, is 
it now proposed—— 

Senator Kerr. Contract is over 30 years. 

Senator Symineron. I beg your pardon, I thought somebody said 
50 years, but if the contract is only 30 years, it would be $24 million 
plus, and the proposal now is to spread that poor contract, from the 
standpoint of the Department, if it is a contract at that annual loss, 
to spread that over and have the cooperatives absorb it. Is that 
correct ? 

Mr. Rostnson. Yes, sir; they will absorb a portion of it. 

Senator Kerr. Let me see, I do not believe that is just exactly 
the way it is in the record and I know you want it just the way it is 
in the record. 

Senator Symrneron. I am only asking for information. 

Senator Kerr. Yes; I believe the statement of witnesses here is 
that the rate proposed will contemplate the picking up of a part of 
the deficit which will be caused by the Reynolds Aluminum contract 
but that in addition to that which the rate includes, there will be 
an additional $800,000 a year which will leave an accumulated deficit 
at the end of the contract of some $26 million, which will, at that time, 
be an accumulated deficit over and above that which in the meantime 
the Government will have picked up as a part of the income from this 
proposed drain. I believe that is your testimony, Dr. Blalock, and 
that is what the record indicates. Is that correct? 














POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 527 


Dr. Buatock. I wasn’t following the very first part. 

Senator Kerr. Well, it is and you may depend upon it. 

Senator Symineron. I would like to ask this question. You are 
losing $800,000 a year for 30 years and that is some $26 million and 
if part of that loss is being absorbed on the basis of present alloca- 
tions but not all of it, how are you going to end up with an ultimate 
deficit of $26 million? 

Senator Kerr. That is not the premise. That is over and above 
the part that is being picked up. 

Senator Symineton. I see. How much is the total then, the part 
that is not being picked up? 

Senator Kerr. The witness before, Dr. Blalock, indicated, in his 
judgment, about an amount just about equal to that. 

Senator Symineron. So then it is a $1.6 million, really? 

Senator Kerr. That is the statement, in the opinion of Dr. Blalock. 

Dr. Biarock. In my judgment, Mr. Chairman, the total loss to 
the Government on this contract is in the neighborhood of $850,000 
a year. In the rate filing of Southwestern Power Administration, 
they give credit of approximately half that amount which accumu- 
lated over the period of years—they show a figure for 50 years, not 
the period of the contract—and according to that filing it appears 
they plan to continue this same loss, not at the end of the contract, 
but to continue it for another 20 years on up to the full 50-year period. 
Just why they take that position, I don’t have any knowledge. 

If I had a contract and was losing close to a million dollars a year 
and it terminated at the end of 30 years, certainly, I would terminate 
that loss then and there and not project it for another 20 years. But 
Mr. Aandahl in his rate filing has projected this loss for the full 
50-year period. So then the loss of approximately four or five hundred 
thousand dollars a year that they have figured, they show will accumu- 
late a loss in 50 years of $26 million. 

Now, in my judgment, the loss annually is about twice what they 
have figured in the rate so that there would be another accumulation 
of 26 million more, so it amounts to the fact, as the Senator has so well 
said, that in the present rates the cooperatives are the preference 
customers and they would be paying about $26 million of this deficit. 

Senator Kerr. Of the total deficit ? 

Dr. Buatock. And then pay after the remaining 26, another-—— 

Senator Hruska. Are you speaking of the present rates or in- 
terim—— 

Dr. Buatock. Proposed. 

Senator Hruska. I am sorry, I got mixed up. 

_ Senator Kerr. Thank you, Doctor, you clarified not only my think- 
ing, but I hope the record. Proceed, Mr. Robinson. 

Mr. Rosrnson. Mr. Chairman, some of the other contracts into 
which the Southwestern Power Administration has entered with pri- 
vate utility companies, we feel, also contain substantial benefits to 
the companies for which they do not pay. 

Now, under the Oklahoma contract, the company gets 114 kilowatts 
of power for every kilowatt delivered to the preference customers 
and we have calculated that that means as much as $229,000 per year 
to the Oklahoma companies for that free capacity which they obtain 
from the Government and do not return nor pay for. 

Senator Case. On what basis do they get it? 
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Senator Kerr. As I understand, and you correct me if it is not the 
way it is, they have an interchange agreement whereby so long as they 
deliver the company 114 kilowatt-hours for each single kilowatt-hour 
returned by the company, it is a chargeoff and a bookkeeping trans- 
action. So long as they deliver firm power of 1 kilowatt for each 
kilowatt and a half hour they receive, there is no balance due by 
either party to the other in cash. 

Senator Hruska. Even Stephen at that point? 

Senator Kerr. Is that correct at that point, Mr. Robinson? 

Mr. Rosinson. Yes, sir; they obtain a kilowatt and a half from 
SPA for every kilowatt they deliver to perference customers. 

Senator Kerr. That may not necessarily be true. I do not believe 
that is exactly correct. Is not this correct, that so long as they deliver 
a kilowatt-hour of firm power for each kilowatt and a half they 
receive, there is no balance? There is no amount in cash due? 

Mr. Rostnson. Well, Mr. Chairman, the essential point is that they 
are kilowatts of capacity rather than kilowatt-hours, you see. Now, 
kilowatts of capacity are valuable to the company because of the fact 
that it can use it to meet its peak loads and if they get a kilowatt and 
a half for every kilowatt they deliver, they have a half kilowatt of 
free capacity there to meet their peak. 

Senator Casr. Are they receiving capacity from secondary energy ? 

Senator Kerr. Primary and secondary. 

Mr. Rostnson. No, sir, these kilowatts are peak kilowatts. They 
are scheduling these as peak kilowatts. 

Senator Casr. In both instances? 

Mr. Rostnson. Well, there would be some diversity now between 
the peak of the SPA system and peak of the co-op system, but essen- 
tially these are peak kilowatts that are involved and the company is 
getting 114 kilowatts for every kilowatt it delivers to preference 
customers. 

Senator Cisr. There might be some justification for that if they 
were getting something that was in the nature of dump power and 
in return they were delivering firm power or critical power. 

Mr. Roginson. No, sir; there is no such consideration here. 

Senator Case. No such consideration? On what basis was that 
arrangement made? 

Mr. Rosinson. That is part of what is known as the Oklahoma | 
wheeling contract, an agreement between SPA, as one party, and 
Oklahoma Gas & Electric Co. and the Public Service Company of 
Oklahoma as the other parties. 

Senator Casr. You say part of a wheeling contract? Do they get 
it in return for providing wheeling facilities ? 

Mr. Rogtnson. No, sir; they get a mill and a quarter per kilowatt- 
hour for wheeling. 

Senator Case. A mill and a quarter for every hour? 

Mr. Rosrnson. A mill and a quarter for every hour. That contract, 
nn was entered into also before 1953. I do not recall the exact 

ate. 

Senator Casz.If you can get the date, put that in the record. 

(The following information was furnished :) 


The date is July 13, 1950. 
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Senator Kerr. As much as I regret it, I have been called to the 
floor. They are bringing up an amendment on which I am a joint 
author. Can you gentlemen return at 9:30 tomorrow morning? 

Mr. Euuis. Yes, sir. 

Senator Casg. May I go off the record? 

(Discussion off the record.) 

Senator Symineton. The question I would like to ask, after read- 
ing your statement, as I get it, the contract shows a profit over and 
above normal rates of around $682,000 to $851,000 a year to Arkansas 
Power & Light which, in effect, is a loss to the Government of roughly 
that same amount of money; is that right? 

Mr. Rostnson. I believe that is correct; yes, sir. 

Senator Symineron. And that loss now, instead of an effort being 
made to renegotiate, to get that from the power company, the idea is 
to increase the rate and get it from the cooperatives; is that right? 

Mr. Rosrnson. Yes, sir; most of that huge profit to the company 
results from the fact that they get 40,000 kilowatts of free capacity 
from that particular contract. The SPA delivers to the company 
150,000 kilowatts, as I recall, and the company delivers to the Alumi- 
num Co., only 110,000 kilowatts. Now, in a big interconnected system, 
this 40,000 kilowatts of peaking capacity is worth about $18 a kilo- 
watt each year in the Southwest and that amounts up to quite a sub- 
stantial sum. 

Senator Syminetron. That would be $732,000, right ? 

Mr. Rosrnson. I haven’t figured it out. You are much faster than 
I am. 

Senator Symineton. The last question is: Why does it cost more for 
the cooperatives in Missouri to get power from the SPA than it 
does any other State? Do you know that, based on your position and 
experience ¢ 

Mr. Rosrnson. Well, that is involved with—— 

Senator Symrneton. I know it is involved. 

Mr. Rosrnson. Senator Symington, any SPA power that is served 
in Missouri comes through the cooperative generation and transmis- 
sion system, and it is quite a long transmission distance involved from 
Bull Shoals:up to the projects. 

Senator Symrneton. Is the primary reason the fact that you have 
the long transmission line? 

Mr. Rostnson. Yes, sir, that and the fact that the power represents 
an integration of steam and hydro facilities together. It is not pure 
hydro power that the cooperatives are actually getting. There are 
many other factors, too. 

Senator Symincton. Mr. Chairman, might I ask at this point in the 
record, that the witness detail that problem further and send it in to 
bemadea part of the record ? 

Senator Case. The record will receive whatever statement the wit- 
ness will send in to elaborate on that. 

Did you have any further statement that you wish to make at this 
time ? 

Mr. Rosrnson. No, sir. 

Mr. Extis. May we have Mr. Robinson’s statement inserted in the 
record in full at this time? 

Senator Case. Without objection, the complete statement of Mr. 
Charles Robinson will be inserted in the record. 
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(The above-mentioned document is as follows :) 


STATEMENT OF CHARLES A. Ropinson, Jn, Starr ENGiINgeeR, Nationa RURAL 
ELECTRIC COOPERATIVE ASSOCIATION, CONCERNING Cost ALLOCATION PROCEDURES 
AND PROPOSED RATE INCREASES BY THE SOUTHWESTERN POWER ADMINISTRATION 


Mr. Chairman and gentlemen of the committee, my name is Charles A. Robin- 
son, Jr. I am an electrical engineer with the National Rural Electric Coopera- 
tive Association. 

The purpose of my statement is to express the viewpoint of the electric co- 
operatives on some of the controversial technical aspects of the problems under 
consideration by the subcommittee group. Many of these technical and semi- 
technical concepts that have been mentioned during the hearings are subject to 
varying interpretation. Each individual is prone, therefore, to attempt to guide 
the thinking of the group along the lines more favorable to the philosophy which 
he represents. 

The Assistant Secretary of the Interior, Mr. Aandahl, stated that it was the 
determination of his Department that the apparent necessity of increasing the 
rate structure of the Southwestern Power Administration has been brought about 
primarily by increased project construction cost and by the reactivation of 
certain power-exchange agreements between the Southwestern Power Admin- 
istration and the generation and transmission cooperatives. The cooperatives 
themselves are convinced that one of the contributing factors to the apparent 
necessity to increase rates is the application of a revised cost allocation method. 
I would like to consider each of these alleged causes separately in reverse order. 


COST ALLOCATIONS 


Mr. Chairman, the problem of cost allocation is an old one and one that is 
subject to an infinity of variation both in its theory and in its application. There 
is no necessity to cite the testimony of the preceding witnesses in support of the 
well-established precedent for the use of the incremental method of cost alloca- 
tion. 

The Bureau of Reclamation has utilized, for cost-allocation purposes at some 
of its projects, a method known as the residual method. The Tennessee Valley 
Authority is operating under cost allocations based on the alternative justifiable 
expenditure method. 

By joint memorandum issued at cabinet level dated March 12, 1954, the pres- 
ent administration promulgated a rule whereby it would use the separable costs- 
remaining benefits method in conformity with its own philosophy. There are 
thus many available methods that have been utilized. 

In fact, a report to the Committee on Public Works, House of Representatives, 
82d Congress, 2d session, entitled “The Allocation of Costs of Federal Resource 
Development Projects,” House Committee Print No. 23, lists nine different meth- 
ods of cost allocation which, according to the report, are “only a few of the more 
important methods which are used by the Federal agencies or recommended by 
responsible groups.” 

The essential difference between the incremental method of allocation and the 
separable costs-remaining benefits method, which is now proclaimed to be supe- 
rior in its grade of reasonableness, is that the latter method allocates the joint 
costs among the different features approximately in proportion to the benefits 
produced by each. Joint costs are those which are not clearly on their face 
assignable to specific functions. 

It may be, however, inequitable to arbitrarily choose a single method for 
general application throughout the country because of the inevitable variations 
between the features included in projects in various parts of the country and 
between the relative importance of these features between projects. 

In the Southwest, where the basic conception is flood control, it is no more 
reasonable to assign part of the joint cost to the admittedly incidental pur- 
pose of hydroelectric power, than it is to charge flood control with all of the 
joint costs. In other words, the separable costs-remaining benefits theory does 
not take into full account the fact that these are predominantly flood-control 
projects. For instance, why would it not be just as reasonable to assign to 
flood control a substantially larger portion of joint costs than are assigned to 
power on the theory that the production of power at the projects cannot be op- 
timized at all times because the reservoir must be operated to control flooding? 
The allocation of costs on this basis is known as the priority of use method, and 
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elements of its application might be applied to modify the separable costs-remain 
ing benefits method. 

In addition, the more features to which project costs are allocated, the less each 
must bear. Thus, if cost can be allocated to flood control, recreation and power, 
each of these would normally bear a lesser portion of the cost than they would 
were the allocation categories limited to flood control and power, and the 
recreation excluded. It is my understanding that Mr. Aandah! stated that of 
the $357.6 million representing the latest estimate of the total Federal invest- 
ment is the seven projects constituting SPA’s interconnecting system, only $1.57 
million is allocated to features other than flood control and power. This is 
less than one-half of 1 percent. Yet, I believe that the SPA Administrator, 
Mr. Wright, on February 27, displayed a newspaper clipping showing that the 
additional taxes accruing from the State of Oklahoma from recreational activities 
attributable to Denison Dam was on the order of $600,000 for 1954 alone. It is 
conceded that this $600,000 does not represent reimbursement to the Federal 
Government, but simply because a benefit is nonreimbursable is no reason for 
excluding it from consideration in cost allocation procedures. 

Moreover, Mr. Chairman, who is to decide on the ultimate definition of what 
constitutes a benefit? For instance, Budget Bureau Circular A-47 requires that 
the evaluation on any project shall include an estimate of the primary benefits 
of the program or project, and that “unless the report sets forth clear justifica- 
tion for considering other factors, main reliance in the review of projects 
reports will be placed on the following categories of primary benefits * * *.” 

What constitutes the benefits accruing from a flood-contro!l project? Is it the 
reduction of flood damage to existing downstream installations, or does the 
flood-control benefit extend to industrial and agricultural developments that may 
cause entire new industries and cities to arise in the previously unprotected 
downstream area over the period of project life? If the latter type of benefit 
were included, all but an insignificant portion of the cost of a river-basin pro- 
gram might be justifiably allocated to flood control. 

Why would it not be just as reasonable to base the cost-allocation procedures 
on a comprehensive basinwide development program than upon each single 
identifiable project. Under present requirements, each individual project of a 
river-basin development must show a better than 1 to 1 benefit to cost ratio 
before it can be authorized, and the entire overall development must be based on 
the same showing. This means that the better, perhaps more lucrative, projects, 
from the standpoint of revenue return to the Treasury, cannot be averaged with 
some of the smaller, and perhaps less economic, projects to achieve complete 
comprehensive development. The Government supposedly does not anticipate 
making a profit on any of these projects. Nonetheless, the restriction that 
each project must be separately justified may, in many instances, preclude 
development of lesser projects to the detriment of the national economy. 

Thus, it can be seen that in the choice and application of cost allocation and 
feasibility procedures, an infinity of reasonable variations are available and, in 
my opinion, it is virtually impossible to say that any one particular method is 
superior to all others as a universally applicable yardstick of cost allocation. 
It is largely a matter of opinion and philosophy. 

As an example, the Bureau of Reclamation has used the residual method of 
allocation to encourage development of the semiarid areas of the West. It pro- 
vides that the nonreimbursable features of multiple-purpose reclamation projects 
shall bear costs of construction measured by the full amount, in dollars, of the 
benefits they produce, and that the benefits achieved by a multjple-purpose 
development as compared to a series of single-purpose developments should be 
entirely shared by the reimbursable features such as irrigation and power so that 
the latter would both be available at relatively low cost. Under Secretary of 
the Interior Searles, testifying before the Jones subcommittee in 1952, stated 
with respect to this method: 

“In other words, such a method is economically sound and, at the same time, 
does not foreclose the possibility of worthwhile developments.” 

Therefore, if it is the desire of a particular administration to encourage 
the growth of the economy by adopting cost allocation and feasibility criteria 
designed to promote project construction and assure low costs to the bene 
ficiaries of the reimbursable features, it is possible to do so on a reasonable 
basis. If, on the other hand, an administration in power desires to settle 
on a conservative policy of requiring that all features must pay a proportionate 
share of project joint costs, then that policy can also be justified, as is being 
done at the present time under the separable costs-remaining benefits theory. 
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These are problems faced by the cooperatives in the Southwest. This is a 
drought-stricken area. Mr. Frank Wilkes, president of the Southwestern Gas & 
Electric Co., stated, on February 28, that the reservoirs were dry last summer. 
Dust storms, low farm income, and drought are depleting the population of 
the area and endangering the financial structure of many of the rural electric 
systems. If it is desirable, and it certainly does appear to be so, to alleviate 
these conditions and to encourage the development of interstate commerce 
and the growth of industry and agriculture in this area, then seemingly the 
policy should be to adopt a resource-development policy that will distribute 
the benefits to the people at the lowest possible direct cost to them in accord- 
ance with the Flood Control Act of 1944. 

Some people will immediately conclude that this represents a subsidy to the 
power users in the Southwest. It is indeed difficult to measure what constitutes 
a subsidy. Certainly no one has considered, as a subsidy, the $232 million 
benefit that is accruing to the electric utility companies in the area by way of 
certificates from the Federal Government granting them authority to depre- 
ciate over a 5-year period certain portions of new plant construction. 

We, therefore, are of the opinion that any portion of the rate increase: made 
necessary by a revised cost allocation is unnecessary and unwarranted. 


COST OF CONTRACTS BETWEEN SPA AND G. AND T. COOPERATIVES 


The Assistant Secretary stated that in his opinion one of the principal causes 
for the apparent need to increase rates in the Southwest is brought about 
by the reactivation of power exchange contracts between the Southwestern 
Power Administration and certain generation and transmission cooperatives 
in Oklahoma and Missouri. It is true that last year the Congress appropriated 
$6 million to implement these contracts, and that this year, the Administra- 
tion has requested $6.4 million for their operation. However, these are long- 
term 40-year contracts, and it has been the consensus that over the extended 
period of their operation, there would be no net cost to the Government. 

Mr. Douglas Wright, the SPA Administrator, testifying before the Subcom- 
mittee of the Committee on Appropriations of the House of Representatives, 
84th Congress, 1st session, said, at page 31 of the hearings: 

“Mr. Wrieut. Yes, sir. My recommendations are listened to. The increase 
in rates are in no way tied to the relationship under that contract.” 

On page 35 of the same hearings: 

“Mr. Cannon. You think they are as good contracts as the other contracts 
that you have had with other companies—any contracts you have had? 

“Mr. Wricut. I think now in 5 years, I can make them that good.” 

From page 34 of the same hearings: 

“Mr. Cannon. As to this other contract, I would like to ask you this: When 
you appeared before the Senate here in the 8ist Congress, 1951, on page 1794 
of the hearings you said this: ‘I think the contracts with the G. and T. are very 
good contracts and as good and as much to the advantage of the Government 
as the proposed contract with the companies. I think they are a very good 
balance wheel, one against the other.’ Do you still feel that way about these 
contracts? 

“Mr. WRIGHT. I sure do * * *,” 

At page 49 of the same hearings, referring to the SPA-G. and T. contracts, 
Mr. Wright said: 

“Mr. WricHrt. I think that it would make more power available for the pref- 
erence customers served directly by the Government or served by the Govern- 
ment through other systems. I do not think it would lower the Government’s 
rate. I think conversely at least for 4 or 5 years it might well, as I pointed 
out to the committee, be very difficult for us to even maintain the rates that 
we have proposed to the Federal Power Commission, in my judgment, and here 
the Secretary and I have an honest difference of opinion, we could. maintain 
that rate after we got that system loaded. 

“Mr. CANNON. It could be maintained? 

“Mr. Wricut. After the systems were loaded, in my judgment, yes, sir.” 

This statement of the SPA Administrator, I feel, in the absence of evidence 
to the contrary, makes out a strong case to the effect that the rate increase now 
being proposed by SPA does not arise to any substantial extent from the reac- 
tivation of the G. and T. contracts, and, therefore, is not justified on that basis. 
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INCREASED PROJECT COSTS 


The third factor which has been alleged as making necessary an increase 
in SPA rates is the difference between actual project cost and the original 
project cost estimates. According to table A-1 of the statement submitted to 
this group by the Assistant Secretary of the Interiory on February 27, 1956, 
the estimated cost of seven SPA projects constituting the interconnected system 
at the time of authorization was $199.8 million. By comparison, the 1954 cost, 
according to the same table, is $357.6 million. A small portion of this, perhaps 
S16 million, is chargeable to the installation of additional generating units at 
Bull Shoals. 

This increase in project construction cost does, indeed, pose a very serious 
problem, but it is not my opinion that an increase in the rate structure is the 
best method of solving it. 

The Flood Control Act of 1944 provides: 

“Rate schedules shall be drawn having regard to the recovery (upon the basis 
of the application of such rate schedules to the capacity of the electric fa- 
cilities the projects) of the cost of producing and transmitting such electric 
energy, including the amortization of the capital investment allocated to power 
over a reasonable period of years.” [Italics supplied.] 

The Flood Control Act cakes no reference to a 50-year period, nor to any 
other period, over which the project may be amortized. The question is what 
is the meaning of reasonable? Reasonable has generally been construed by 
the courts to mean reasonable under the circumstances. The Bureau of Recla- 
mation has, on occasion, used a 100-year period in estimating the benefit-to-cost 
ratio for certain projects, and there is no reason to assume that 100 years 
would not be a reasonable period over which to amortize the cost of the facili- 
ties in the Southwest. There is no reason to assume that 50 years is more 
reasonable than 100 years. In fact, Under Secretary of the Interior Searles 
told the Jones subcommittee in 1952 that: 

“These economic considerations are not subject to a mathematical formula 
This is one reason why we do not believe in the 50-year amortization period 
but in amortizing on the basis of the service life of the project.” 

According to the Assistant Secretary's statement, approximately $200 million 
of the construction cost of the seven projects constituting SPA’s integrated 
system is now allocated to power. Based on 2% percent interest, it will require 
approximately $7.05 million per year to pay interest and amortization figured 
over a 50-year period. 

By contrast, it would take only $5.46 million to pay out the project figure at 
the same interest rate over a 100-year period. Such an extension of the repay- 
ment period would thereby achieve approximately a 22.5 percent decrease in 
annual capital repayment costs. Increased replacement requirements might 
counterbalance the saving to some extent, but there would be savings. 

Moreover, the Flood Control Act does not prescribe the rate of interest to 
be charged on the Federal funds invested in multiple-purpose development, nor 
does it require any interest at all to be charged. Additional substantial savings 
could be based on a finding by the Secretary that in view of the unusual cir- 
cumstances involved, the Government was justified in accepting a lower rate 
of interest. It is a well-established precedent that the irrigation features of 
multiple-purpose projects, where they exist, although repaying the Federal 
funds invested in them, do not pay interest on these funds. 

It is, therefore, submitted that if the Department had considered alternate 
measures in lieu of a 40-percent rate increase to achieve a reconciliation of the 
increased project construction cost, the rate increase now proposed would not 
be necessary on any of the grounds put forth or would certainly be very sub- 
stantially less than what is now anticipated. 


A PECULIAR RATE SCHEDULE 


Even assuming that a rate increase of the magnitude proposed by the Secre- 
tary of the Interior for the Southwestern Power Administration is required, 
which I believe it is not, there are an infinite number of alternative designs for 
such a rate structure. The power from these multiple-purpose projects is sold 
as capacity, that is, kilowatts available to carry peak loads, and as energy or 
continuous flow of smaller amounts of power to serve the needs of individuals 
throughout the area. Generally, the peaking capacity or kilowatts is sold to 
large private utility companies because they are the ones who can utilize it. 
By comparison, the continuous power in smaller quantities is sold by exchange 
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arrangements to rural electric cooperatives and municipalities throughout the 
area for direct distribution to farm homes and other rural establishments. 
Strangely enough, the revised rate schedule proposed by Interior is heavily loaded 
to subsidize the sale of peaking capacity and to force those who buy continuous 
power in smaller amounts to pay substantially above the production cost for it. 
What the Secretary of the Interior is proposing, according to best studies we 
can obtain of the SPA cost structure, is to sell peaking capacity, most of which is 
generally utilized by large utility companies substantially below the Govern- 
ment’s cost of production and attempting to make up this deficit by loading a 
disproportionate share of the cost of producing all power into that which is pur- 
chased by rural electric distribution cooperatives and other similar users, 


A SHORTSIGHTED POLICY 


It is the opinion of many persons well informed on power marketing practices 
and policies that this bargain price which the administration proposes to place 
on peaking capacity generated at multiple-purpose projects in the Southwest, is 
designed to encourage the sale of all SPA power to a few large groups capable of 
utilizing it in connection with existing generating facilities of their own and to 
make the firm around-the-clock energy so high in cost as to discourage its pur- 
chase. This is a policy which is not only completely out of accord with estab- 
lished congressional policy, but is shortsighted from the viewpoint of the 
Government. 

Let us suppose that the purposes for which the rate structure is designed are 
entirely achieved and that all the SPA power is marketed as peaking capacity, 
and that, because the firm energy is so high priced, all of the rural electric co- 
operatives and municipalities turn to local private utility companies for their 
source of supply. 

The Government wiil then be selling the entire output of all of the projects at 
less than production cost, and will be forced to again increase rates, this time for 
peaking capacity to meet payout schedules. This is indeed a curious ratemaking 


procedure and one which I feel fully warrants complete investigation by the 
Congress. 


CONTRACT BETWEEN SPA, ARKANSAS POWER & LIGHT, AND REYNOLDS METALS OO. 


I would also like to call the attention of the subcommittee to some of the pro- 
visions and effects of the contract entered into by SPA for the sale of 150,000 
kilowatts of low load factor power which would be absorbed by the Arkansas 
Power & Light Co. A. P. & L. would in turn, deliver 110,000 kilowatts of this 
peaking capability, intermingled with company steam power, to the Reynolds 
Metals Co. 

At the time this contract was proposed, in 1952, a staff study within the 
Federal Power Commission revealed that the annual cost to the Government 
of service to Arkansas Power & Light Co. under that contract would be $2,857,500, 
but that the revenue to SPA would only be $2,052,000 per year, resulting in a 
deficit to the Government of $805,500 per year. On the basis of this calculation, 
it was concluded by Commission staff at that time that the contract would not 
provide sufficient revenue to repay power costs to the Government. 

The same study also contains the information that a comparison of the bene- 
fits accruing to the Arkansas Power & Light Co. under the agreement compared 
to the cost of service rendered by it resulted in a margin to the company of 
from $682,700 to $851,700 per year, depending on the cost of fuel. We realize, 
of course, that this contract was negotiated during a period of wartime emer- 
gency, but I think it is significant to point out that the deficit of $805,500 esti- 
mated by the FPC staff as arising from the SPA-A. P. & L. contract, is approxi- 
mately half what the proposed rate increase will mean in the way of higher 
power costs to the rural electric cooperatives in the Southwest. 

The Assistant Secretary stated before this group that government will not 
be fully compensated under the terms of this contract, but he proposed in sub- 
stance to subsidize the Arkansas Power & Light Co. to the extent that it will be 
impossible to secure full compensatory rates by the exercise of the escalator 
clauses in the contract. 

Our contention is that if the Secretary feels the Government is able to subsidize 
the Arkansas Power & Light Co. in the amount. of approximately $805,500 per 
year, it can also afford to subsidize the rural electric cooperatives for approxi- 
mately half that amount. If, on the other hand, the Government should decide 
to not subsidize, but to attempt renegotiation of the Arkansas Power & Light Co. 
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contract, the additional compensation received under it would be a substantial 
contribuion toward alleviating the apparent necessity for a rate increase 

Considerable emphasis has been placed upon the fact that under the contract 
hetween SPA and private utility companies in Oklahoma whereby SPA energy 
is wheeled to preference customers in Oklahoma, the Government is actually 
receiving more energy each year from the companies for delivery to preference 
‘customers than the company is getting from the Government. 

What has not been pointed out is the fact that this contract provides that he 
Government shall supply to the Oklahoma companies 1.5 kilowatts of capacity 
free of charge for every 1 kilowatt of capacity delivered by the company to the 
preference customers for the account of the Government. 

I do not believe that the present rate adjustment proposal anticipates any 
change in these contract terms. 


PEAKING CAPACITY AND FIRM ENERGY 


Mr. Chairman, Mr. Frank Wilkes, president of the Southwestern Gas & Blec- 
tric Co., testified before this group on February 28 that the power available 
from the multiple-purpose projects in the Southwest was of a peaking nature 
and extremely valuable as peaking power. We heartily agree with the position 
of Mr. Wilkes on this particular point. Therefore, we cannot understand the 
reasoning of the Interior Department in selling peaking capacity at bargain 
rates and of subsidizing these sales by proposing a disproportionately high 
rate increase for such customers as the rural electrics who require firm energy 
around the clock. If this peaking capacity is as valuable as Mr. Wilkes says 
. it is, and we are in full accord on this point, then it should be possible for the 

Government to trade substantial portions of this peaking capacity in return 
for off-peak steam energy. The intermingled hydroelectric and thermal energy 
can be made available to the preference customers in accordance with the law. 

Mr. Wilkes also stated that it was impossible to firm up hydro capacity with 
steam electric generation, but that steam electric generation could be firmed 
up with hydroelectric capacity. I believe that this is simply two ways of saying 
the same thing. Hydroelectric capacity and steam electric generation are 
inherently complementary in nature. Each supplies a need not satisfied by the 
other. Mr. Wilkes’ statement that when the hydro stations are running, steam 
stations must be closed down, is erroneous, in my opinion. Steam generation 
being designed to meet base load runs as nearly continuously as is mechanically 
possible. During times of peak load, less economical steam units are added, or 
if available, hydroelectric capacity which is generally lower in cost for peaking 
purposes than steam, is utilized to meet the peak load conditions. Tlius, both 
the steam and hydro are running under normal circumstances during periods 
of peak load. 

Mr. Wilkes suggested that the reservoirs of the multiple-purpose projects in 
the Southwest be not drawn down during the spring and early summer, so that 
water may be stored to meet the late summer peak loads of the utility companies 
in the area. This presupposes that the projects were primarily designed for 
power production purposes, which is not true. Actually, the basic purpose of 
these projects is flood control. The reservoirs must be so regulated that the 
maximum flood of record can be received and stored at any given time, other- 
wise the flood-control benefit is lost. It is, therefore, sometimes necessary to 
release large quantities of water during the heavy rainfall periods of the spring 
to keep the reservoir at a level where flood can be controlled. Whereas the 
energy released at this time may be in appreciable measure secondary or dump 
energy, and if stored until the late summer months, might become valuable 
peaking capacity, nonetheless, it must be released for flood-control purposes. 
If it were not, large quantities of water would have to be spilled over the dam 
during periods of subsequent flooding. 


JUSTIFICATION OF FEDERAL POWER COM MISSION 


A question arose early in these hearings with respect to the jurisdiction of 
the Federal Power Commission over the rates charged for service by the South- 
western Power Administration and as to whether or not the Commission cus- 
tomarily held hearings before such rates were approved. The Flood Control 
Act of 1944 provides that “electric power and energy generated at reservoir 
projects * * * delivered to the Secretary of the Interior, who shall transmit 
and dispose of such power and energy in such manner as to encourage the most 
widespread use thereof at the lowest possible rate to consumers consistent with 
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sound business principles, the rate schedules to become effective upon confirma- 
tion and approval by the Federal Power Commission. [Italics supplied.] 

Thus, the act itself imposes no duty on the Commission to hold hearings in 
connection with the confirmation and approval of the rates for the sale of power 
from the multiple-purpose projects. 

In our experience, the Commission has confined its jurisdiction in approving 
and confirming rate schedules for Federal projects to that of assuring that the 
proposed rate submitted for approval by the applicable power marketing agency 
is capable of reprying that portion of project cost allocated to power. The 
Commission has i: t indicated any jurisdiction over the question of whether or 
not the rates proposed are fair and equitable to the consumers affected. 

For example, on September 28, 1953, the Commissioner of the Bureau of 
Reclamation filed, with the Federal Power Commission, for confirmation and 
approval, certain revised rate schedules for the sale of power from the Fort 
Peck project. This revised rate was part of the well known Missouri Basin 
marketing criteria, promulgated by the present administration. 

The LBureau’s filing with the Commission was amended on October 20, 1953, 
November 30, 1953, and on January 8, 1954. 

On December 1, 1953, this association filed a letter of protest with the Federal 
Power Commission opposing the revision of the Fort Peck rate schedule. Our 
letter was subsequently submitted by the Federal Power Commission to the 
Commissioner of Reclamation for his comment. It was the Commissioner’s 
contention in his reply that our objections did not go to the proposed rate 
revision, but were in opposition to administrative procedures governing the 
marketing of power in the Missouri Basin. 

Subsequently, on December 21, 1953, we filed a second protest with the Federal 
Power Commission clearly delineating between the administrative procedures 
mentioned by the Bureau and the proposed rate revision itself. We stated that 
the administrative procedures, although damaging, would be, if divorced from 
the proposed revised rate schedule, very appreciably less damaging than the 
combination of the two. Subsequently, seven of the rural electric cooperatives 
affected by the rate revision also filed protests with the Commission. 

On January 13, 1954, approximately 3 weeks after our second protest, the 
Commission, without hearing argument by any of the interested parties, issued 
its order, finding our protest “without merit in view of the stated objectives 
of the Commissioner of Reclamation with respect to the minimum annual capacity 
charges referred to above.” 

The FPC summarily confirmed and approved the revised rate schedule for 
Fort Peck as proposed by the Bureau of Reclamation. 

In view of this action, we believe it unlikely that the Commission would, 
under the present circumstances, order a hearing before confirming and approv- 
ing the proposed rate increase for SPA. 

We believe that this is further evidence of the need for congressional cog- 
nizance of the rate proceeding now contemplated by SPA, and for legislation 
leading to the reaffirmation of congressional policy with respect to the marketing 
of power from Federal hydroelectric projects. 


Senator Case. If there is nothing further, the hearing will ‘be ad- 
journed until 9: 30 o’clock tomorrow morning. 

(Whereupon, at 12:20 p. m., the hearing was adjourned to recon- 
vene at 9:30 a. m., Thursday, March 15, 1956.) 
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THURSDAY, MARCH 15, 1956 


UNIrep States SENATE, 
ComMMITTEE ON Pusiic Works, 
SUBCOMMITTEE ON FLoop ConrroL—Rivers anp Harsors, 
Washington, dD. ¢. 

The subcommittee met, pursuant to adjournment, at 9:45 a. m., 
in room 412, Senate Office Building, Hon. Robert S. Kerr (chairman 
of the subcommittee) presiding. 

Present : Senators Kerr, Gore, and Hruska. 

Also present: Staff members John L. Mutz, T. W. Sneed, Eloise 
Potter and Frances Clarke. 

Senator Kerr. The committee will come to order. 

Mr. Exuis. Mr. Robinson didn’t quite finish, Mr. Chairman. 

Mr. Rosrnson. Mr. Chairman, at the close of my testimony yester- 
day, Senator Symington asked me to supply some material for the 
record with respect to the distribution of SPA power in the State 
of Missouri. I have that material and offer it for the record at this 
time. 

Senator Kerr. Very good. It will be put in the record at this point. 

(The matter referred to is as follows:) 


The rate schedule for the sale of SPA power to electric cooperatives is uni- 
form throughout the marketing area. The charges are $1.35 per kilowatt per 
month, which includes the use of 200 kilowatt-hours per kilowatt per month. 
All energy in excess of 200 kilowatt-hours per kilowatt per month is charged 
for at a rate of 4 mills per kilowatt-hour. This is the SPA schedule A rate 
and results in an average rate of 5.5 mills per kilowatt-hour at a 50 percent 
load factor. 

Some distribution cooperatives in Texas, Louisiana, Oklahoma, and Arkansas 
purchase SPA power directly from the federally owned transmission system or 
through power exchange contracts under rate schedule A. 

Such SPA power as is used by cooperatives in Missouri is made available to 
them from SPA through the systems of several generation and transmission 
cooperatives. 

The Central Electric Power Cooperative, one of the G. and T. systems involved, 
operates under a basic contract with SPA by which SPA leases the entire trans- 
mission system of the cooperative and purchases the entire output of the co- 
operative steam plant. In return, SPA delivers firm power to the load centers 
of the distribution cooperatives served from the Central system at rate schedule 
The N. W. Electric Power Cooperative is another major G. and T. system in 
Missouri. It also operates under a basic contract with the Southwestern 
Power Administration by which the latter purchases the entire output of the 
cooperative steam plant and leases that portion of the cooperative transmission 
system lying between its steam plant at Missouri City and the Bull Shoals Dam. 
In return, SPA makes available to N. W. at its steam plan sufficient firm power 
to meet the loads of the distribution cooperatives it serves. 
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That portion of the Northwest transmission system lying north of its steam 
plant at Missouri City is not leased by SPA but is operated by the cooperative 
itself. To defray the extra expense of operating this transmission, the rate 
charged by Northwest to its member distribution cooperatives must be slightly 
hizher than the schedule A rate.’ 

The Kamo Electric Cooperative does not own a generating plant but has a 
transmission system to serve its member distribution cooperatives in southwest- 
ern Missouri and portions of Oklahoma. This transmission system also is 
leased to SPA which, in turn, delivers firm energy at its schedule A rate to the 
load centers of distribution cooperatives served from the Kamo system. 

The operation of these three cooperatives which have constructed G. and T. 
transmission facilities in Missouri to serve member distribution systems is crit- 
ically dependent upon continuous operation of the basic lease-operate contracts 
with SPA which were entered into in 1950. Because of the fact that funds were 
not appropriated to effectuate these basic contracts during the fiscal years 1953 
and 1954, the plan of operation for these generation and transmission coopera- 
tives was completely disrupted and average operating costs sharply increased. 
In some instances this made it necessary for the G. and T. cooperatives to 
increase rates to member distribution systems. 

The basic contracts have, however, now been reactivated and we assume that 
with certain allowances for the deficits which accrued during the 2 years of 
contract suspension, the original plan of operation can again be placed into 
effect. 


Mr. Rorrnson. Yesterday I talked about the subsidy we think is 


in the Oklahoma contracts for the power company. There is one . 


more contract in the area which we also believe has a substantial sub- 
sidy in it for the private utility companies and that is the contract for 
the disposition of power from the Narrows Dam to the Southwestern 
Gas & Electric Co. 

Dr. Blalock, when he testifies, will go into this contract in t 
detail, but I would like to make a point at this time. We believe 
there is a subsidy of approximately $200,000 per year in that contract 
primarily because of the exchange of capacity provisions in it. 

Senator Kerr. Before you go any further, I would like for you to 
make it a little more clear in the record how a contract works and 
how a benefit accrues where there is an exchange on the basis of 1% 
times capacity flowing from Southwestern Power Administration to 
the utility as compared to the capacity available from the utility to 
the REA or other preferred customer ? 

Mr. Rosrnson. Well, sir, let us assume that the total load of the 
cooperative being served by this contract is 10,000 kilowatts for a 
theoretical assumption. 

Senator Kerr. That is not 10,000 kilowatt-hours, that is a capacity 
of 10,000 kilowatts which, if operated at full capacity, would produce 
24 times 10,000 kilowatt-hours per day ? 

Mr. Rosrnson. That is correct, sir. 

Senator Kerr. All right. 

Mr. Rostnson. If the total load of the cooperatives were 10,000 
kilowatts and the company were delivering that much capacity to 
them during the month, the Government would be obligated to supply 
from the Federal system, 15,000 kilowatts on peak together with 200 
kilowatt-hours for each kilowatt that was supplied. 

Now, then, there is some diversity between the co-op system and be- 
tween the peak load that occurs among the various co-ops and peak 
load of the company system. The company would also get the benefit 


1Mr. Martz of Northwest Electric Power Cooperative states that the rate would be almost 
twice schedule A rate. 
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of that diversity. So, in effect, the company has this 15,000 kilowatts 
to use scheduled from the project whenever its peak occurs. Its peak 
uay occur at 7 p. m. in the evening. It can take this valuable peak- 
ng capacity that is worth in the Southwest approximately $14 per 
kilowatt per month and throw it into its peak load to carry it over 
ind thenuien preclude the necessity of installing its own generation to 
do that. 

Then, when the cooperative peak occurs at a different time, we will 
say perhaps at 5 o'clock, it has only then to deliver some 10,000 kilo- 
watts to the cooperatives, assuming that their load is 10,000 kilowatts 
on peak. It, therefore, gets 5,000 kilowatts free because of the-—— 

Senator Kerr. What does that represent in terms of kilowatt hours? 

Mr. Roprnson. Well, sir, in that instance, it would be 200 times 

Senator Kerr. Would it be 24 times 5,000 each day ¢ 

Mr. Rosrtnson. No, sir, it would not because with this peaking 
capacity, the Government delivers only 200 hours of energy per month, 
-o that if there were a difference between the peak load of the com- 
pany and a peak load of the cooperative to 5,000 kilowatts, it would be 
5.000 times 200, about 200,000 kilowatt-hours, I believe. 

Senator Kerr. It would be a million; 1,000 times 200, that would 
he 200.000. 

Mr. Rosrnson. You are right. That is a million kilowatt-hours 
per month; yes, sir. 

Senator Kerr. That then is the amount of kilowatt-hours delivered 
by Southwestern Power to the utility in excess of the kilowatt-hours 
delivered by the utility to the REA co-op in exchange for what they 
vet ¢ 

Mr. Roprnson. No, sir, that is not entirely true. I think it is 
easier to consider this exchange as capacity to serve load because—— 

Senator Kerr. You see, I have a one-track mind and a limited 
viewpoint and a narrow gage roadbed. Now, if there is no way to 
reduce the term capacity to kilowatt-hours, I need not pursue this any 
further. If there is, I want to have it so I will understand it. 

Mr. Rosrnson. Well, let me say this, that million kilowatt-hours 
that we previously discussed represents an excess in energy supplied 
during peak hours by the Government above that which is supplied 
io the cooperatives by the companies on their peak. 

Senator Kerr. Well, I asked you if that meant that the Southwest- 
ern Power Administration would make an exchange with the utilities 
that would result in the utilities getting a million more kilowatt- 
hours energy than they delivered in exchange for it? 

Mr. Roprnson. Yes, sir. 

Senator Kerr. Now, then, they exchange power during the rest of 
the day, do they not ? 

Mr. Roprnson. Yes, sir. 

Senator Kerr. Can you tell us how that works as to whether or 

not the company gets an additional bonus or whether or not it, in 
the operation of the other hours, gives power back to where it reduces 
that bonus? 
_ Mr. Roprnson. No, sir, it does not give power back to recuce that 
vonus for this reason, that the energy supplied, that is the kilowatt- 
hours supplied to the cooperatives by the company during the off- 
peak hours, is purchased by the Government at 4 mills per kilowatt- 
hour. 


76239—56——35 








540 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


Senator Kerr. Now, Southwestern Power Administration delivers 
to the utilities only during the peaking hours, is that it ? 

Mr. Rorzrnson. Yes, sir, with the exception of secondary and surplus 
energy. 

Senasie Kerr. That is what I am trying to get around to. When do 
they deliver that? 

Mr. Rosrnson. Whenever it is available. 

Senator Kerr. Now, in delivering that, what do they get, 114 or 
114 mills per kilowatt-hour ? 

Mr. Roptnson. Yes, sir; that is the price that the company pays for 
surplus energy. 

Senator Kerr. Is it entirely possible or even probable that the 
companies then in turn would deliver that same power to these REA 
co-ops at 4 mills per kilowatt-hour and bill the Government for it on 
that basis? 

Mr. Rosrnson. Yes, it is entirely possible when that power is avail- 
able to the companies, they would do that. 

Senator Kerr. The evidence here is that when kilowatt-hours is 
delivered to them as secondary or dump power, there is reason to 
believe that that power could dons and probably does flow at least in 
part tothe REA co-ops ? 

Mr. Rostnson. Yes, sir, I think there is very good reason to believe 
that. 

Senator Kerr. In that event, there would be an additional bonus 
there, would there not ? 

Mr. Roprnson. Yes, sir; that is correct. 

Senator Kerr. All right. Now, you may proceed with the other. 

By the way, that million kilowatt-hours bonus was a monthly figure, 
I believe we computed there, was it not ? 

Mr. Rogrnson. Yes, sir, that is per month. 

Mr. Chairman, during the earlier testimony, the question was raised 
as to whether or not the Federal Power Commission in confirming and 
approving these rate schedules would give us an adequate hearing or 
remedy. 

Senator Kerr. Any hearing I thought. 

Mr. Roprnson. Any hearing or remedy that would give us a chance 
to make our point before the rate schedule was put into effect. In 
our experience, the Commission has confined its jurisdiction in approv- 
ing and confirming rate schedules for Federal projects to that of as- 
suring that the proposed rate submitted for approval by the applicable 
power-marketing agency is capable of repaying that portion of project 
cost allocated to power. 

Now, to our knowledge, the Commission has never held a hearing 
on the confirmation of a rate schedule for the sale of Federal power. 
On September 28, 1953, the Commissioner of the Bureau of Reclama- 
tion filed, with the Federal Power Commission, for confirmation and 
approval, certain revised rate schedules for the sale of power from the 
Fort Peck project. This revised rate was in conjunction with the 
well-known Missouri Basin marketing criteria, which was promul- 
gated as one of the first power policies of the new administration. 

The Bureaus’ filing with the Commission was amended on October 
20, 1953, November 30, 1953, and on January 8, 1954. On December 
1, 1953, the National Rural Electric Cooperative Association filed a 
letter of protest with the Federal Power Commission opposing the 
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revision of the Fort Peck rate schedule. Our letter was subsequently 
submitted by the Federal Power Commission to the Commissioner of 
Reclamation for his comment. It was the Commissioner’s conten- 
tion in his reply that our objections did not go to the proposed rate 
revision, but were in opposition to administrative procedures govern- 
ing the marketing of power in the Missouri Basin. 

Subsequently, on December 21, 1953, we filed a second protest with 
the Federal Power Commission clearly delineating between the ad- 
ministrative procedures mentioned by the Bureau and the ee 
rate revision itself. We stated that the administrative procedures, 
although damaging, would be, if divorced from the proposed revised 
rate schedule, very appreciably less damaging than the combination of 
the two. Subsequently, seven of the rural electric cooperatives af- 
fected by the rate revision also filed protests with the Commission. 

On January 13, 1954, approximately 3 weeks after our second pro- 
test, the Commission, without hearing argument by any of the inter- 
ested parties, issued its order, finding our protest— 
without merit in view of the stated objectives of the Commissioner of Reclamation 
with respect to the minimum annual capacity charges referred to above. 

The Commission subsequently confirmed and approved the revised 
rate schedules at Fort Peck . 

In view of this action, we believe it very unlikely that the Com- 
mission would, under the present circumstances, order a hearing before 
confirming and approving the proposed rate increase for SPA. 

We believe that in view of this fact and in view of the cost alloca- 
tion difference of opinion in the Southwest and in view of the sub- 
sidies, which we fully believe are in the other contracts for the sale 
of SPA power, that the Congress should reaffirm its policy with respect 
to these matters and not leave such things as cost allocations up to an 
administrative agency and thereby subject them to repeated change 
as successive administrations come along. 

Senator Kerr. You think Congress should fix a policy and place 
the responsibility of administering it on the agency rather than either 
giving them authority or delegating authority to them, both to fix and 
administer a policy ¢ 

Mr. Rostnson. Yes, sir, that is my opinion. 

Senator Kerr. All right, sir. 

Mr. Rosryson. I want to thank the committee very much for their 
indulgence in hearing me out this morning. 

Senator Kerr. Just a moment. Senator Hruska? 

Senator Hruska. I have no questions. 

Senator Kerr. All right. Mr. Cochran. 

Mr. Cocuran. Mr. Chairman, I am Clay L. Cochran, economist for 
National Rural Electric Cooperative Association. I understand when 
Mr. Ellis reached the point in his statement earlier in these hearings 
regarding accelerated tax amortization, it was suggested I come in 
and go over the matter briefly with the committee and answer any 
questions the members might like to raise regarding the point Mr. 
Ellis made. 

The basic point he made was that he did not think we should discuss 
realloeations of cost of Federal projects without remembering that 
one of the most vital functions of Federal power today has been to 
serve as a yardstick and that at the very time the administrative 
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agencies are doubling the cost allocated to power upward and thereby 
increasing rates to our people, other agencies of the Government are 
handing out almost incredible subsidies to the private power com- 
panies with the other side of the yardstick. 

Senator Kerr. What is the agency that does that? 

Mr. Cocnran. Technically, the Office of Defense Mobilization grants 
these certificates but the applications are sent over to the Defense 
Electric Power Administration, which is in the Department of the 
Interior and which, according to the Joint Committee on Defense 
Activities, their latest report, is manned by three employees. 

Senator Kerr. Under what person in the Interior is that ? 

Mr. Cocuran. I believe these people are administratively under Mr. 
Frey, who is Mr. Aandahl’s special assistant. 

Senator Kerr. Then, would it be accurate to say that it operates 
under the power or supervision or control of Secretary Aandahl? 

Mr. Cocuran. That is my understanding, sir. 

Senator Kerr. All right. 

Mr. Cocuran. If I may touch briefly on the background of this 
thing, which has become so important, several years ago, the House 
Government Operations Committee in one of its reports referred to 
the tax-amortization program as the biggest bonanza that ever came 
down the Government pike. We are not concerned with the whole 
program as it relates to competitive industry or strictly defense indus- 
tries but only as it relates to the electric industry. 

We got into the picture in 1953 because the Federal Power Commis- 
sion had announced that it was going to hold hearings under a docket, 
No. R-126, to amend the uniform system of accounts, which they 
prescribed for public utilities as regards tax amortization. 

We filed a brief protest with them and later asked for public hear- 
ings and they set up public hearings and we retained counsel to go 
over and represent us there as electric consumers. I have passed to 
the clerk a copy of our little brief on that matter and if you would turn 
to the back of that, I would like to touch briefly on the accounting 
and statistics that go into this program, and what it means to the 
utilties in interest-free loans and subsidies. 

Table I is based upon the value—— 

Senator Kerr. That is on page 14? 

Mr. Cocuran. Yes, sir. Table I there is based upon the value of 
certificates which had been granted up to that time. You have in 
front of you a little mimeographed table on an 8- by 11-inch sheet, 
which I really believe would be simpler to follow because what we 
have done there is analyzed one of these certificates on the assumption 
that it was issued in the amount of $1 million, and then when you 
are thinking in terms of larger amounts, you can simply multiply 
the value of the certificates by this basic table and arrive at the 
interest-free loans. 

This is the one marked “Table I” and dated September 20. 

Senator Kerr. 1955? 

Mr. Cocnran. Yes, sir. Generally speaking, the average part of 
a plant subject to accelerated tax amortization has been about 65 per- 
cent, but for simplicity here, we assume that the company was plan- 
ning to invest $2 million and that DEPA through ODM had given 
them a fast tax writeoff certificate amounting to 40 percent of its 
property. 
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Senator Kerr. Fifty percent of its investment / 
Mr. Cocuran. Yes,sir. We also assume the normal life of a utility 
plant at 3314 years. If you are dealing with hydro projects, it is 
higher. In the recent letter which a number of Senators sent to 
Arthur Flemming of ODM, regarding Hells Canyon Dam, they used 
a 50-year amortization period there and that changes the total benefits 
although it doesn’t affect interest-free loan. 

Now, our reasoning on this runs along these lines. If you have 
a certainty which entitles you to fast amortization of a million dollars 
worth of plant, the depreciation allowance on that million dollars 
under the 5-year amortization period is $200,000. We deduct from 
that the normal depreciation because they would be entitled to 3 per 
cent on a normal utility plant in any case. So, the excess depreciation 
allowed comes out at $170,000 a year. 

Now, with Federal income tax at 52 percent, the tax savings is 
$88,400 a year for 5 consecutive years or a total tax savings of $442,000. 
This $442,000 is what we refer to in our brief as an interest-free loan 
and the Federal Power Commission in rendering its opinion, 264, 
in which it overruled our contentions, agreed that it was an interest 
free loan. 

They agreed with us that it was an interest-free loan. Disagreement 
was not on that point. 

In our further calculations, we simply attempt to arrive at what 
interest-free money is worth to an electric utility. The rule of thumb 
applied over the years has been that they cannot do busines on less 
than somewhere around 6 percent. Sometimes it is 5.75; sometimes 
they will run above 6 and they will run as high as 8. In the case of 
major companies, we picked 6 percent because it is the one that 
people normally think of as being the return necessary for an electric 
utility to continue doing business and attract the necessary capital. 
And, if you compound the interest on this interest-free loan over a 
period of 331 Ys years on the declining balance, and we will turn to 
this next page in a minute and I will “show you that, we assume that 
they will, if there is no change in the Federal tax laws, ultimately 
repay this entire loan, but in the meantime, they have had the use of 
that money and can earn their normal rate of return on it. 

On the basis of these computations, on a million dollar certificate, 
over 3314 years, it is our conclusion that the net benefits accruing to 
an electric utility over this 3314 years would be a little over $1,500,000. 
Specifically, $1,502,564 is the figure. 

Now, if the members will bear with me and glance at the table— 

Senator Kerr. Your next figure on the next line says, “Less deferred 
taxes assumed to be payable (payable over 2814-year period), $442,- 
000,” and then you still say net benefits ? 

Mr. Cocnran. Well, sir, there is apparently a line missing there. 
The $442,000 is really balanced against the total tax savings above of 
442,000. 

_ Sentor Kerr. In other words, the $1,502,000 appearing here does not 
include the $442,000 tax savings ? 

Mr. Cocuran. That is right, sir. 

Senator Kerr. Does or does not? 

Mr. Cocuran. It does not. The $1,502,564 is simply 6 percent 
interest compounded on the portion of that interest-free loan avail- 
able over that 3314-year period. 
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Senator Hruska. Is that reduced as the $442,000 is paid in from 
year to year? 

Mr. Cocuran. Yes, sir. If you will turn to the second page of 
this little table, there is a table showing the way in which we compute 
these benefits. The center column simply shows tax savings per year 
over the 5-year period of tax amortization. As that money becomes 
available to the corporation, we begin to apply the 6-percent return, 
and in the column on your right, we take the net benefit per year and 
then accumulate them in the first column over on your left. Then in 
the fourth column, reading from left to right, ther the end of this 
5-year period, we assume that with no more depreciation to claim 
against their net income, they begin to repay this interest-free loan 
on an annual basis and as they begin to repay it, we reduce the 6-per- 
cent charge correspondingly so that the total benefits are accumulated 
on the basis of a declining balance here after the first 5 years. 

I might say in the Langer hearings, part two, which were held be- 
tween September 28 and October 30 in 1954, on page 742 and a few 
pages thereafter, there are computations by EBASCO Services, which 
was one of the larger utility service companies. In a letter written 
to the Mississippi Power & Light Co., they compute these benefits in 
much the same fashion, and the Federal Power Commission staff, 
in the hearings I referred to earlier, they computed them in much 
the same way. 

Also, in the circuit court of appeals of the district here, on Decem- 
ber 15, 1955, in considering a case brought before them by the city 
of Detroit and the County of Wayne against Federal Power Com- 
mission, No. 12351 on the court’s docket, they upheld our contention 
here that this subsidy does in fact exist because in this case, the city 
of Detroit and the county of Wayne had insisted that the accelerated 
depreciation be removed from the utilities rate base before they de- 
termined what a reasonable rate would be. 

The Federal Power Commission had ruled against the municipality 
and the county in this case and the court upheld the Commission 
on the grounds that the Commission contended that it had been the 
intent of the Congress to, in effect, amend the Federal Power Act 
when they passed this internal revenue section, that they had not 
intended that consumers should get the benefit of accelerated tax 
amortization but that it should go to investors and, therefore, they 
upheld the Federal Power Commission. 

So, on our math and our reasoning, we seem to have been upheld 
all the way around and the question from here on is whether or not we 
increase the allocations to cost on Federal power yardsticks at the 
very time when we have already handed out, reading from Mr. Ellis’ 
testimony here— 


we have already handed out interest-free loans in excess of $1 billion with 
total benefits accruing amounting to over $4 billion. 

I am trying to get the figure here on the amount of applications 
outstanding. They closed this area for applications on the 31st of 
December last year, but any company that got in its application by 
that time will still receive consideration. I can’t find that figure on 
pending applications. I will have to find that for you, but there is 
enough pending there to raise these benefits even further and in 
the latest release I have from ODM, just to read 2 or 3 here, they 
had just granted a certificate and this is the amount certified for 
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accelerated amortization to Georgia Power Co. of approximately 
$21 million; South Carolina Electric & Gas, $35 million; Southern 
California Edison, $66 million; Southern California Edison, another 
$67 million; Ohio Power, $31 million, and they are still coming out. 

This is just one release. They are still coming out in terms of 
hundreds of millions of dollars every month. 

Senator Kerr. Now, your figures here are based on the amount of 
benefits and the results of $1 million accelerated amortization figure ¢ 

Mr. Cocuran. Yes, sir, the simple table here. We have had a great 
deal of difficulty in getting this oa over because it seems to be fairly 
complicated and by reducing the value of —— 

Senator Kerr. You mean by taking an arbitrary figure of $1 mil- 
lion, it is easier and you can present it ¢ Jearer / 

Mr. Cocuran. Yes, sir. 

Senator Kerr. And the total figures of tax amortization certificates 
set forth here are in the actual dollars that have been ap proved and on 
the average, you tell us that approval has been and is being given 
for accelerated amortization of approximately 65 percent of the total 
investments ¢ 

Mr. Cocuran. That is the average. 

Senator Kerr. All right. 

Mr. Cocuran. Between June of 1951 and January 10, 1956, they 
had approved $2.7 billion 

Senator Kerr. That is disclosed on your chart 49 ? 

Mr. Cocuran. Yes, sir. I finally found this other figure and they 
had pending on January 11, applications totaling 1.6 billion in addi- 
tion to that amount. 

Senator Kerr. Now, on a tax amortization here of $1 million, you 
estimated that the company would get an eventual subsidy or net 
benefit of $1,502,000 ¢ 

Mr. Cocnuran. That is right, Mr. Chairman. 

Senator Kerr. I am at a loss to understand then, how if they got— 
that is on the $1 million certificate of accelerated depreciation; is it 
not ¢ 

Mr. Cocuran. Yes, sir. 

Senator Kerr. And the $1,502,564 is as to $1 million, that is, $4,- 
060,665,000 is to $2,702,484,000, being the amount approved for ac- 
celerated amortization as of January 10, 1956 ? 

Mr. Cocuran. Yes, sir. 

Senator Kerr. All right, you may proceed. 

Mr. Cocuran. Mr. Ellis’ point that he raised the other day was that 
in the face of this situation, we would like for the Congress to consider 

canceling the interest on as much of the debt of the Federal power 
agencies, the unamortized part of the Federal power agencies’ debt, 
as has been given to the power companies in interest-free ‘loans. That 
is, by Januar y 10, they had received about 1.2 billion. If you were 
to cancel the interest on that much of the debt of the Federal power 
agencies, we think the yardstick would function very well and in the 
Southwest specifically, it would give tremendous relief to the rural 
electric systems and other preference customers in that area. 

Senator Kerr. What you are saying is that you think it would be 
just as equitable for the Federal Government to waive interest in cal- 
culating the amount of money required to be reimbursed to the Gov- 
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ernment from the sale of power from these multiple purpose, includ- 
ing power projects? 
fr. Cocnran. That is right, sir. 

Senator Kerr. Hydroelectric projects? 

Mr. Cocnran. That is right. We can’t see the logic in terms of the 
yardstick and vital importance of low cost Federal power in electrify- 
Ing agriculture and we can’t see the logic in granting a highly prosper- 
ous private industry these tremendous amounts of interest-free loans 
and yet leaving a 214-percent interest charge against an inflated cost- 
allocation basis in the SPA. 

Senator Kerr. Now, you think that they should give just as favor- 
able treatment to the users of Federal power for projects built by the 
Government as they do to the producers of private power in calculat- 
ing their tax liability to the Government ? 

Mr. Cocnran. That is right, Mr. Chairman. 

Now, the proposed rate schedules of 7.71 mills per kilowatt-hour is 
fixed after giving effect to the requirement that the Federal Govern- 
ment not only be reimbursed the total cost of the power installation 
on the basis of the separable costs-remaining benefits formula, but it 
requires 214-percent interest on the unreimbursed portions of the prin- 
cipal until it is all reimbursed. 

Senator Kerr. Is there an element in there to provide a sum of 
money equal to what the Government estimates would be paid in local 
taxes on a similar project privately owned ? 

Mr. Cocuran. In the SPA rates? 

Senator Kerr. Yes. 

Mr. Cocuran. I do believe so—Dr. Blalock says no. You are talk- 
ing about ad valorem taxes? 

Senator Kerr. Yes. There has been some indication here about a 
principal of taxes foregone. Are you familiar with that? 

Mr. Cocuran. Could Mr. Robinson comment on that, Senator? I 
believe he is more familiar with that. 

Senator Kerr. Yes. 

Mr. Rosrnson. In calculating the benefits to power benefits from 
these projects, the lower two figures are generally used. One of 
them is the cost of the cheapest alternative source of power on the 
same tax base as the project. That means that it would be a private 
steam plant with taxes foregone. 

Senator Kerr. But that principle is not applied in the fixing of 
this proposed rate? There is no element in that 7.71 mills to produce 
for the Government an amount equal to what the taxes would be if the 
project were privately owned ? 

Mr. Rogstnson. No, sir. 

Senator Kerr. Are there any questions, Senator Hruska? 

Senator Hruska. Yes; I have a few, Mr. Chairman. 

Mr. Cochran, what was that amount you gave us as having been ac- 
corded accelerated amortization during the effectiveness of this 1951 
law ? 

Mr. Cocuran. The total amount approved for accelerated amortiza- 
tion from June 9, 1951, through January 10, 1956, is about $2,702,- 
484,000. 

Senator Hruska. During that same period of time, could you tell 
us how much actual construction was either completed or commenced 
in the field of power installations which could conceivably qualify 





ee 





4 
% 
% 
x 
+ 
é 
: 
3 


EER ty a OER 


iy BEG i Sarat» ical divide 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 547 


or would fall in the same category as that to which this acceleration 
s accorded ¢ 

Mr. Cocnran. In other words, Federal facilities on which construc- 
tion was done or total 

Senator Hruska. No; you do not have this accelerated amortization 
for Federal construction, have you? 

Mr. Cocuran. No. In other words, what percentage is this 2.7 bil- 
lion of the total construction gotten underway ¢ 

Senator Hruska. In private utilities? Could you procure that 
figure? 

Mr. Cocuran. It could be ascertained ; yes, sir. 

Senator Hruska. You can procure it for us and put it in the record 
at this point ¢ 

Mr. Cocuran. Yes, sir. 

Senator Hruska. Also the percentage ¢ 

Mr. Cocnran. Yes, sir. 

Senator Kerr. The information will be so inserted. 

(The requested information follows :) 





APRIL 17, 1956. 
Mr. Jonn Mvtz, 
Senate Public Works Committee. 
Room 414, Senate Office Building, Washington, D. C. 

DEAR Mr. Mutz: Following is a suggested insert in answer to Senater Hruska’s 
question to me: 

In the years 1951 through 1955 the estimated total construction outlay by 
private power companies on production, transmission, distribution and other 
facilities was $13.2 billion. In the same years, private power companies ap- 
plied for accelerated depreciation certificates covering construction in the amount 
of $8,024,000,000. Up to December 31, 1955, the Office of Defense Mobilization 
had issued certificates on $5.6 billion of construction but had certified only $2.6 
billion of the total estimated cost for rapid depreciation—47.1 percent of the 
amount applied for in approved applications. 

Sincerely. 
CLAY L. COCHRAN, 
Director, Legislation, Research, and Management Department. 


Senator Hruska. Mr. Cochran, what is the purpose of this amorti- 
zation law? What is the declared purpose thereof? Why was it 
passed ¢ ¢ 

Mr. Cocuran. The declared purpose of it, Senator Hruska, was to 
secure industrial capacity in various lines considered to be essential, 
first, to the Korean war effort, and later, to general defense needs, and 
finally, in the case of electric utilities, to full mobilization. 

In the testimony before the Joint Defense Activities Committee last 
summer, Mr. Frye of the Department of Interior, said that they 
stopped accelerated amortization grants in the electric utility industry 
in December of °53 because it was felt it was no longer needed for 
defense purposes. 

We thought it was because we had stirred up a fight before the 
Federal Power Commission, but in any case, it was suspended fot 
something like 6 or 7 months. 

The committee asked him why they had renewed many and he said 
that the decision had been made that instead of gearing electric capac- 
ity to defense needs, they would gear it to full mobilization needs, 
therefore raising the amount of power required. When they asked 
him further 

Senator Hruska. When you say “him,” who do you mean ? 
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Mr. Cocuran. Mr. Frye, special assistant to Mr. Aandahl. When 
they asked him what full mobilization needs called for, he said that he 
didn’t know because no study had been made of it since 1945, but that 
they had been granting them in the meantime, waiting for somebody to 
produce a figure. 

Senator Hruska. But, all of this was done pursuant to declared 
objectives of the 1951 act, is that not true? 

Mr. Cocuran. Yes, sir. 

Senator Hruska. And included in those objectives which were the 
very purposes which you outline now ? 

Mr. Cocuran. Yes, sir. 

Senator Hruska. So, it was a legal proposition and national policy 
which has been followed by the Congress and since its passage, a num- 
ber of Congresses have met and have assembled and deliberated and 
they have not seen fit to change that national policy, have they ? 

Mr. Cocuran. No, it was rewritten into the 1954 act in the identical 
language which appeared in the 1951 act. 

Senator Hruska. Reiteration of what the national policy was? 

Mr. Cocuran. That is right. 

Senator Hruska. Was any part of this accelerated amortization 
applied retrospectively ? 

Mr. Cocuran. You mean retroactively ? 

Senator Hruska. Yes. 

Mr. Cocuran. In the case of utilities, I do not think so. I have 
the general regulations here and in reading them, I would gather that 
in some cases, I mean in some industries, they went back, but I do not 
believe that they applied them retroactively to any electric plant. In 
other words, so far as I know, none of these certificates cover plants 
that had actually been constructed prior to the grant of the certificate. 

Senator Hruska. Have you any misgivings as to that at all, Mr. 
Cochran? If you have, I should like to have you research that fully 
and report the results of that at this point of the record so we would 
know. I think that would be helpful. 

Mr. Cocuran. If I could make a suggestion, Senator, would it be 
proper for the clerk of the committee to ask ODM if they had ever 
applied it retroactively ? 

Senator Hruska. Surely. 

Mr. Cocuran. I could do it, but I would probably get a less prompt 
response than the committee would. 

Senator Hruska. Mr. Chairman, may we have that done and that 
information inserted at this point in the record ¢ 

Senator Kerr. Yes. 

(Available information is contained elsewhere. ) 

Mr. Cocuran. Senator Hruska, we certainly did not intend to imply 
there was anything illegal in this. 

Senator Kerr. It is very legal. 

Mr. Cocuran. It is very legal. 

Senator Hruska. Insofar as implementing the declared purposes 
of that statute, how would the forgiving of any interest to any of 
ae aenenennairee projects like Southwest Power Administration be 

elpful ? 

Mr. Cocuran. Well, by implication, you have two questions there. 
One, we have always questioned whether a highly secure industry and, 
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as vou know, endowed foundations, hospitals, colleges, all look upon 
utility stocks as—— 

Senator Hruska. Even some personal individuals—even some indi- 
viduals invest in them, dothey not? They are that good. 

Mr. Cocuran. That is right, sir. We have questioned whether or 
not this volume of grants to them was necessary to achieve this pur- 
pose, but the thing that disturbs us most, and this comes over to your 
question, over 300 of our systems get all of their power, all or part of 
their power from Federal projects. In addition, quite a large number 
of others generate their own power with money on which they have to 
pay 2-percent interest, and we see ourselves running into a situation 
here ns the cost of our Federal power, and particularly the cost of 
our own self-generated power, and the competitive position we occu- 
py—which is almost that of a one-mule farmer in California—in the 
industry, our competitive situation is going to look increasingly seri- 
ous if billions of dollars of interest-free money is transferred to the 
private segment of the industry. Whereas the Federal projects pay 
from 214 to 4 percent, and the rural electric systems on their small 
generating plants pay 2 percent. 

Senator Hruska. I am sure that is all very interesting and very, 
very important, and I think your competitive position is something to 
be considered, but would you answer the question: How does that af- 
fect or how could it conceivably affect the achievement of the declared 
objectives of this legislation ? 

Mr. Cocuran. In other words, if this committee were to recommend 
that the interest rate be decreased or canceled on the part of the 
Federal power projects, how could it meet the objectives? On the 
existing projects, Senator, I would say there would be little or no 
connection, but in terms of the justification of additional power pro}j- 
ects, determining feasibility and justifying them before the Congress 
would, of course, be much simpler if they could come in on the power 
features of these facilities and cancel out interest as a factor in 
computing benefits. 

Senator Hruska. That does not go to the answer to the question, 
Mr. Cochran. You see, that is considered from the standpoint of 
getting additional approvals for additional projects. 

Mr. Cocuran. Getting additional power. 

Senator Hruska. Additional power, sure, but we are dealing here 

now with recited and declared purposes of a certain piece of legisla- 
tion, and I am asking you how would those purposes be achieved or 
improved by doing what you proposed to do with respect te canceling 
or reducing the interest to federally built projects or federally financed 
projects ? 
_ Mr. Cocuran. I may not understand your question, but I am saying 
in terms of canceling debt on Federal facilities already constructed, 
that obviously would not create any more kilowatts of capacity, but 
in terms of discussing the Federal power program and the rate at 
which you add electric capacity there and the kilowatt there, is just 
as much a kilowatt as a private kilowatt and it would be of great 
influence. 

Senator Hruska. But your testimony went to the cancellation or 
the reduction of indebtedness or interest to projects now in existence, 
to financing now in existence; is that not right ? 
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Mr. Cocuran. Yes, sir; that is because my testimony was related 
to Mr. Ellis’ earlier testimony in which we were protesting this 40- 
percent increase in rates to the cooperatives and saying, one, we do 
not believe that the new cost formula should be applied to those flood- 
control projects. Secondly, one of the points that has been raised 
consistently here relates to the increased cost of power, and so forth, 
und increasing costs of construction, and the authorization called for 
one figure and inflation resulted in a higher figure. 

I don’t know what result the application of Mr. Ellis’ recommenda- 
tions to just that portion of these projects which have been constructed, 
let us say, since June of 1951 would have. I am sure even that would 
provide some relief. 

Senator Hruska. But, of course, that does not bear on the declared 
purposes of this law. That project would have been finished never- 
theless. It was not started out of consideration for national defense, 
either close range or far range. Now, it would have made it easier to 
build, and would have been more economical and more advantageous 
to them, but the fact is that those projects would have been completed 
anyway, would they not ? 

Mr. Cocuran. Yes, sir. But let me give you an illustration in the 
other area. Back in the 1940’s the Virginia Electric Power Co. filed 
an application for a license to build Roanoke Rapids Dam on the 
Roanoke River. I am sure their application was in as early as 1949. 
They contended at that time that power from Roanoke Rapids was 
needed and that they could market it and that they wanted a license. 

When they were finally granted that license, they were also granted 
tax amortization for Roanoke Rapids which, over the course of lack 
of that hydro project, will pay them 114 times the cost of building it. 

Now, since they had asserted long before the first shot was fired in 
Korea that they were able and willing to build that project privately, 
without any subsidy, that they could market the power, there is a 
question in our minds as to whether or not the Government should have 
paid for that project at a later date because of the intervening writing 
of a section into the Internal Revenue Act. 

Senator Hruska. When did that happen ? 

Mr. Cocuran. The certificate to VEPCO was granted; it would have 
been 1953 or 1954. 

Senator Hruska. And when was the project built ? 

Mr. Cocuran. Well, it is under construction. They got underway, 
I believe, in 1954. 

Senator Hruska. I do not get the point of that. 

Mr. Cocuran. The point is, a lot of the grants to the private utilities 
here have been made on projects which would have been built anyway. 

Senator Hruska. But not perhaps as timely as they would have by 
reason of the incentive furnished by the act. There is a conjecture on 
that point ; is there not ? 

Mr. Cocuran. I would have to take that case by case, Senator, to 
decide which ones would have been built. 

Senator Hruska. There we get again in policy which Congress has 
embarked upon and which it has pursued now for 5 years and they 
feel—maybe your wisdom is superior to theirs and maybe you know 
more about it, but they are the last guessers in this field and they feel 
that is good national policy. 
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Mr. Cocuran. Senator Hruska, in appearing before the Federal 
Power Commission, Senator Magnuson said that the Legislative Refer 
ence Service had checked the history of that act and that at no point in 
the legislative history of it, had regulated industry been mentioned. 
In other words, there is no clear indication that the Congress had 
electric utilities in mind at all. More than likely, they were concen 
trating, as most of us in wartime, on real defense facilities in the 
narrower sense, and especially in accelerated amortization, we are 
thinking of facilities which may very well wind up as surplus or use 
less capacity. 

Senator Hruska. Has that point ever been raised in any court ¢ 

Mr. Cocuran. I do not believe it was raised in this recent case. 

Senator Hruska. Had it ever been raised in the Congress here by 
way of getting that thing straightened out by amendment or getting 
that act changed ¢ 

Mr. Cocuran. We submitted a request to the Senate Finance Com 
mittee, a rather lengthy one, asking that either utilities be excluded 
from the grants or that it be clearly understood that if they took the 
grants as an incéntive to the kind of construction which the Congress 
deemed necessary, that it be removed from the rate base, but nothing 
was done. 

Senator Hruska. So that by not taking action, it can be said that 
the Congress reaffirmed itself and the construction which had been 
placed upon it and the fashion in which the law was operating. Is 
that not a fair conclusion ¢ 

Mr. Cocuran. I think one could contend that. I wouldn’t con- 
clude that because I doubt that it was ever really brought to the atten- 
tion of most of the Members of Congress. But, we are now asking 
that the Congress give the same relief to the Federal projects that 
they have given 

Senator Hruska. Prospectively or retroactively ? 

Mr. Cocuran. Well, preferably both. 

Senator Hruska. Preferably both. Would that be without refer- 
ence, of course, to any bearing that might have on the declared pur- 
poses of this rapid amortization ? 

Mr. Cocnran. On projects already completed, I agree with you; 
it wouldn’t increase their capacity. 

Senator Hruska. You are departing there and you simply say a 

wrong has been done over here and, therefore, please do a wrong on our 
side as it would be advantageous to us here. Is that the burden of 
your argument ? 
_ Mr. Cocuran. No; we are saying one of the factors involved in 
increasing rates in the Southwest is the application of a 214-percent 
interest rate there, while at the same time, the private utilities there 
and the rest of the country have been given interest-free loans. 

Senator Hruska. Mr. Cochran, any attempt to revise the rates here 
for SPA or anybody else, is not based on caprice or whim; is it? It is 
based upon legislation presently existing and the rulings and the regu- 
lations which have been ground out by the administrative bodies 
pursuant to those laws; is that not true ? 

Mr. Cocuran. Senator Hruska, I think 

Senator Hruska. Without reference to what the proper rate is, but 
whatever step is taken to revise this rate, is that not pursuant to the 
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very order of the Federal Power Commission made way back there 
in 1947? 

Mr. Cocnran. Yes, sir; but I would say that the decision to apply 
a new cost formula to the SPA projects is worse than caprice. It is 
a deliberate attempt to increase the rate. 

Senator Hruska. I say, we may differ as to the formula adopted, 
we may differ as to the rate arrived at, but I do not think it would be 
fair to say that this thing is being done as a result of whim and caprice. 
It isnosuch thing. The Federal Power Commission said in 1947 that 
this interim rate shall be operative until further order of this Com- 
mission or 1953, or whichever occurs the sooner. 

And, we are 3 years overdue now, are we not ? 

Mr. Cocuran. That is right, sir. 

Senator Hruska. Mr. Cochran, in arriving at this million-and-a- 
half-dollar figure here on what you designate as interest free loans, I 
guess that is what you call them 

Senator Kerr. He said $442,000. 

Senator Hruska. The interest free loan, which you referred to, is 
what, $442,000 ? 

Mr. Cocuran. That is right. 

Senator Hruska. It probably could be more accurately described 
than that, I suppose, in the minds of some people, but anyway, it is a 
good label for the purpose of a protagonist for your point of view. 

Mr. Cocuran. The Federal Power Commission refers to these as 
interest-free loans. 

Senator Hruska. Well, of course, there are times when you agree 
with Federal Power Commission, and times when you do not agree 
with them; are there not? 

Mr. Cocuran. You are so right. 

Senator Hruska. And I imagine the same is true of most of the 
people who want to prove a case. At any rate, you arrive at a figure 
here of a million and a half dollars net benefits accruing to the cor- 
poration over a 3314-year period. Suppose the stockholders or the 
corporation had gone into the market to borrow an amount of money 
for the financing of that part of the plant expansion represented by 
the total of the tax postponements and had gone into an interest loan 
instead of interest-free loan? Under those circumstances, would your 
computation here be different than it is now ? 

Mr. Cocnran. Well, of course, if they hadn’t been given interest- 
free loans, we wouldn’t even be computing them. I am not sure I get 
your question. 

Senator Hruska. After all, here you have an interest-free loan 
made. Now, if they had gone into the situation I described and bor- 
rowed the money and paid interest on it during all that time, to pay 
the tax to which you refer to here, would not that interest which they 
would have paid on that loan be a deductible expense and therefore 
reduced the tax which they would pay ? 

Suppose in order to pay this income tax to which you refer, they 
would have had to go out and borrow the money and pay interest on it, 
the interest which they would have paid on that money would have 
been a deductible expense; would it not ? 

Mr. Cocuran. Yes. 

Senator Hruska. Thereby reducing the amount of tax payable to 
the Federal Government, is that not true? 
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Mr. Cocuran. Yes. 

Senator Hruska. Well, now, has that factor been taken into con- 
sideration in your computation of alternatives here / 

Mr. Cocuran. No, no more than they take into consideration the 
fact that our 2 percent money on rural electric systems could be 4. 
[ mean, we have just simply looked at it from this standpoint. There 
is an argument as to whether or not these should be called interest- 
free loans from the Treasury or forced contributions from the rate- 
payers, but whichever way you look at it, what is the value of that 
interest-free money to the company ¢ 

That is what we have computed. In the little brief I gave you, 
our attorneys applied it to an individual. If the Federal Government 
would permit an individual to deduct, let’s say, 50 percent of his 
income tax for 5 years, but he had to repay it the following 254s 
years, and he had to repay it in equal installments, what would it 
be worth to him? Well, of course, in his case, it would be worth 
what he would get out of putting that money to work on a declining 
balance basis after that 5 years. 

In the case of the utility, we use 6 percent because that is simply 
a normal alternate that is used. 

Senator Hruska. Well, I cannot quite follow you in this com- 
putation and especially with reference to the alternative which would 
be available to any company on that basis. They could go out and 
borrow the money and pay interest thereon instead of having it 
interest-free, as you say, and it seems to me, under those circumstances, 
they would be paying interest on that money to the extent of 48 
percent, and that interest—whatever the rate is—the company would 
actually only pay 48 percent of that interest because it would be 
deductible as against their income tax computation, and the rate is 
52 percent on their income tax, is it not? 

Mr. Cocuran. That is right. 

Senator Hruska. For every dollar they spend thereon, it costs 
them only 48 cents, and I cannot quite follow the idea that you cannot 
consider that alternative in making your computation here. In other 
words, the Government would not get a whole $442,000 worth of taxes 
under that computation. They would get that less the difference in 
interest the company took on an interest-paid loan instead of an 
interest-free loan. 

Mr. Cocuran. I don’t know how that would be calculated, Senator. 
Maybe we could persuade one of the accountants to try it. We have 
tried very hard to get these figures made public. Our initial appear- 
ance before the Federal Power Commission was to ask them to set 
up an accounting system which would reveal how much _ they 
paid and we have had an exchange of correspondence at approxi- 
mately 60-day intervals now for almost a year, urging Mr. Kuyken- 
dall to get these uniform accounts set up so that we wouldn’t have to 
deal in hypothetical figures but could actually look at the reports 
to the Commission, Mr. Kuykendall refuses to apply a uniform ac- 
counting system to these grants, so we have no specific figures to go on. 

Senator Hruska. Of course, you did not need those books to work 
up your mimeographed sheet, did you, on the million-dollar example ? 

Mr. Cocuran. We didn’t have those books but we asked for them 
almost 3 years earlier. 
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Senator Hruska. You did not need any books to compute this 
million-dollar example that you have here, did you? 

Mr. Cocuran. No. Apparently Ebasco Services didn’t either. 
They used the same kind of table and they were advising the power 
company on what these were worth because they wanted them to take 
benefits and transfer them to earn surpluses and issue stock on them 
which would pay 9 percent. That was the purpose of their computa- 
tions. 

Senator Hruska. That is beside the point of answering my ques- 
tion of why this alternative could not be applied, if a company went 
into the business of an interest-paid loan instead of an interest-free 
loan to pay the income taxes to which you refer and which totaled 

$442,000 ? 
’ Mr. Cocnran. I am sure it could be done but I wonder why 
EBASCO didn’t do it? 

Senator Hruska. Well, I do not know. 

Mr. Cocuran. They were representing common stockholders. 

Senator Hruska. That is something you are acquainted with better 
than I. I cannot see if that were applied to the computation you 
made, why it would not produce a radically different result ? 

Mr. Cocuran. It might possibly be. I would be willing to try my 
hand at it if it can be done. I am not sure I can follow it, but I will 
try. 

Senator Hruska. Mr. Chairman, I have an engagement with other 
members of my delegation at 11 and I have to leave. I am sorry. 

Senator Kerr. We are very sorry. 

Is that all, Mr. Cochran? 

Mr. Cocuran. That is all I have. 

Senator Kerr. Mr. McDonald, National Farmers Union. 


STATEMENT OF ANGUS McDONALD, ASSISTANT LEGISLATIVE 
SECRETARY, NATIONAL FARMERS UNION, RELATING TO THE 
SOUTHWEST POWER ADMINISTRATION 





Mr. McDonatp. Mr. Chairman, my name is Angus McDonald. I 
am assistant legislative secretary of the National Farmers Union. 
I am apearing as a representative of the National Farmers Union 
composed of some 700,000 members residing mainly in the Mississippi 
and Missouri Valleys and the Great Plains area. 

Before commenting on the matter under consideration here, I would 
first like to pay tribute to the chairman of this committee. As chair- 
man of this subcommittee and as a member of the United States 
Senate, Senator Kerr has contributed immeasurably to the welfare 
of the farmers of this Nation and, particularly, to the farmers in the 
Southwestern area. 

Fifty thousand farm families, members of the National Farmers 
Union residing in Oklahoma, are well aware of the great contributions 
which he has made, not only in regard to power and resources develop- 
ment but in regard to safeguarding an attempt to protect farm pro- 
grams which relate to prices, soil conservation, credit, health, and 
social security. 

Senator Kerr. Discussion off the record. 

(Discussion off the record.) 
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Mr. McDonatp. The National Farmers Union is deeply concerned 
about the administration of legislation which authorized the South- 
western Power Administration. 

Although other areas in the Nation are in need of power and re- 
sources development, we feel that the Southwestern area comprises 
a special problem because of its unique physiographic and hydro- 
graphic features and because it has been subjected to a disastrous 
drought over a period of years. 

In addition to natural calamities, the farmers in the area have 
been experiencing a farm depression caused in large part by policies 
carried on by the Secretary of Agriculture. 

Senator Kerr. Present Secretary of Agriculture? 

Mr. McDonatp. Yes, sir. 

We emphasize this last point because it would appear that policies 
emanating from the Department of Interior come at a time when 
our farmers are carrying well-nigh insupportable burdens. 

Farmers cannot afford to pay any additional power increases at 
this time. Many of them are scraping the bottom of the barrel. 
They have suffered disastrous losses on livestock over a period of 
years, they have exhausted their savings, and many of them have 
reached the limit of their credit and are in danger of losing their 
farms. 

The bone of contention, it seems to us, between the cooperatives and 
the Department of Interior has been whether or not the Department 
of Interior was bound to engage in certain activities which would 
implement the carrying out of section 5 of the Flood Control Act of 
1944, 

On this point, I call the committee’s attention to a report of the 
Senate Commerce Committee, 78th Congress, Senate Report No. 1030 
on H. R. 4485, which is as follows; and I quote: 

In order to attain the greatest benefit to the general public from this hydro- 
electric power, the time has come to place by law the responsibility for dis 
posal of such power in an existing Federal agency. 

The committee desires an amendment which provides a convenient and prac- 
tical method of disposing of power at projects under the control of the War 
Department without setting up a public power trust which would be unduly 
competitive with established private power utilities. 

The committee, therefore, has inserted a proviso which authorizes the Sec- 
retary of the Interior to construct and acquire only such transmission lines 
or related facilities as may be necessary in order to make the power and energy 
generated at such projects available in wholesale quantities for sale on fair 
and reasonable terms and conditions to facilities owned by the Federal Govern- 
ment, public bodies, cooperatives, and privately owned companies. 

The committee regards the desirability of granting preferences in the sale 
of such power and energy to public bodies and cooperatives, when the power is 
generated at projects financed by the Federal Government. 

I call particular attention to the phrase in the report which says 
that the committee did not favor— 

a public power trust which would be unduly competitive with established private 
power utilities. 

The word “unduly” leads us to believe that the committee felt that 
the marketing of power would be competitive to some extent. 

Our interpretation is that the power should be made available in 
wholesale quantities because authorization was granted for the con- 
struction and acquisition of transmission lines. Significantly no refer- 
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ence was made to distribution facilities. Thus the committee appar- 
ently felt that power should not be delivered by the Government in 
retail quantities. 

The Congress has recognized that the preference clause as spelled 
out by the 1944 Flood Control Act would be meaningless unless the 
Federal Marketing Agency itself builds and operates transmission 
lines to reach preferred customers. 

A minority in the Congress has over a period of years attempted 
to prevent Government from building transmission lines and related 
facilities by various pieces of legislation. 

One of the most noteworthy efforts to destroy preference was the 
Bailey amendment, which would prohibit construction of transmission 
lines unless the private power companies failed to purchase at least 
90 percent of the power at the dam. 

This amendment was defeated despite the fact that Senator Bailey 
said that his amendment would not eliminate preference to public 
bodies and cooperatives. Other similar pieces of legislation have also 
been defeated. 

The authority of Federal marketing agencies to purchase thermally 
generated power and energy has also been recognized over a period of 
years. According to an opinion of a former Solicitor of the Depart- 
ment of Interior, purchase of thermal energy was necessary to carry 
out all the purposes or the basic purpose of the Flood Control Act, and 
I quote: 


If, in order to obtain the most widespread use of the power generated at the 
Army hydroelectric projects in its region, it is necessary for the Southwestern 
Power Administration to purchase electric power from other sources for the 
purposes of firming up the hydroelectric power, then such purchase is authorized 
as a necessary means of carrying out a statutory duty—that is, of section 5 of 
the Flood Control Act of 1944. 


The Administrator of the Southwestern Power Administration and 
other officials have repeatedly emphasized before congressional com- 
mittees and other bodies that it was absolutely necessary to firm up 
hydro with steam power. I call attention to statements of the Admin- 
istrator and Senator Thomas of Oklahoma before the Subcommittee 
of the Senate Appropriations Committee, 81st Congress, 1st session, in 
which they said, and I quote: 


Senator THomas. Some kind of deal could be made to use these facilities. 
If these standby plants we have in the Southwest are not used by your organi- 
zation, then you are going to have to build some steam standby plants. I have 
seen the time—when you could step across the Grand River at the Pensacola site. 
In times past they have drawn the water at Grand River Lake when there was not 
much power there. By closing the gates they could have some power at certain 
hours provided they conserved. 

In our section of the country steam standby plants are an absolute necessity 
to firm up hydroelectric power development. 

Mr. Wricut. That is correct. 

Senator THomaAs. When you need the power you have it, when you do not 
need the power you can cut down and use what you need? 

Mr. Wricut. The cheapest way in the world today to meet a few hours of 
heavy power requirement is out of hydro. 


Experts tell us that advantages from hydro and steam do not ensue 
when two or more steam systems are integrated. Witnesses before a 
House subcommittee of the Government Operations Committee 
pointed out that the result of private power company G. and T. con- 
tracts would result in the G. and T. steam plants in the Southwest— 
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apparently, Mr. Chairman, there is a typographical error there which 
I will correct later for that sentence—area being operated for peaking 
purposes only and that they would be shut down most of the time by 
the private companies leaving the G. and T. without revenue to pay 
off their loans. 

It was pointed out at this hearing that Assistant Secretary Aandahl 
was attempting to use the preference customers as a vehicle to turn 
all peaking power to the private utilities. 

The point was that the private utilities needed the peaking power 
and the cooperatives don’t. Because of financial pressure on the G. 
and T., the private utilities would get valuable peaking power from 
the co-ops at a fraction of its real value. 

The policies of McKay and Aandahl have not only been carried on 
to the detriment of the cooperatives in the area but to the detriment 
of the municipalities who are preference customers of the Southwest- 
ern Power 7 ieeietioatian 

The conclusion of one witness before the above-mentioned commit- 
tee in regard to the withholding of 130,000 kilowatts from the munici- 
palities for the G. and T.’s need—and incidentally G. and T. didn’t 
need this power—was— 
to make it possible to sell it secondhand to the power companies * * * there can 
be no other conclusion. 

According to the witness, Aandahl made an artificial separation of 
the preference customers to obtain his objective, which was to de- 
prive the municipalities of the power they were entitled to and to 
turn it over to the private power monopoly. 

Among those preference customers which have been affected by the 
activities of Aandahl which, in our opinion, are unlawful, are: Spring- 
tield, Mo., Poplar Bluff, Mo., Hermann, Mo., Skiatook, Okla., and 
W etumpka, Okla. 

This conclusion was deduced from the testimony of Mayor E. W. 
Robinson and Jerome C. Berryman, manager of the Poplar Bluff 
electric department; Mayor R. W. Ochaper and City Clerk Bernie 
Hoffman of Hermann, Mo., James G. Davidson, attorney for the city of 
Skiatook, Okla., and Floyd Gibson, manager of an Oklahoma State- 
wide Cooperative Association. 

Berryman of Poplar Bluff told the committee SPA refused his 
city 500 kilowatts of badly needed power. Herman Ochaper and 
Crawford, of Hermann, Mo., told the city that Aandahl saldacetely 
held the city down to small size. 

Davidson, of Skiatook, testified that SPA refused his city a mere 
250 kilowatts of power. Davidson, of Skiatook, related that an SPA 
representative threatened the town of W etumpka and said, “We had 
better sign,” meaning their power would be shut off if they don’t 
sign a contract with the private electric power company. He further 
stated that he was told all other towns had signed up. 

Davidson said that it was a consistent policy of SPA to “bully the 
municipalities” and force them to sign contracts with the private 
utilities “by instructions out of W ashington to take almost any end 
that would be necessary to get a signature” and, therefore, Aandahl 
could say, quoting— 


all municipalities have signed and, therefore, the Government has no responsi- 
bility. 
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Floyd Gibson told how the town of Wetumpka was threatened. The 
Public Service Co., of Oklahoma, delivered a special type of circuit 
breaker to the city of Wetumpka for the purpose of cutting off the 
power supply of the city, if the city exceeded its power demand. _ 

Gibson thought this act significant because Wetumpka actually is 
not a customer of the service company but of SPA, although the 
company services the city for SPA. 

Davidson, of Skiatook, accused the Department of Interior of ut- 
most bad faith and said he had to rush home from the hearings, “to 
see whether our lights are on or off. 

The next day, September 2, 1954, the House subcommittee learned 
that Skiatook’s lights were still on. SPA Administrator Wright 
explained in October : 

Well, Skiatook finally outbluffed us, we didn’t turn a switch. Skiatook got 
it because they ran a bigger bluff than we did. I didn’t have the guts to open 
the switch. 

This witness will not comment on this activity and comment of 
Administrator Wright, except to say we think it is an admission 
that a game was being played by SPA to deprive the preference 
customers of his rights under the law. 

Those of us who had been following the machinations of the De- 
partment of Interior officials felt that the reactivation of SPA-G. 
and T. contracts due to the efforts of the two Senators from Oklahoma 
and other Senators who felt the United States Government had a 
moral and legal obligation would solve in large part the power and 
financial problems of preference customers in the area. 

It appears that we underestimated the resourcefulness of Mr. Wright 
and Mr. Aandahl. Congress gave four directives as to how the basic 
G. and T. contract should be reactivated : 

1. Delete the purchase option for transmission lines; 

2. Have the co-ops operate and maintain their lines under lease 
to the Government ; 

3. Settle power interchange with the G. and T.’s on net bal- 
ance—something the Government has done with the private utili- 
ties all along; 

4. Deliver power to load centers of the co-op’s contracting 
system if practical at the basic Government rate. 

According to the testimony of F. A. Martz, manager of the North- 
west Electric Power Cooperative, Cameron, Mo., Aandahl and Wright 
went far beyond the congressional directives by introducing changes 
which would materially reduce economic benefits to the cooperatives. 

In regard to point 4, Martz said that SPA flatly refused to comply 
as far as N. W.’s 69-kilovolt system was concerned. 

Martz also pointed out that SPA wanted the G. and T. to pay whee)- 
ing charges on certain blocks of power transmitted by SPA over 
their own system, and that he said it would change the economic 
benefits and would be a violation of the congressional directive. 

_ Administrator Wright testified that his lawyers had raised ques- 
tions about directive No. 3 relating to net balances, although he was 
forced to admit that SPA had never considered this same practice 
with private utilities. 

_Aandahl hedged on directive No. 1 relating to canceling of the op- 
tion features. He said that the Government had an equity in these 
lines and therefore he could not carry out the directive. ~ 








5 Sane iI ERG ta Ms AD tlt is a a 


ser vmeitn 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 559 


Those of us who have followed SPA’s tortured history know that 
the option was objected to because it seemed to give the Government 
in equity to which it was not entitled and put SPA permanently in 
ihe power business. 

The private utilities and those Members of Congress who were 
cainst the SPA program emphasized this latter point over and over 
iain. 

The option feature we presume was inserted merely to protect the 
(;overnment’s interest. 

Now, I would like to discuss briefly the elements of subsidy in the 
ontracts with the private electric power groups in the area. 

We have mentioned the fact that there was a tendency in the Ad- 
ministration to charge all sales of power from Southwest projects 
to sales of peaking power only. 

Since the cooperatives and most of the municipalities need firm 
power and have little use for peaking capacity, it is apparent that 
such a policy would not only result in favoritism to the private utili- 
ties but would make it impossible to operate a system of hydro and 
steam plants in the area efficiently and would in addition make it 
mpossible for the cooperatives to fulfill their contractual obligations. 

It cannot be overemphasized that the system was planned to be 
ntegrated and operated under 1 agency as if it were only 1 unit. The 
cooperative told us that some of the G. and T.’s were built too small 
and some were too big, but that would not materially affect them if 
1] of them were run as a unit in the most economical fashion. 

According to information obtained from invoices and records of 
ihe Southwestern Power Administration, it appears that the private 
itilities in the area are being subsidized to the extent of more than 
« million or approximately a million and a half dollars. 

For example, under the Narrows contract between SPA and the 
Southwest. Power Gas & Electric Co., during the year 1953 SPA de- 
livered 205,832 kilowatts— 

Senator Kerr. Is that kilowatt-hours ? 

Mr. McDona.p. No, sir, capacity. 

rhe company in turn delivered back to SPA only 50,270 kilowatts, 
leaving a net balance of 155,562 kilowatts in the company’s account. 

Valuing this peaking capacity at $1.50 per month or $18 per year, 
this amounts to $233,343. 5 

During the period the company paid SPA only $81,823, therefore 
this transaction gave the company a subsidy of $151,520. Valuing 
the offpeak energy which the company used at 114 mills, that is, 
2,038,820 kilowatt-hours, there is an additional subsidy of $48,726. 

Adding the two subsidiaries together, we get a total of $200,246 
annual subsidy to the Southwestern Power, Gas & Electric Co. for 
the calendar year 1953. 

Several months ago our attention was dramatically called to an 
opinion of Attorney General Brownell which Assistant Secretary 
Aandahl had unlawfully concealed for a period of several months. — 

rhis opinion related to the proposals of the Department of the 
Interior to turn over power from the Clark Hill Dam to the private 
electric power companies which rightfully belong to the cooperatives 
i that area. 

I call the committee’s attention to the fact that all four of SPA’s 
existing contracts with the private power companies transferred title 
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from the Government to the companies at the point from which power 
leaves the Government system and enters the company’s system. 

Since the companies do not wish to put themselves in the position 
of becoming a common carrier for the Government they have insisted 
on an outright sale and have agreed to resell to the Government’s 
customers. 

In the light of the opinion of the Attorney General in regard to the 
proposed Clark Hill contract, we suggest that competent attorneys 
study the aluminum contract, the Oklahoma contract, the Texas con- 
tract, and the Narrows contract to determine the extent, if any, of 
their legality or illegality. 

Finally, we come to the most urgent matter under consideration by 
this committee—that is the proposal of Southwestern Power Admin- 
istration to increase power costs of the cooperatives by about 40 
percent. 

The argument for this arbitrary and unreasonable increase could not 
be made if the Government got full value of power sold to private 
utilities. 

The method used to obtain this increase is the substitution of one 
system of cost allocation for another. The system of cost allocation 
presently used and used from the inception of the Southern Power 
program is the so-called incremental method which requires power 
users to pay for that part of the cost which results because of the 
electric power installation. 

For example, if it costs $50 million to build a dam for flood-control 
purposes only, and if it requires an additional $50 million to add elec- 
tric power features, electric power users are only required to pay for 
that part of the facilities needed to produce power. This hypothetical 
example suggests a dual-purpose dam only. 

The method which is proposed now is the so-called separable costs- 
remaining benefits method. As we understand it, a separable cost for 
each purpose equals the difference of cost of the multiple-purpose 
project and the cost of the project with the purpose omitted. 

The joint costs equal the difference the cost of the multiple-purpose 
project and the total separable costs for all purposes proposed and I 
refer the committee to a document published by the Federal Inter- 
Agency River Basin Committee of Proposed Practices for Economic 
Analysis of River Basin Projects prepared by the Subcommittee on 
Benefits and Costs, May 1950, page 55, and I believe, Mr. Chairman, 
this document has been discussed at some length, and possibly has 
been inserted in the record. 

Senator Kerr. That is all right. It is very appropriate here and 
will be carried in the record at this point of your statement. 

Mr. McDonatp. Thank you, Mr. Chairman. The table is a hypo- 
thetical example, and to the best of my limited ability I have studied 
the table together with a chapter of this part of the document, and 
have come to the following conclusion in regard to the substitution of 
the old system of allocation for the one proposed. 
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The table is as follows: 


Allocation of costs by separable costs-remaining benefits method 


GENERAL CASE 
{In thousands of dollars] 


Flood _ | Irriga- | Naviga 








Item contro} Powe! sien tior I ] 
Benefits - - - a a a ae oss ss 500 1, 500 350 1 2 4% 
Alternate cost ‘ 400 1, 000 600 “ 2, OSD 
Benefits limited by alternate cost (lesser of items 
1 and 2) con wd 400 1, 000 + vi 1. ao 
4, Separate costs a . ee 380 600 1” M 1, 180 
Remaining benefits (items 3 minus 4) 20 40M 200 ‘ 6 
6. Allocated joint cost !___.__- Saad . 18 360 180 2 “ 
7. Total allocation (item 4 plus 6)--....-- ; 30 60 au ; 1, 762 
In this example, the total joint costs to be allocated ($585,000 in line 6) are 90 percent of total remaining 
benefits ($650,000 in line 5). Therefore each purpose is charged with joint costs equal to 90 percent of its 


remaining benefits. 


The same results will be obtained by using distribution ratios (per- 
cent of each item in line 5 to their total). 

Under the old formula, $600,000 in the example was allotted to 
power but under the new calculation $960,000 would be allotted to 
power. 

In other words, power users using the separable cost power method 
of allocation would have to pay 60 percent more for their power, 
other factors remaining constant. 

Perhaps the selection of this formula at this particular time when 
Congress has attempted to remedy the serious situation in the South- 
west and reactivate all the contracts gives us a clue as to why Mr. 
Aandahl prefers this formula. 

Although it may be argued that the interagency committee recom- 
mended that the separable costs-remaining benefits methods be used 
in future reports, it emphasized the point that it would not recom- 
mend a combination of averaging cost allocation methods. 

In other words, the committee did not recommend that the ground 
rules be changed after a project was in actual operation setup and 
all details in regard to amortization and rates were worked out. 

I call attention to the recommendation of the committee on page 
56 of the interagency committee’s report: 

Where cost allocations are required, the separable costs-remaining benefits 
method is recommended for use in all future reports of Federal river-basin 
development projects. While variations of this method may be necessary to meet 
special or legislative requirements in some cases, the use of a combination of 
cost-allocation methods or the averaging of the results of several methods is 
not recommended. 

We urge the committee to consider and recommend legislation 
which would make it mandatory to use the incremental formula dur- 
ing the life of the projects in the southwest area already planned and 
under way. We urge further study of the cost allocation systems 
to be used in future projects. 

I would like to add, Mr. Chairman, that this review should, in our 
view, result in consideration of the inclusion of other benefits aside 
from the ones usually included, such as recreation, and you have had 
considerable testimony on that point, as to the benefits of recreation. 
There are also other purposes which should receive study. We 
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also suggest that the time of amortization, and you have had extensive 
expert testimony on that point, the time of amortization, should pos- 
sibly be extended from 50 to 100 years. 

I would finally, Mr. Chairman, like to emphasize the point that 
in your study of this whole cost allocation system, you should con- 
sider that these dams in the Southwest are primarily flood-control 
dams. 

Although I could not qualify as an expert witness, perhaps I can 
qualify as an expert in another sense. My family moved in to Indian 
territory in 1906 in the valley of the Arkansas River. And as a child, 
I have witnessed many of the floods that occurred in the area. I recall 
the flood of 1927, when I owned and operated a farm near Solgo- 
hachia. My family owned a bottom farm in Arkansas River Valley, 
and as a result of that flood, the entire crop was destroyed. 

Certainly, the residents of the Southwest consider that these dams 
are primarily flood-control dams. And I would like to emphasize 
that point, that the southwest area is a unique area in that sense, and 
it seems to us, unfair to require that the power costs assume that part 
of the cost of the project which is now proposed. 

Senator Kerr. Thank you very much, Mr. McDonald, for your 
statement. You have displayed a very piercing analysis of this ques- 
tion, and you have made a real contribution. 

Thank you very much. 

Mr. Alex Radin. 

Senator Kerr. In view of the fact that we have already been called 
to the floor, I am going to suggest, to Dr. Blalock, that you insert 
your statement in the record, so that we can temporarily, at least, 
go from the status of continued hearings to position of the committee 
considering what would be before it, and if you would be willing 
to do that, you would not only make a great contribution to the sum 
total of information in the record, but also to the ability of the com- 
mittee to operate within certain time limitations that we have got. 

Dr. Buavock. I would be very happy to meet your wishes. 

Senator Kerr. All right. 

(There follows statement by Henry W. Blalock, Sr. :) 


STATEMENT OF HENRY W. BLALOCK, Sr., SPECIAL CONSULTANT TO CENTRAL ELECTRIC 
POWER COOPERATIVE, JEFFERSON CITY, Mo., N. W. ELECTRIC POWER COOPERATIVE, 
CAMERON, Mo., WESTERN FARMERS ELECTRIC COOPERATIVE, CAMERON, Mo., WEST- 
ERN FARMERS ELECTRIC COOPERATIVE, ANADARKO, OKLA., ON Proposep SPA 
RATE INCREASES AND Cost ALLOCATIONS 


Mr. Chairman, my name is Henry W. Blalock, Sr. I am special consultant 
to three large generation and transmission cooperatives which are Central Elec- 
trie Power Cooperative, Jefferson City, Mo., N. W. Electric Power Cooperative, 
Cameron, Mo., and Western Farmers Electric Cooperative, Anadarko, Okla. I 
am submitting this testimony in response to your letter to me dated March 13, 
1956, requesting me to do so. 


COST ALLOCATIONS OF HYDROELECTRIC PROJECTS 


Many of the witnesses have testified that the dams in the southwest area were 
developed to provide flood control. It was the disastrous flood of 1927 which 
attracted the attention of the Nation to the great destruction of modern floods. 
There was also a realization that flood control was not altogether a local prob- 
lem and therefore responsibility must be assumed by the Nation. Congress took 
active steps to do something about this great flood problem which brought devas- 
tation and ruin to so large an area of the country by making appropriations to 
study these river basins by the Corps of Engineers. Up to this time, we had 
relied primarily upon levees and stream clearances for flood control. 
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As engineers got into the flood-control problem they found that it was neces 
sary to build iarge dams upon the upper reaches of the rivers to give an added 
measure of control to the levee system in the lower reaches of the rivers. In the 
Southwest, nearly all of the early projects were recommended for flood control 
only. After a restudy and a demand on the part of the people for installation 
of power, the projects were reconsidered and power was added. The records 
indicate that there was general agreement that the addition of power was a 
byproduct and incidental to the main purpose of flood control. Therefore, the 
cost to be allocated to power would be those costs that were the result of the 
addition of this incidental power. Or in other words, the incremental cost 

caused by adding power to the project. Congress went on record when it au 

thorized the Denison and Norfork projects that the allocation to power should be 
made on an incremental basis. 

\s time went on, the projects became known as multiple-purpose projects, 
and representatives of the Corps of Engineers began to indicate that in their 
udgment, more than incremental costs should be allocated to power. There 
had been created the Federal interagency committee composed of representatives 
from the Corps of Engineers, the Department of Interior, the Department of 
Agriculture, the Department of Commerce, and the Federal Power Commission 
In 1946, this agency appointed a subcommittee on benefits and costs for the 
purpose of formulating principles and procedure for determining benefits and 
costs for water-resources projects. This committee reported in May 1950 and 
recommended the separable cost-remaining benefits method for making cost allo 
cation on multiple-purpose projects. This study of the interagency committee 
roused the interest of the Bureau of the Budget and it issued its memorandum 
\47 which did not fix a specific method of making cost allocations, but it has 
led to the adoption of the separable cost-remaining benefits theory by the several 
agencies. 

The separable cost-remaining benefits theory was not formally adopted by 
the respective agencies responsible for making cost allocations until March 12, 
1054. This agreement was reached between the Departments of Interior and the 
Army and the Federal Power Commission, It has been testified to by several! 
witnesses that the investment allocated to power on the seven interconnected 
projects in the Southwest in the SPA area under the separable cost-remaining 
theory would be $200 million; whereas, under the incremental-cost method, it 
would be $180 million or $20 million less than under the separable cost-remaining 
benefits method. These witnesses also pointed out that this would not give 
much relief to the rate situation in the Southwest. It has been indicated that 
i $20 million reduction in costs allocated to power projects would reduce annual 
cost to SPA by approximately $700,000. However, there is good reason for ex 
tending the period of amortization from 50 years to possibly 100 years. If this 
were done, this would reduce the annual charge, for interest and amort'zation of 
investment on the seven Interconnected projects of SPA by approximately 
$1,600,000 a year. However, due to the longer life, there would be an added 
cost for replacements of the property during the 100 years by approximate) 
$400,000 a year. This change would leave an additional net advantage of 
$1,200,000 in the annual operating costs of the projects. This amount combined 
with the $700,000 would make a total annual saving to SPA of approximately 
$1,900,000. Based upon 1.5 billion kilowatt-hour sales annually this would 
represent a saving of approximately 1.25 mills per kilowatt-hour. 

Mr. Chairman, in addition to this, it has been pointed out that our modern 
multiple-purpose projects have extended their benefits to many fields that were 
not heretofore considered important. The most important of these, probably, 
is recreation. Due to shorter working hours, and workweeks and higher income 
plus the desire and advantages to our health of living outdoors, our people 
have turned to these projects in almost endless numbers to enjoy fishing, boating, 
swimming, and other advantages of these scenic spots. We believe that these 
projects will be used more for recreational purposes as the years pass. There- 
fore, a reappraisal of the benefits to be derived for this purpose should be made 
and we believe a substantial part of the costs should be allocated to recreation. 
In addition to flood-control navigation and irrigation there are other benefits 
such as domestic, municipal, and industrial water supply, fish and wildlife 
development, pollution control, or abatement, watershed management, salinity 
control, and others. And these, Mr. Chairman, should bear some part of the 
cost of these projects. 

We realize, of course, there are problems in measuring these benefits and in 
allocating their costs, but nevertheless we believe an effort should be made in 
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this direction. If this were done there would be additional saving to SPA over 
and above those indicated above. 

The testimony of previous witnesses minimizes the benefits that might be 
derived from a reappraisal of benefits and cost allocations. In my judgment, 
Mr. Chairman, when we take into consideration all of these things, including the 
longer period of amortization and spreading the base upon which the allocation 
should be made. I believe substantial benefits would be derived to the power 
users in that area. 

Mr. Chairman, I would like to direct your attention to memorandum A-47 
of the Bureau of the Budget. In addition to its recommendation for the use of 
the separable cost-remaining benefits method for allocating costs to power, it also 
makes a recommendation with respect to the value or benefits of power. This 
recommendation is damaging to the economic feasibility of multipurpose projects. 

tefore A-47 was used the test of value of power was the cost of privately 
developed and privately financed steam electric power in the area. When the 
Federal hydro power could be produced at costs less than the private steam 
electric power it was economically justifiable. Now A-—47 requires that Federal 
hydro power must be compared with steam electric power produced and financed 
by the Federal Government or any other source if the cost of production is lower. 
In other words, before Federal hydro power can be justified, it must be the 
cheapest power that could be produced by any method of generation and by any 
producer even the Federal Government itself. The requirement of this Federal 
test is very severe and is drastic enough to make infeasible many projects which 
heretofore were feasible. For example, a memorandum of the Federal Power 
Commission prepared in February 1953 for its staff’s use shows that the annual 
fixed charges of interest, depreciation, replacements, insurance, and taxes of 
privately financed steam electric plants would amount to 11.7 percent of the 
investment. The same costs in federally financed steam electric plants would be 
5.7 percent of the investment. Assuming an investment of $125 per kilowatt 
of installed capacity, the following comparison of the annual fixed costs per 
kilowatt of steam generation is obtained. 
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Difference 
It is evident that such great losses of value of benefits to power due to this test 
would make infeasible nearly all if not all of the projects in the Southwest. 
Senator Kerr. Mr. Alex Radin, American Public Power <Asso- 
ciation. 


STATEMENT OF ALEX RADIN, GENERAL MANAGER, AMERICAN 
PUBLIC POWER ASSOCIATION 


Mr. Raptn. My name is Alex Radin. I am general manager of 
the American Public Power Association, a national trade organiza- 
tion which represents more than 800 local publicly owned electric util- 
ities in 40 States, Puerto Rico, and Alaska. 

Most of the member utilities of our organization are municipally 
owned electric systems, but the : association member ship also includes 
public utility districts, State-owned electric utilities, and rural electric 
coopel ratives. 

Mr. Chairman, we have the privilege of representing Grand River 
Dam Authority in your State and also the major municipally owned 
utilities in the State of the Senator from Tennessee. 

Senator Kerr. Good. 

A number of the member systems of this association purchase power 
at wholesale from the Southwestern Power Administration. Accord- 
ing to testimony presented before the House Appropriations Com- 
mittee last year, 20 municipally owned electric utilities in the States 
of Oklahoma, Arkansas, and Missouri had contract commitments with 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 565 


SPA totaling 30,140 kilowatts. For your further information, I am 
enclosing as exhibit A, a list of the municipal utilities which had such 
contracts in 1955. 

If sufficient power were available, I am confident that not only would 
the present municipal customers desire to increase their commitments, 
but undoubtedly other municipalities also would avail themselves of 
SPA power. 

Mr. Chairman, the previous witness has documented the difficulties 
that many of the municipal utilities have had in securing power from 
SPA, and it is interesting to note in that connection, that in 1951, the 
Administrator of the Southwestern Power Administration testified 
that by 1955, he expected to have contract commitments totaling over 
200,000 kilowatts of capacity with municipal utilities in the South- 
western Power Administration area. 

Yet, by 1955, the sum total of those contract commitments was only 
slightly in excess of 30,000 kilowatts. I think that is a good example 
of the breakdown that has occurred in making this power available 
to municipal utilities in that area. 

Senator Kerr. Is it entirely possible that the Administrator, when 
he made this optimistic prediction in 1951, did not take into account 
the impact upon the program and upon his ability to do what he had 
expected and hoped to do, that the change in administrations may 
have made or had on him ? 

Mr. Rapry. I think that is undoubtedly one of the important factors 
involved. 

Senator Kerr. You think that is a contributing cause to the change 
in what he has been able to do and what he had expected and hoped to 
be able to do. 

Mr. Rapin. I think that is one of the major contributing factors; 
yes, sir. 

It is significant to note that the average municipally owned electric 
utility being served by SPA is quite small, the average contract de- 
mand of the 20 municipalities being only 1,507 kilowatts. Excluding 
Springfield, Mo., the largest municipal utility being served by SPA, 
the average contract commitment to the municipal utilities is only 797 
kilowatts per municipality. With the increased economies that are 
available to the private power companies through large, integrated 
power systems, the far smaller municipally owned electric utilities 
desperately need the lower-cost hydro power which is available 
through the Southwestern Power Administration. 7 

It is understandable, therefore, why the municipally owned utilities 
in the SPA area have expressed such concern about the proposed 
increase in SPA rates. I have been informed by some of our member 
systems in that area that the smaller utilities will face a 38- to 40-per- 
cent rate increase, or approximately 2 mills per kilowatt-hour, as a 
result of the new schedules proposed by SPA. 

An example of the effect of this proposed increase on a typical 
municipality is found in the case of Poplar Bluff, Mo. Last year that 
municipality purchased 6,614,360 kilowatt-hours from SPA, and its 
bill for this quantity of power was $36,381.94. An increase of approxi- 
mately 2 mills per kilowatt-hour would raise Poplar Bluff’s power bill 
by at least $13,228.72 per year. 
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Actually, the increase, applied to future years, would be even 
greater, for the municipality expects to purchase somewhat more 
power from SPA than it purchased last year 

It is my understanding that, through the intervention of your sub- 
committee, the Department of the Interior has agreed to a further 
delay of at least 30 days in the submission of the new SPA rate sched- 
ule to the Federal Power Commission. We wish to commend your 
subcommittee for requesting this delay in the filing of the new rates. 

Such a delay will afford an opportunity to your subcommittee as 
well as other interested parties to make a badly needed study of some 
of the factors relating to this requested rate increase, as well as other 
broader questions of public policy which are involved in this matter. 

In connection with such a study, we are pleased that you are giving 
attention to the problem of allocations of cost of Federal multipurpose 
projects. This problem has long been one of concern to our associa- 
tion. As early as September 26, 1949, the board of directors of the 
American Public Power Association adopted a statement of Federal 
power policy which contained the following recommendations: 

(a) Congress should fix policies and practices with respect to the allocation 
of capital at Federal multiple-purpose projects and these policies and practices 
should be uniformly applied upon all projects. 

(6) All administrative action with respect to capital allocations should be 
made subject to review. 

The need for the policies advocated above are clearly indicated in 
connection with the current rate problem facing the Southwestern 
Power Administration, for it is our understanding that one of the 
principal factors which has necessitated the request for a rate increase 
is the change in the method of cost allocation used by SPA. 

While earlier SPA rate schedules were established on the basis of 
an allocation of costs utilizing the incremental costs formula, the new 
rates which have been proposed are based on the application of the 
separable costs-remaining benefits formula. 

This latter formula results in a sharply increased allocation of 
costs to power. As other witnesses have already testified in some 
detail, the use of the separable costs-remaining benefits formula is 
contrary to legislative history, which strongly: supports the use of 
the incremental costs formula for the projects in the SPA area, in- 
asmuch as these projects were built primarily for the purpose of flood 
control. 

The effect.of using the separable costs-remaining benefits formula 
rather than incremental costs is shown graphically in computations 
which I have made from a table submitted by Assistant Secretary 
Aandahl in his testimony before your subcommittee on February 28. 

The table headed “Investment—<Allocation of investment (1954 
studies)” shows that in the case of the Denison and Norfork projects. 
the use of the incremental costs formula resulted in the allocation of 
31.9 percent and 46.6 percent, respectively, to power. 

On the other hand, the use of the separable costs-remaining bene- 
fits formula, as applied to the following projects, showed these allo- 
cations of the total cost to power: Bull Shoals, 57.6 percent; Fort 
Gibson, 37.3 percent; Tenkiller Ferry, 51.7 percent; Blakely Moun- 
tain, 75.3 percent; Table Rock, 76.7 percent. 

The average allocation of power in the two projects—Denison and 
Norfork—which were computed on the basis of the incremental costs 
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formula is 39.3 percent, whereas the average allocation of costs on 
the projects computed on the basis of the separable costs-remaining 
benefits formula is 59.7 percent. 

This change in the ground rules—namely, the substitution of the 
~eparable costs-remaining benefits formula for that of the incre- 
nental costs formula—is a serious one for the SPA customers. The 
nevitable increase in the burden on power which results from the 
use of this formula not only makes Fificult the problem of future 
planning, but also upsets the conditions upon which certain obliga- 
‘ions have been incurred in the past. 

As you are aware, your subcommittee’s study of the problem of cost 
«llocations and the procedures relating to the fixing of such alloca- 
tions affects not only the SPA area, but also other areas where Federal 
power is marketed. 

For example, I would like to call to your attention a situation in 
the Pacific Northwest which is indicative of the serious nationwide 
mplications of this problem. 

On December 4, 1953, the Federal Power Commission announced 
the allocation of costs on the McNary project on the Columbia River 
n Oregon and Washington. This allocation, which also was made 
iwcording to the separable costs-remaining benefits formula, resulted 
n the assignment of 9714 percent of the joint costs of the project to 
power, or 92 percent of the total costs. 

On December 10, 1953, Gus Norwood, executive secretary of the 
Northwest Public Power Association, an organization of local pub- 
licly and cooperatively owned utilities, wrote the Chairman of the 
Federal Power Commission that the local public and cooperative 
electric systems in the Pacific Northwest— 
have an economic interest in the fairness of the allocation of McNary Dam joint 
osts since the artificial increasing of the proportionate burden upon power would 
reflect itself in the form of an increase in power rates. 

A second concern is that an unwise allocation of joint costs at McNary Dam 
would stand as a precedent for future projects. Thirdly, an unwarranted 


increase in power rates would have an adverse affect upon the economy of the 
l’acifie Northwest. 

Fourthly, an unfair allocation to power may preclude non-Federal agencies 
from constructing multiple-purpose projects since the share which the Federal 
Government might pay on the basis of such allocations would undervalue the 
inonpower functions. 


lifthly, the overburdening of power may retard or stop all future navigation 
rojeets on the Columbia River. 

On January 4, 1954, the Northwest Public Power Association peti- 
\1oned the FPC for intervention in this matter, and at the same time 
applied for a rehearing. In its petititon for a rehearing, the asso- 
ciation cited nine errors of the Commission in its allocation of costs 
to the MeNary project, and maintained that the legislative history 
of this project supports, at the very least, a 20-percent allocation 
of total costs to navigation. 

Furthermore, the association stated that if the Bonneville project 
illocation were to be used as a precedent, at the very maximum there 
would be a 50-percent allocation of joint costs to power. 

Mr. Chairman, during the past week or so, I have had occasion 
(o study in some detail the legislative history of the McNary Dam 
project, and this legislative history supports in great detail the sound- 
ness of basing far more than 214 percent of the allocation of the joint 
costs of that project to navigation. 
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For example, I would like to read to you just one quotation from 
the hearings which were held on this project before the Committee 
on Rivers and Harbors, House of Representatives, 76th Congress, 
Ist session, on the subject of improvement of the Columbia River in 
Oregon and Washington. 

This was on April 17, 1939. 

The transcript on page 15 of the hearings reads as follows: 

Congressman DonpeEro. I think Colonel Robbins (of the Army Corps of Engi- 
neers) justifies a statement on page 10 of the report which shows that 80 percent 
power and 20 percent navigation is correct because you will find that the navi- 
gation benefits as stated on that page are $955,000, and the amount charged 
to power is $7,835,000, and his testimony has confirmed that. 

Colonel Rossins. The great need for the project is for navigation and not for 
power. 

Congressman ENGLe. There is no power involved in this proposal before the 
committee now, is there Colonel Robbins? 

Colonel Rogpsins. No, sir; not a bit. 

Congressman ENGLE. It is purely navigation. 

In spite of the above testimony, only 214 percent of the joint costs 
were assigned to navigation. 

There is one other point on this subject that I would like to mention. 
Before General Itschner testified before this committee the other day, 
I had occasion to discuss with him a report which the Army Corps of 
Engineers is preparing now on navigation benefits on the Columbia 
River, and General Itschner told me that although that report had not 
yet been completed, in its preliminary form it shows that there are 
substantially increased benefits to navigation from the projects on the 
Columbia River in comparison with the estimates that were made at 
the time the projects were authorized. 

So actually, if there is any current evaluation, it would show even 
greater benefits to navigation than were estimated in 1939. 

On January 27, 1954, the Federal Power Commission advised the 
Northwest Public Power Association that it had declined to accept the 
association’s petition for intervention and application for rehearing 
in the McNary project allocation of costs. 

The Commission stated that— 
in carrying out its function of allocating the costs for the McNary project the 
Commission acts solely under the authority of the River and Harbor Act of 1954 
and the provisions of the Bonneville Act therein referred to. 

You will note that these statutes make no provision for the intervention by 
other parties in the proceeding whereby the Commission determines the alloca- 
tion of costs of the project. 

Likewise, there is no provision requiring the Commission to hold hearings, 
prescribing its procedure, or providing for judicial review of the Commission 
action. 

Consequently, we can find no legal basis for the Commission entertaining a 
petition for intervention or an application for rehearing in connection with the 
performance of its function under these statutes. 

On March 4, 1954, in response to a letter of February 3, 1954, from 
the Northwest Public Power Association, the Commission declared 
that it had given further consideration to these petitions, but again 
declined to permit the association to intervene or to be heard on this 
matter. 

The Commission’s letter of March 4, 1951, to the Northwest. Public 
Power Association stated, in part, as follows: 


Inasmuch as neither the Bonneville Act, the River and Harbor Act of 1954, nor 
the Administrative Procedure Act contains provisions requiring the Commission 
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to permit intervention or to hold hearings in determining project costs allocations, 
jt must be concluded that the Congress intended to commit such determinations 
to the Commission’s discretion. 

The Commission’s action is hence not subject to judicial review under either 
the River and Harbor Act of 1945, the Bonneville Act, or section 10 of the 
Administrative Procedure Act. 

In the face of this situation, as well as the situation prevailing in the 
SPA area, it is clear that action by Congress is needed if uniform 
olicies governing cost allocations are to be followed and if those most 
directly affected by allocations of cost are to have a voice in the estab- 
lishment of these allocations. 

A closely related problem to that of the allocation of costs is the 
question of the amortization period used for Federal projects. Al- 
though our association has not taken a stand on this matter, at the 
present time, we note that a 50-year payout period is used in connection 
with the SPA projects and that this period is used commonly in 
connection with many other Federal power projects. 

However, there is reason to believe that a — payout period may 
be appropriate. I call your attention to the fact that the Federal 
Power Commission, in its publication entitled, “Electric Utility De- 
preciation Practices, 1951,” estimates the life of a hydro plant at 69 
years, but this is a composite figure including the dam, structures, and 
improvements, water wheels, turbines, generator, and accessory equip- 
ment. Though not specific ally stated, the obvious conclusion is that 
the estimated ‘life of the dam is longer than 69 years because this figure 
averages In components of comparatively shorter life. 

Again, the United States Treasury Department, Bureau of Internal 
Revenue, in its Bulletin F : Income Tax Depreciation and Obsolescence, 
Estimated Useful Lives and Depreciation Rates, indicates 150 years as 
the useful life of adam. This estimate was made for tax purposes. 

Still another reference of interest is the Hydroelectric Handbook, 
second edition, by William P. Creager and Joel D. Juston. Table 4, 
entitled “Useful Life of Elements of Hydroelectric Development,” 
page 234, indicates that for earth dams, mass concrete and masonry 
dams, the estimated useful life is believed to be indefinite if these 
structures are properly repaired and maintained. 

In view of these and other references, it would seem appropriate for 
your subcommittee, in considering the general problem of cost alloca- 
tion and procedures for the establishment of rates, to investigate also 
the desirability of permitting a longer amortization period for hydro- 
electric projects. 

In connection with the proposed SPA rate increase, I believe there 
is another highly significant point which should be investigated by 
your subcommittee, and that is the effect of such a rate increase on the 
general level of rates in the area. 

I respectfully call your attention to table 3 on page 231 of volume 1 
of the 1950 report of the President’s Water Resources Policy Commis- 
sion. This table, which is appended to my statement as exhibit B, 
shows a steady decline in the period of 1941-50 in the wholesale rates 
of private utilities to rural electric cooperatives in Texas and Okla- 
homa. 

The Commission attributed this decline to the fact that there was 
competition in those States from SPA and local public agencies. On 
the other hand, the table shows substantially no change, in the same 
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period, in the wholesale rates charged to rural electric coope sratives in 
Colorado and in the northeastern portion of the United States. 

The table, incidentally, shows that the wholesale rates to the co-ops 
in Oklahoma and Texas were cut pr actically in half during this period, 
and that the co-ops in these States in 1950 were paying less than half 
the cost charged by the private utility suppliers in Colorado and the 
Northeastern States. 

I call this fact to your attention because of the apparent bellwether 
or “yardstick” effect of SPA rates on the general rate level prevailing 
in the area 

In connection with your consideration of the request for the increase 
in SPA rates, we hope you will consider the possible repercussions of 
the SPA rate change on the rates of other wholesale suppliers in the 
area. 

In closing, I again want to express our association’s appreciation 
to your subcommittee for your helpful interest in problems which are 
of importance not only in the Southwestern Power Administration 
area, but nationally. 


Senator Kerr. Thank you very much, Mr. Radin, for a good state- 
ment. 

Mr. Exxis. Mr. Chairman, may I make one very short statement ? 

Senator Kerr. Yes, indeed, Mr. Ellis. 

Mr. Exxis. I think in view of all that you have heard here, and in 
view of the grave economic situation that exists in the Southwest, that 
there is a critical situation existing because of this power rate increase 
and cost reallocation proposal, and I want to urge this committee to 
vote out at the earliest possible time this bill w hich you and others 
have introduced, S. 3338, and urge the Congress to give it some priority 
and to pass it, because I think it is necessary, in view of the situation 
that exists. 

Senator Kerr. Thank you, Mr. Ellis. I personally feel it is neces- 
sary, and I might say it is my hope, that one of the bills that will be 
considered by the committee when it reassembles on the 21st is that 
bill. It is my hope that the subcommittee then, when it goes into 
session on it, will take the hearings that have been held here by these 
joint committees and use them as the hearings on that bill, in order 
that the hearings might then be printed and available, not only to 
the committee and members of the joint committees, but also to you 
and others who will be interested in having a copy of the hearings, 
and it is my hope that we can get the bill reported out and passed. 

Mr. Euuis. By saying that, I don’t mean to imply that we don’t 
want substantive relief, too, from this committee, but we need this 
quickly. 

Senator Kerr. We regard that bill purely as a stopgap to give us 
an additional amount of time in which to try to get a policy formu- 
lated by the Congress. 

Mr. Exits. I refer, of course, to the Carl Albert and Jim Trimble 
bills, as well, because they go to the same point. 

Senator Kerr. Yes. The record will be kept open. 

For instance, I have a telegram here from Dudley Sanford, execu- 
tive vice president, Union Electric Company of Missouri, in which 
he refers to the proposed plan they have to build their own hydro- 
electric project to develop peaking power, and the hearings will be 
kept open for the insertion of additional statements. 
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Incidentally, I would like this telegram inserted in the record at 
this point, 
(The above-mentioned document is as follows:) 


St. Lours, Mo., March 8, 1956. 
Hon. Ropert S. Kerr, 
Chairman, Subcommittee on Flood Control, Rivera and Harbors Committee 
on Public Works, United States Senate, 
Washington, D.C. 

Reurtel to Harold Gove, investigations are being made to determine the 
feasibility of a pump hydro project near St. Genevieve. Such project would con- 
<ist of two lakes, to be formed in a small creek valley, from the lower of which 
captive water would be pumped to the higher during offpeak, nights and week- 
nds, using steam power then available from our system plants, and allowed 
© flow back through turbines as needed to provide power during peak load 

eriods. Studies are in a very preliminary stage. We inust first determine 
whether the site is practical and then determine what capacity can be provided 
(which may ultimately exceed 800,000 kilowatts), the probable construction and 
operating costs and compare them against the costs of equivalent steam-plant 
capacity to see if feasible. As more steam generated electricity would be used 
in pumping than would be produced from the hydro generation, project would be 
feasible only if its fixed charges would be sufficiently less than those for steam 
to offset higher operating costs. From this you will see that it is entirely too 
early to consider methods of financing. 

DupDLEY SANFORD, 
Executive Vice President, Union Electric Company of Missouri. 

Mr. McDonaxp. Mr. Chairman, on behalf of the National Farmers 
Union, I would also like to endorse this bill which Mr. Ellis has dis- 
cussed. 

Mr. Kerr. Thank you very much. 

Mr. Rapin. I would like to do the same for the American Public 
Power Association, although I did not say so in my statement. 

Senator Kerr. Fine. 

Senator Gore. Mr. Chairman, could I ask one of these gentlemen 
just one quick question to which they can give a quick answer, if they 
have a mind to? 

Senator Kerr. Yes, indeed. 

Senator Gore. Do you or do you not think it is a matter of national 
urgency that the Congress untie the Government’s hands in order that 
we may proceed for the development of atomic electric power? 

Mr. Raprn. I don’t know to whom that question was specifically 
addressed, by my answer, Senator Gore, is that there is not only an 
urgent national need for prompt and vigorous development of atomic 
power, but I think that international considerations make it of ex- 
treme urgency to have a prompt development of our atomic power 
resources, 

I think that the record is clear that we are lagging in this program 
ind it is of the most urgent possible importance for the Congress to 
do as you suggested. 

Mr. Exnis. I would like to add to that, Mr. Chairman, if I may. 1 
think we are getting no program out of the Atomic Energy-less Com- 
mission, and we are not going to get any and we have got to have both 
some revision of the law and a directive from the Congress to even 
vet started. We are not getting started in an atomic energy reactor 
program and the rural electrics are being excluded absolutely. 

Senator Kerr. Thank you very much. 
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Now, we have to go to the floor, so we are going to recess and wil] 
reassemble on March 21, Wednesday, 10 o’clock, when the committee 
will take up the bills pending before it. 

(Whereupon, at 11:45 p. m., the hearing was adjourned.) 

(There follows additional information on the subjects under discus 
sion during the hearings. ) 
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INTRODUCTION 


The Southwestern Power Administration was set up on August 31, 1943, as 
an agency of the United-States Department of the Interior to carry out the 
functions of that Department with respect to: (1) the marketing and distribu- 
tion of power from the Denison Dam in Texas and the Norfork Dam in Arkansas, 
both constructed by the War Department; and, (2) the completion of construction 
of, the physical operation of, and the marketing and distribution of power from 
the Grand River Dam in Oklahoma. 

The Grand River Dam, constructed by the State of Oklahoma through the 
medium of a loan and grant from the Federal Government as a part of the 
Federal public-works program, was taken over by the United States Government 
from the State of Oklahoma under section 16 of the Federal Power Act, in 
November 1941, to be completed and operated by the Government to furnish 
power for the Nation’s defense and war effort. Operation with respect to the 
Grand River Dam was carried on under the Federal Works Agency from 
November 1941, until September 1, 1943, at which time this function was trans- 
ferred to the Department of the Interior. 

The functions of the Department of the Interior, carried out by the South- 
western Power Administration with respect to the Denison, Norfork, and Grand 
River Dams, were authorized for, and were to be carried out during the current 
war emergency and for such time thereafter as was ordered by the President 
of the United States. Section 16 of the Federal Power Act under which the 
Grand River Dam project was taken over by the Government provides that the 
project be returned to its owner, the State of Oklahoma, when it is no longer 
required, in the opinion of the President, in the interest of national safety. 

The entire electric output from the Grand River Dam, since completion of the 
necessary transmission facilities in August 1942, has been devoted almost ex- 
clusively to the war effort and the entire electric output from the Denison and 
Norfork Dams has been made available to meet critical power needs of the area 
ever since their completion and commencement of full operation in March 1945. 

The Flood Control Act of December 1944 (H. R. 4485), which authorized the 
construction of a number of dams for flood control and other purposes, provided 
in section 5 as follows: 

“Sec. 5. Electric power and energy generated at reservoir projects under the 
control of the War Department and in the opinion of the Secretary of War not 
required in the operation of such projects shall be delivered to the Secretary 
of the Interior, who shall transmit and dispose of such power and energy in 
such manner as to encourage the most widespread use thereof at the lowest 
possible rates to consumers consistent with sound business principles, the rate 
schedules to become effective upon confirmation and approval by the Federal 
Power Commission. Rate schedules shali be drawn having regard to the recovery 
(upon the basis of the application of such rate schedules to the capacity of the 
electric facilities of the projects) of the cost of producing and transmitting such 
electric energy, including the amortization of the capital investment allocated to 
power over a reasonable period of years. Preference in the sale of such power 
and energy shall be given to public bodies and cooperatives. The Secretary of 
the Interior is authorized, from funds to be appropriated by the Congress, to 
eonstruct or acquire, by purchase or other agreement, only such transmission 
lines and related facilities as may be necessary in order to make the power and 
energy generated at said projects available at wholesale quantities for sale on 
fair and reasonable terms and conditions to facilities owned by the Federal 
Government, public bodies, cooperatives, and privately owned companies. All 
moneys received from such sales shall be deposited in the Treasury of the 
United States as miscellaneous receipts.” 

Included among reservoir projects under the control of the War Department, 
covered in section 5 of the Flood Control Act, are a number of projects on the 
watersheds of the White, Arkansas, Red, Neches, Ouachita and Brazos Rivers. 
Several of these projects are completed, some projects are under construction, 
other projects are authorized but not appropriated for, and stll other projects 
are under study and a request will ultimately be made to authorize and construct 
them. In addition to the watersheds mentioned above, the War Department is 
studying other watersheds in the Southwestern area on which projects may later 
be authorized and constructed. 

The Secretary of the Interior has designated the Southwestern Power Adminis- 
tration as the agency to carry out the functions of the Secretary as provided in 
section 5 of the Flood Control Act of December 1944, with respect to the water- 
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sheds of the White, Arkansas, Red, Neches, Ouachita, and Brazos Rivers. If 
nrojects be authorized and constructed on other watersheds in this immediate 
area, it is contemplated that the functions of the Secretary, as provided in 
section 5 of the Flood Control Act, with respect to such projects, will also be 
assigned to the Southwestern Power Administration. 

Prior to the passage of the Flood Control Act, the Southwestern Power Admin 
istration was working with the Rural Electrification Administration, a number 
of public bodies and municipalities, new and existing industries and existing 
utlity systems on the problems of distribution and marketng of power from the 
Norfork, Denison, and Grand River Dams on the basis of independent or only 
partially integrated operation of the projects. Efforts in this regard were 
seriously handicapped by lack of authority for operations beyond the duration 
of the war emergency, by no provision for integration of the projects’ operation 
and by the peculiar situation of the Grand River Dam project returning to State 
operation after termination of the war emergency. It was impossible to make 
any definite plans or to furnish any prospective power consumer with definite 
information regarding power service after the termination of the war emer 
gency. The three projects have inherent physical characteristics, and design 
features as well, which require them to be operated as peaking plants and this 
practically precluded plans for their reasonable use as independent power sup- 
plying units. These handicaps and difficulties were entirely removed with the 
passage of the Flood Control Act and the primary purpose of this report is to 
present a comprehensive plan for the proper and full utilization of all of the 
hydroelectric developments in the area under control of the War Department. 
Such a plan must necessarily provide for the full integrated operation of the 
plants, not only with each other, but with existing utility systems, both public 
and private, and with such other fuel generating plants as are required as a part 
of the program to utilize fully the entire hydroelectric power capacity of the 
developments. 

This report proposes to present a short and concise statement of: 

The comprehensive program necessary to be carried out over a period of 
years to effectuate the provisions of the Flood Control Act of December 1944; 

The cost of carrying out such a program: 

The results that would be secured from the program ; 

The orderly manner in which the various Component parts of the program 
should be developed to fit in with other features of the water conservation 
program ; and 

The necessity of maintaining sufficient flexibility in the overall compre- 
hensive program to permit of its modification to meet the changes in: (a) 
other features of the water conservation program that are inevitable; 
(b) regional growth and development that cannot now be estimated or pre- 
dicted ; and (c) the requirements of proper integration with existing utility 
systems and the mutual use of facilities wherever feasible and possible. 


AUTHORITY FOR REPORT 
UNITED STATES DEPARTMENT OF THE INTERIOR 


WASHINGTON 


NOVEMBER 21, 1945. 
Order No. 2135 


Subject: Disposition by Southwestern Power Administration of surplus electric 
energy from cetrain reservoir projects under the control of the War Depart- 
ment, and related matters. 


I 


The Administrator of the Southwestern Power Administration (hereinafter 
called the Administrator) is hereby designated the marketing agent for the sur- 
plus electric energy, directed by the act of December 22, 1944 (58 Stat. 887), 
to be marketed by the Secretary of the Interior, that is generated at the follow- 
ing projects under the control of the War Department : 


RED-OUACHITA RIVER BASIN 


1. The Blakely Mountain Dam project on the Ouachita River in Arkansas, 
authorized by the act of December 22, 1944 (58 Stat. 887, 895). 
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2. The Denison Dam and Reservoir projects on the Red River in Texas and 
Oklahoma, authorized by the act of June 28, 1938 (52 Stat. 1215, 1219). 

3. The Narrows Dam and Reservoir project on the Little Missouri River in 
Arkansas, authorized by the act of August 18, 1941 (55 Stat. 638, 645), and the 
act of December 22, 1944 (5S Stat. S87, 895). 


WHITE RIVER BASIN 


4. Norfork, Bull Shoals, and Table Rock Dam and Reservoir projects, approved 
in the act of June 28, 19388 (52 Stat. 1215, 1219) as modified by the act of August 
18, 1941 (55 Stat. 638, 645). 


ARKANSAS RIVER BASIN 


5. The Fort Gibson and Markham Ferry Dam and Reservoir projects on the 
Grand River in Oklahoma and Missouri, approved in the act of August 18, 1941 
(55 Stat. 638, 645). 

6. The Nimrod Dam and Reservoir project on the Fourche La Fave River in 
Arkansas, approved in the act of June 28, 1938 (52 Stat, 1215, 1218). 


BRAZOS RIVER BASIN 


7. The Whitney Dam and Reservoir project on the Brazos River in Texas, 
authorized by the act of August 18, 1941 (55 Stat. 638, 642) and the act of Decem- 
ber 22, 1944 (58 Stat. 887, 899). 


NECHES AND ANGELINA RIVERS, TEX. 


8. The Rockland Reservoir project on the Neches River, the McGee Bend 
Reservoir project on the Angelina River, and power dams A and B on the Neches 
River below Rockland Dam, authorized by the act of March 2, 1945 (Public Law 
14, 79th Cong., Ist sess.). 


GUADALUPE RIVER, TEX. 


9. The Canyon Reservoir project authorized by the act of March 2, 1945 (Public 
Law 14, 79th Cong., 1st sess.). 

The Administrator also shall be the marketing agent for surplus energy avail- 
able to the Secretary for disposition through the Administrator from all other 
projects that are built by the United States Army Corps of Engineers in the area 
which is defined as comprising the States of Arkansas and Louisiana, that part 
of the States of Kansas and Missouri lying south of the Missouri River Basin, 
and east of the 98th meridian, and that part of the States of Texas and Oklahoma 
lying east of the 99th meridian and north of the San Antonio River Basin. 

The duties of the Administrator hereunder shall be in addition to his duties in 
connection with the management and operation of the Grand River Dam project 
and the marketing of energy available therefrom and from the Denison and Nor- 
fork Dam projects in accordance with Executive Order 9366 (8 F. R. 10699), 
Executive Order No. 9373 (8 F. R. 12001), and Departmental Order No. 1865. In 
view of the increased responsibilities of the Administrator, this order is issued 
to define and amplify existing policies and procedures and relationships of the 
Administrator with the Department as set forth in applicable orders of the 
Secretary, including Order No. 1820 as amended, which is hereby reaffirmed with- 
out modification. 


II 


Subject to all applicable statutes, Executive orders and orders of the Secre 
tary, and within the limits of appropriations that may be available therefor: 

1. The Administrator shall sell and dispose of all electric energy for which he 
is the marketing agent in such manner as to encourage the most widespread 
use thereof at the lowest possible rates to consumers consistent with sound 
business principles, giving preference in sales to public bodies and cooperatives. 
To the extent and in the manner that in his judgment may be necessary or 
appropriate for such effective marketing of the energy available to him, the Ad 
ministrator shall (a) interconnect and arrange for the integrated operation of 
the electric facilities of all projects for which he is hereby made the marketing 
agent of surplus energy; and (6b) interconnect such projects with other electric 
power systems and interchange electric energy with and purchase and sell electric 
energy from and to such systems. The Administrator may exercise the powers 
and functions vested in the Secretary by act of December 22, 1944 (58 Stat. 
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\S7), Executive Orders Nos. 9366 and 9373, including the construction or acquisi- 
tion by purchase or other agreement, and operation of transmission lines and 
ther electrical facilities, and may employ such personnel and take such other 
iction as may be necessary or appropriate to carry out the provisions of this 
rder. 

» The Administrator may make such surveys, investigations, studies, and 
nformational reperts and may undertake, cooperate, or participate in such en- 
vineering, research, and demonstrational work as he may determine to be useful 
and appropriate to aid the development of markets for the disposition of surplus 
electric energy for which he is the marketing agent, hte widespread distribution 
and abundant utilization of such energy for industrial, domestic, agricultural, 
and other purposes. So far as practicable the Administrator shall consult and 
cooperate with the several Federal agencies, including agencies within the De- 
partment of the Interior, having an interest in the economic development of the 
area, and with the States and public and cooperative agencies therein, in the 
collecting and dissemination of information and data, the development of plans 
and the research and demonstrational work contemplated by this order. 

3. To provide the widest possible use of and reasonable outlets for electric 
energy marketed by the Administrator and the purchase thereof by the ultimate 
consumer at the lowest possible rates consistent with sound business principles, 
and to prevent the monopolization of such energy by limited groups, the Admin- 
istrator, to the extent and in the manner that in his judgment may be required, 
shall advise and assist public bodies and cooperatives who are purchasers or 
potential purchasers of electric energy from the Administrator in acquiring, 
operating, and maintaining distribution systems, or any portion or portions 
thereof, and related electric facilities and equipment. 

4. The Administrator shall dispose of electric energy under contracts or 
agreements which contain such terms and conditions, including resale rate pro- 
visions, as in the judgment of the Administrator may be desirable and appro- 
priate to effectuate the marketing policies established by the Congress and ex- 
pressed in this Order. Provision shall be made in contracts with privately owned 
utilities engaged in the sale of electric energy to the general public to preserve 
and effectuate the preferential position of public bodies and cooperatives which 
may exist or thereafter be organized and which may desire to become purchasers 
of electric energy from the Administrator. 


It! 


The Administrator shall submit promptly to the Secretary through the Divi- 
sion of Power a monthly and annual consolidated report of power operations, 
covering all projects for which the Administrator is the marketing agent and all 
electrical facilities under the control of the Administrator, that show income and 
expenses, allocation of fixed capital investments, and related financial and sta- 
tistical information connected with the generation, transmission, purchase, and 
sale of electric power and energy by the Administrator. 


IV 


The Administrator shall work out such arrangements with the division and 
district offices of the Corps of Engineers as may be necessary or desirable to 
enable the Administrator to perform his functions and duties hereunder, includ- 
ing arrangements for the exchange of financial information and data, and 
arrangements for the scheduling and delivery of electric power and energy to 
the Administrator for which he is the marketing agent. 


Vv 


For the coordination and integration of the programs, projects, and activities 
of the agencies in the Department having an interest in the development of the 
resources of the area, and for the elimination of waste and duplication of effort. 
the Administrator shall advise such other agencies of the nature, scope, and 
progress of his activities hereunder that may concern or affect the activities of 
such other agencies, and shall make available to them such data and informa- 
tion in relation thereto as may be useful in the performance of their duties. All 
agencies within the Department. including field offices thereof, shall cooperate in 
like fashion with the Administrator. 
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VI 


The Administrator, or such person as he may designate, shall be given oppor 
tunity to participate in the work of any intradepartmental organization or com 
mittee, and any interdepartmental organization or committee on which the De- 
partment has representation, for the making of surveys, investigations, or studies 
affecting power matters in the area. 

SECRETARY OF THE INTERIOR. 


Secrion I. GENERAL DESCRIPTION OF REGION, RESERVOIR PROJECTS, AND PLAN OF 
DISTRIBUTING AND MARKETING POWER 


AREA TO BE SERVED 


The area to be served by hydroelectric projects covered in this report includes 
the States of Arkansas, Oklahoma, Louisiana, southern Missouri, southern Kan- 
sas, and central and northeastern Texas. The outline map on the following 
page indicates the location of the reservoir projects in the area and the main 
transmission line ties necessary for their integration and proper utilization. The 
region covered is within reasonable transmission line distance of integrated 
power producton by the reservoir projects, and it is capable of absorbing the 
output of the hydroelectric projects beneficially and economically. 

This region is one of the Nation’s richest in natural resources, both agricul- 
tural and mineral. Its present economy is largely one of agriculture and extrac- 
tion industries. Cattle, wheat, corn, and cotton are the principal agricultural 
products. Production of oil and gas is a leading industry of southeastern Kansas, 
Oklahoma, eastern Texas, Louisiana, and southern Arkansas. Central Arkansas 
contains the largest supply of high-grade bauxite in the United States. Southern 
Arkansas, eastern Texas, Louisiana, and southeastern Oklahoma have large 
stands of southern yellow pine timber. Eastern Oklahoma, southeastern Kansas, 
and west central Arkansas contain large deposits of coal. Gypsum is abundant 
in western Oklahoma. There are good commercial glass sand deposits in Arkan- 
sas and Oklahoma. Oak timber grows in commercial quantities on the northern 
slope of the Ozarks. One of the Nation’s largest lead and zine fields is in the 
area extending from Joplin, Mo., to Miami, Okla., and in the adjacent corners 
of southeastern Kansas and northwestern Arkansas. 

The region has a diverse climate, ranging from semiarid in the west to humid in 
the eastern areas, and varying topography, including cultivated or open pasture 
plains as well as the hilly country of the Kiamichi Mountains of Oklahoma, the 
Ouachita Mountains in Arkansas, and the Ozark Mountains of northern Arkansas 
and southern Missouri. Rail, air, and highway routes cover the entire area, 
affording excellent transportation to all sections of the country. The population 
of the region has been almost stationary for 15 years, with a slight decline during 
the war years, but is expected to show an upward trend for the next 20 years. 
With an abundance of natural resources, and a population trained to industrial 
work by the war manufacturing plants, the development of adequate low-cost 
hydroelectric power is certain to bring about the balance between industry and 
agriculture which will make the region permanently prosperous. 
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RIVER BASINS 


The Arkansas River rises in the Rocky Mountains near Leadville, Colo., and 
flows southeasterly for 1,450 miles through Kansas, Oklahoma, and Arkansas, 
emptying into the Mississippi River near Arkansas City, Ark. This river and its 
tributaries have a drainage area of 160,500 square miles. In the upper basin 
flood damages are not extensive. However, in the lower basin because of the 
nature of the tributaries there is a crying need for the control of the floodwaters 
which annually cause enormous losses in life and property. The streamflow 
in this region is ample for the development of hyroelectric power on the larger 
tributaries and on the lower reaches of the Arkansas River. The development of 
that portion of the river basin in the area served by the Southwestern Power 
Administration embraces 10 projects, 1 of which has been constructed, Pensa- 
cola; 2 authorized, Fort Gibson and Markham Ferry; and 7 proposed, Tenkiller 
Ferry, Oologah, Webbers Falls, Eufaula, Short Mountain, Ozark, and Dardenelle, 

The White River rises in the Boston “Mountains” in northwestern Arkansas. 
It flows northeasterly 215 miles to the vicinity of Forsyth, Mo., then southeasterly 
505 miles, returning to Arkansas and crossing the State to join the Mississippi 
River 45 miles upstream from Arkansas City. Its watershed, extending from the 
mountainous areas of the Ozark Plateaus to the Mississippi lowlands, includes all 
or part of 41 counties in Arkansas and 21 in Missouri, with a total area of 28,000 
Square miles, and a population of 750,000 in the watershed. The direct flood 
losses for the basin are estimated to average $2,543,000 yearly. This basin is the 
largest potential source of hydroelectric power in the region. In the develop- 
ment of this basin, 1 project has already been constructed, Norfork; 2 author- 
ized, table Rock and Bull Shoals; and 6 proposed, Wolf Bayou, Greers Ferry, 
Blair Creek, Doniphan, Lone Rock, and Gilbert. 

The Ouachita River rises in the western part of Arkansas, flows 605 miles in a 
southeasterly direction across the southwestern corner of Arkansas and the 
northeastern corner of Louisiana, and empties into the Red River 35 miles above 
its mouth. It has a drainage basin of 24,280 square miles with a population in 
1940 of 890,300. Damage for 6 floods during the 14-year period 1927-40 amounted 
to $1,260,000. In this basin two projects have been authorized: Blakely Moun- 
tain and Narrows. 

The Red River rises on the Staked Plains near the east edge of New Mexico, 
flows generally eastward some 800 miles across the Texas Panhandle and be- 
tween the States of Oklahoma and Texas to Fulton in southwestern Arkansas, 
thence south and southeast 463 miles, and enters the Mississippi through Old 
River Landing, 771 miles below Cairo. It has a drainage area of 91,430 square 
miles. Flood damages in the Red River Valley are confined chiefly to the rich 
agricultural lands which embrace over 3 million acres in the alluvial bottoms. 
On this river 1 dam, Denison, has been constructed and 3 proposed, Pine Creek, 
Broken Bow, and Antlers. 

The Brazos River is formed by the Salt Fork and Double Mountain Fork in 
north-central Texas, flows southeast 892 miles and empties into the Gulf of 
Mexico at Freeport, Tex. It has a drainage area of 45,360 square miles. Floods 
are comparatively frequent on this river causing extensive damage to urban 
improvements, and to farm crops and property. It has been estimated that flood 
damages will average $2,500,000 yearly. The Brazos River Conservation and 
Reclamation District, an agency created by the State of Texas in 1929, con- 
structed the Possum Kingdom Dam, 690 miles above the river’s mouth, as a 
WPA project. The construction of an already authorized dam, Whitney, is being 
studied with relation to the above existing dam. 

The Nect:cc River rises 60 miles southeast of Dallas, Tex., flows generally 
southeast 416 miles and discharges into Sabine Lake near the Texas-Louisiana 
State line. It has a drainage area of 10,130 square miles. Angelina River, its 
principal tributary, drains the northern part of the basin, an area embracing 
8,574 square miles. Floods are comparatively frequent on the Neches River and 
its tributary. The losses consist of damages to agricultural property and crops, 
to timberlands, to transportation and communication facilities, and urban im- 
provements at Beaumont. A pressing need in the Neches Valley is an adequate 
water supply in the vicinity of Beaumont. The general plan for development 
of the water resources of the lower Neches Basin provides for the construction of 
two large storage reservoirs and dams, Rockland and McGee Bend, to be operated 
in the combined interests of navigation, flood control, water conservation, and 
power development. It also includes construction of two low-head power dams 


on the Neches River designated as power dams A and B. These four projects 
have been authorized. 
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The Guadalupe River rises 70 miles northwest of San Antonio, flows east 150 
miles to the vicinity of New Braunfels, thence southeast 275 miles through the 
Coastal Plains to empty into the San Antonio Bay, an arm of the Gulf of Mexico. 
It has a drainage area of 6,000 square miles. Floods are comparatively frequent 
on this river and cause extensive damage. The construction of one dam, Canyon, 
for flood control, and streamflow regulation in the interests of navigation and 
power development has been authorized. 


CONSTRUCTED PROJECTS 
White River Basin 


Norfork Dam, located on the North Fork River in Arkansas, was constructed 
by the War Department under the supervision of the Corps of Engineers, United 
States Army, for the combined purpose of flood contro! and the production of 
hydroelectric power. This project is one unit of the comprehensive reservoir 
system to control floods on the White and Mississippi Rivers. 

It is a concrete-gravity type dam, 220 feet high and 2,624 feet long. It pro- 
vides a reservoir with a capacity of 1,983,000 acre-feet, of which 732,000 acre-feet 
are for flood control and 707,000 acre-feet for power with 544,000 acre-feet dead 
storage. This project was placed in operation in June 1944, with 1 unit of 
35,000 kilowatt capacity. Initial development provided for the installation of 
two units, but wartime restrictions prevented temporarily the manufacture of 
the second unit. 

Present installed capacity consists of 1 unit of 35,000 kilowatt. The ultimate 
development provides for 2 units having a total capacity of 70,000 kilowatts. 
Firm annual energy is estimated at 108 million kilowatt-hours, with an average 
annual output of 164 million kilowatt-hours. 

Total project cost, $26,323,000. 


Red River Basin 


Denison Dam, located on the Red River 751 miles above the mouth of the 
river and 5 miles northwest of Denison, Tex., was authorized by the & iood Con- 
trol Act of 1938, and was constructed by the War Department under the super- 
vision of the Corps of Engineers, United States Army, for flood contro! and the 
development of hydroelectric power. The project started operations in June 
1944. At present, only 1 unit of 35,000 kilowatt capacity is in operation because 
of wartime restrictions, but it is anticipated that the second unit of the total 
of 3 will be installed within a short time. Flood protection afforded will accrue 
to lands in four States, Oklahoma, Texas, Arkansas, and Louisiana. 

This dam is an earthen rolled-fill dam, 15,200 feet long, rising 165 feet above 
the stream bed, with a reservoir providing 2,745,000 acre-feet of flood control 
storage, 1,148,000 acre-feet of power storage, and 1,932,000 acre-feet for the 
accumulation of silt and dead storage. 

Present installed capacity consists of 1 unit of 35,000 kilowatts. The ultimate 
development provides for 3 units having a total capacity of 105,000 kilowatts. 
Firm annual energy is estimated at 141 million kilowatt-hours with an average 
annual output of 245 million kilowatt-hours. 

Total project cost, $56,984,000. 




















Installed capacity, Annual output, 
kilowatts Dependable kilowatt-hours | Fi 
Project at capacity, j_ eta ; = 
kilowatts cos 
Initial Ultimate ! Average Firm 

NO rien wae 35, 000 70, 000 60,000 | 164,000,000 | 108,000, 000 $26, 323, 000 
Denison... .._..._- 35, 000 105, 000 90,000 | 245,000,000 | 141, 000, 000 | 56, 984, 000 

S cndensietiintentnniepepiommmms 





Total______- 70, 000 175,000 | 150, 000 409, 00, 000 | 249, 000, 000 | 83, 307, 000 





' The ultimate capacity is the capacity for which there is a foreseeable need. War Department plans in 
some instances provide for greater capacity if needed. 


(Data taken from reports of War Department.) 
AUTHORIZED PROJECTS 


Arkansas River Basin 


Fort Gibson project is located on the lower Grand River, Okla. This reservoir 
will be operated in combination with the Pensacola and Markham Ferry projects 
for flood control and the production of hydroelectric power. Fort Gibson will be 
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essentially a river-run plant operated on storage provided by Pensacola. A\l- 
though there has been no allocation of capacity at either Pensacola, Markham 
Ferry, or Fort Gibson for the needs of navigation, the regulation of flow which 
the plan insures in time of flood, due to the flood-control allocations, and in time 
of lower waterflow, due to the power allocations, is expected to improve naviga- 
tion conditions in the Arkansas River below. 

This dam will be a concrete-gravity structure, 115 feet high, 2,797 feet long, 
providing a reservoir capacity of 1,287,000 acre-feet, of which 922,000 acre-feet 
will be for flood control and 365,000 acre-feet for dead storage. 

Initial and ultimate installed capacity will consist of 4 units of 11,250 kilowatts 
each, a total of 45,000 kilowatts. Firm annual energy is estimated at 94,600,000 
kilowatt-hours with an average annual output of 190 million kilowatt-hours. 

Total project cost, $21,435,000. 

Markham Ferry project, located on the Grand River in Oklahoma, will be 
operated as a combined flood control and hydroelectric power project. The dam 
will be of the concrete-gravity type, 90 feet high and 3,864 feet long, providing a 
reservoir storage of 420,000 acre-feet, of which 233,000 acre-feet will be for flood 
control and 187,000 acre-feet for dead storage. 

Initial and ultimate installed capacity will consist of 4 units of 11,250 kilowatts 
each, a total of 45,000 kilowatts. Firm annual energy is estimated at 86 million 
kilowatt-hours with an average annual output of 170 million kilowatt-hours. 

Total project cost, $15,410,000. 

White River Basin 

Table Rock project on the White River in Missouri will be developed for the 
purpose of flood control and the production of hydroelectric power. The stream- 
flow regulation resulting from this reservoir will increase materially the power 
output at the proposed Bull Shoals Dam if the two projects are constructed and 
operated as a unit for the control of floods and the generation of power. This dam 
will be a concrete-gravity structure, 206 feet high, 4,600 feet long, providing res- 
ervoir storage of 3,348,000 acre-feet, of which 522,000 acre-feet will be for flood 
control, 1,805,000 acre-feet for power and 1,021,000 acre-feet dead storage. 

Initial and ultimate installed capacity will consist of 2 units of 42,000 kilowatts 
each, a total of 84,000 kilowatts. Firm annual energy is estimated at 329 million 
kilowatt-hours with an average annual output of 372 million kilowatt-hours. 

Total project cost, $44,159,000. 

Bull Shoals project, located on the White River in Missouri, is a unit of the 
general comprehensive plan for flood control and the production of hydroelectric 
power in the White River Basin. It will operate in conjunction with the Table 
Rock and Norfork projects. In addition the Bull Shoals project will provide 
a regulatory effect on the proposed downstream Wolf Bayou project. This dam 
will be of the concrete-gravity type, 223 feet high and 2,235 feet long. It will 
provide a reservoir with a capacity of 2,750,000 acre-feet, of which 2,155,000 
acre-feet will be for flood control and 595,000 acre-feet for power. 

Initial and ultimate installed capacity will consist of three units of 42,000 
kilowatts each, a total of 126,000 kilowatts. Firm annual energy is estimated 
at 530 million kilowatt-hours with an average annual output of 576 million 
kilowatt-hours. 

Total project cost, $38 million. 


Ouachita River Basin 


The Narrows dam on the Little Missouri River which flows into the Ouachita 
River 27.6 miles above Camden, Ark., will be a concrete gravity structure, 144 
feet high, 790 feet long with a reservoir providing a storage of 410,000 acre-feet, 
of which 125,000 acre-feet will be for flood control and the remainder, 285,000 
acre-feet, for power and dead storage. 

Initial and ultimate installed capacity will consist of 2 units of 8,500 kilowatts 
each, a total of 17,000 kilowatts. Firm annual energy is estimated at 16 million 
kilowatt-hours with an average annual output of 25 million kilowatt-hours. 

Total project cost, $6,470,000. 

The Blakely Mountain project is located on the Ouachita River near Hot 
Springs, Ark. This multipurpose project has been authorized for flood control 
and production of hydroelectric power. The dam will be an earth rock-fill dam, 
217 feet high, 1,114 feet long, creating a reservoir with a capacity of 1,915,000 
acre-feet, of which 525,000 acre-feet will be for flood control, 905,000 acre-feet for 
power, and 485,000 acre-feet for dead storage. 
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Initial and ultimate installed capacity will consist of 2 units of 19,000 kilowatts 
each, a total of 38,000 kilowatts. The firm annual energy is estimated at 
83 million kilowatt-hours with an average annual output of 116 million kilowatt 
hours. 

Total project cost, $10,630,000. 


Brazos River Basin 


The Whitney project is located on the Brazos River near Whitney, Tex., and 
has been authorized for flood control and hydroelectric power. Except for a 
few uncoordinated improvements, the entire watershed is practically without 
tlood protection and development of the Whitney multipurpose project will be an 
important unit in any plan for the Brazos River Basin. This dam will be a 
concrete structure 116 feet hich, 1,870 feet long, with a reservoir having a 
capacity of 721,000 acre-feet, of which 491,000 acre-feet will be for flood control, 
129,000 acre-feet for power and 101,000 acre-feet dead storage 

According to data obtained from the War Department, this project will have 
a final installed capacity of 33,600 kilowatts and an average annual energy 
output of 78 million kilowatt-hours. 

At the present time the project is being restudied by the War Department and 
the results of this study are expected to be available before the end of 1945 
Veches River Basin 

Rockland Dam on the Neches River 38.5 miles above its junction with the 
Angelina River, and 164.5 miles above its mouth, will be an earth-fill dam, 100 
feet high, 12,560 feet long, creating a reservoir with a capacity of 2,860,000 acre- 
feet of which 635,000 acre-feet will be for flood control 1,488,000 acre-feet for 
power and 737,000 acre-feet for dead storage. 

War Department plans call for an installed capacity of 33,000 kilowatt 
with an average annual energy output of 73, million kilowatt-hours for this 
project. 

McGee Bend Dam on the Angelina River, 25.2 miles above its mouth will be 
an earth-fill dam 106 feet high, 10,320 feet long, providing a reservoir with a 
capacity of 3,971,000 acre-feet, of which 723,000 acre-feet are for flood control, 
2,542,000 acre-feet for power and 906,000 acre-feet for dead storage. The Rock 
land and McGee Bend Reservoirs are to be operated in the combined interests 
of navigation, flood control, water conservation, and power development. 

According to latest plans of the War Department, the power installation recom 
mended for this project is 56,000 kilowatts. The annual average energy output 
is estimated to be 115 million kilowatt-hours. 

Power dam A is located on the Neches River between the Rockland Dam and 
the mouth of the Angelina River. It is to be a concrete channel dam 24 feet 
with movable gates and a powerhouse. The function of this project is limited to 
power development. Its purpose is to develop the available fall in the Neches 
River below the Rockland Dam and above the tail water of the McGee Bend Dam 
It is designed to operate synchronously with the Rockland project 

War Department plans call for an installed capacity of 6,000 kilowatts with 
an average annual energy output of 15 million kilowatt-hours for this project 

Power dam B is also located on the Naches River 12.4 miles below the mouth 
of the Angelina River. It is to be a concrete and earth levee dam 49 feet high 
and 5,800 feet long. The function of this reservoir is mainly to regulate the 
daily fluctuations in discharge from the turbines in the upper projects when 
they are developing power under a 25 percent load factor. This regulation is 
deemed advisable in the interest of navigation and in the interest of insuring 
a regular supply of water for irrigation and municipal uses in the lower portion 
of the river. 

According to latest War Department plans, the power installation recom 
mended for this project is 8,000 kilowatts. The average annual energy output is 
estimated to be 48 million kilowatt-hours. 

(iuadalupe River Basin 

Canyon Dam site is located on the Guadalupe River 7 miles upstream from 
New Braunfels. This dam is to be a concrete-gravity structure creating a reser 
voir having a storage capacity of 563,000 acre-feet of which 150,000 acre feet 
will be for flood control and 383,000 acre-feet for power. This project will be 
constructed in the combined interests of flood control, hydroelectric power and 
stream flow regulation. 

House Document 247, 76th Congress, Ist session, shows an installed capacity 
of 7,000 kilowatts with a firm annual energy output of 15,700,000 kilowatt-hour 

Total project cost, $4,800,000. 
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TABLE 1—Summarized data on authorized projects 


: Annual output, 
Installed capacity, Depend- millions of 
- kilowatts able kilowatt-hours First 
Project atl 7 a % capacity, cost 
kilowatts 
Initial | Ultimate! Average | Firm 
Fort Gibson. ..........-- ae 45, 000 45, 000 | 45, 000 190 95 | $21, 435, Oo 
Markham Ferry.. SE 45, 000 40, 000 170 86 15, 410, 000 
Table Rock ianiatiladi da otis deciddedenais 84, 000 | 84, 000 64, 000 372 329 | 44, 159, 000 
Bull Sho,ls - ° _ 126, 000 | 126, 000 122, 000 576 530 38, 000, 001 
N arrows ; oe 17, 000 | 17, 000 12, 000 25 16 6, 470, 000 
Bl kely Mountain -._._-- 38, 000 | 38, 000 32, 000 116 83 10, 630, 001 
Whiwy. ........- oe emiaed . ‘ 22, 400 | 33, 600 | 23, 000 | 78 29 iodit> waiatekdie 
Rockland 7 atineeaiie asia 33, 000 33, 000 22, 000 73 ee: 
McGee Bend ea ae _| 56,000 | 56, 000 38, 000 115 67 
Power dam A ean eae 6, 000 | 6, 000 | 5, 000 15 9 
NN EE isi bo acdecticsbkeq 8, 000 | 8, 000 7, 000 48 39 
re a 480, 400 | 491, 600 410, 000 1, 778 1,321 |.. 
Canyom ?........... s eats i 216 |_- : 
Tot J) authorized _. 480, 400 | 491, 600 410, 000 1,778 1, 321 
Total authorize i and completed ..., 620,400 666, 600 560, 000 2, 217 OOO Tectnnacnse- 


1 The ultimate capacity is the capacity for which there is a foreseeable need. War Department plans i: 
some instances provide for greater capacity if needed. 
2 This project being restudied; data not included in total. 


PROPOSED PROJECTS 
Arkansas River Basin 

Tenkiller Ferry project located on the Illinois River, Okla., has been approved 
for flood control. The proposed project contemplates an increase in the height 
of the dam to provide additional storage capacity for power development. 
Tenkiller Ferry Dam would be an earth-iill dam 184 feet high and 2,950 feet 
long, creating a reservoir with a capacity of 1,250,000 acre-feet, of which 600,000 
acre-feet would be for flood control, 345,000 acre-feet for power and 285,000 
acre-feet dead storage. 

Initial and ultimate installed capacity would consist of 2 units of 14,000 
kilowatts each, a total of 28,000 kilowatts. Firm annual energy is estimated 
at 60,400,000 kilowatt-hours with an average annual output of 102 million 
kilowatt-hours, 

Total project cost, $14,020,000. 

Oologah Dam, on the Verdigris River, Okla., has been authorized for flood 
control. However, it is now being restudied as a multipurpose project embrac- 
ing flood control, hydroelectric power, and navigation. The operation of the 
Oologah Reservoir for the production of hydroelectric power would provide the 
streamtiow regulation necessary for navigation on the Verdigris River. 

Revised plans for the proposed Oologah Dam e¢all for a concrete earth-fill dam 
20 feet high, 3,150 feet long, creating a reservoir having a storage capacity of 
1,510,000 acre-feet, of which 950,060 acre-feet would be for flood control and 
427,000 acre-feet for power with 133,000 acre-feet dead storage. Initial installed 
capacity will consist of 1 unit of 7,000 kilowatts. The ultimate development 
provides for 2 units having a total capacity of 14,000 kilowatts. Firm annual 
energy is estimated at 28 million kilowatt-hours with an average annual energy 
output of 59 million kilowatt-hours. 

Total project cost, $14,175,000. 

Webbers Falls project, on the Arkansas River, Okla., would provide for the 
generation of hydroelectric power and contain a navigation lock to accommo- 
date river traflic. The reservoir for this project is for pondage only, and power 
operations will be dependent on stream regulation provided by upstream 
reservoirs. 

The dam would be of the concrete earth-fill type, 79 feet high, 3,610 feet 
long, providing a reservoir with a capacity of 164,000 acre-feet. Initial and 
ultimate installed capacity would consist of 2 units of 7,000 kilowatts each, 
a total of 14,000 kilowatts. Firm annual energy is estimated at 61,300,000 
kilowatt-hours with an average annual energy output of 112 million kilowatt- 
hours. 


Total project cost, $25,138,000. 


' 
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The Eufaula project on the Canadian River in Oklahoma is proposed for 
flood control, hydroelectric power and sediment control. Provision of flood- 
control storage in the Eufaula Reservoir would benefit not only the Arkansas 
River Valley but also the lower Mississippi River Valley by reducing flood heights 
and frequencies. 

This dam would be a concrete earth-fill gravity dam, 140 feet hight, 3,195 
feet long, creating a reservoir having a storage capacity of 4,420,000 acre-feet, 
of which 1,460,000 acre-feet would be for flood control, and 1,560,000 acre-feet 
for power, with 1,400,000 acre-feet dead storage. Initia] installed capacity would 
consist of 2 units of 30,000 kilowatts each, a total of 60,000 kilowatts. The 
ultimate development provides for 3 units having a total capacity of 90,0000 
kilowatts. Firm annual energy output is estimated at 118,300,000 kilowatts 
hours With an average annual energy output of 245 million kilowatt-hours. 

Total project cost, $51,245,000. 

The Short Mountain project on the Arkansas River in Oklahoma would be 
developed for navigation and hydroelectric power. Like the Webbers Falls proj 
ect, Shurt Mountain power operations will be determined by upstream reservoir 
stream regulation. 

The dam would be of a concrete and earth-fill gravity type, 86 feet high, 6,700 
feet long, with a reservoir having a capacity of 500,000 acre-feet. Initial and 
ultimate installed capacity would consist of 2 units of 18,000 kilowatts each, a 
total capacity of 36,000 kilowatts. Firm annual energy is estimated at 160,300,000 
kilowatt-hours with an average annual energy output of 250 million kilowatt 
hours. 

Total project cost, $37,563,000. 

The Ozark project on the Arkansas River in Arkansas is proposed for the 
development of hydroelectric power and navigation. The power operations of 
this pro_ect depend on upstream regulation. 

The dam would be a concrete and earth-fill type structure, 95 feet high, 2,841 
feet long, with a reservoir storage capacity of 92,000 acre-feet. Initial installed 
capacity would consist of 3 units of 6,000 kilowatts each, a total of 18,000 kilo- 
watts. The ultimate development provides for 4 units having a total capacity of 
24,000 kilowatts. First annual energy is estimated at 108,600,000 kilowatt-hours 
with an average annual output of 176 million kilowatt-hours. 

Total project cost $23,101,000. 

The Dardanelle project on the Arkansas River in Arkansas is proposed for the 
development of hydroelectric power and navigation. This project would be a 
river-run plant. 

The dam would be of the concrete-gravity type, 141 feet high, 2,306 feet long, 
creating a reservoir having a capacity of 495,000 acre-feet. Initial and ultimate 
installed capacity would consist of 2 units of 15,000 kilowatts each, a total of 
30,000 kilowatts. Firm annual energy is estimated at 167,300,000 kilowatt-hours 
with an average annual output of 240 million kilowatt-hours. 

Total project cost, $38,774,000. 

Whi'e River Basin 

Wolf Bayou project, located on the main stem of the White River in Arkansas, 
is proposed for flood control and hydroelectric power. The reservoir would have 
a storage capacity of 2,334,000 acre-feet, of which 700,000 acre-feet would be for 
flood control and 308,000 acre-feet for power, with 1,326,000 acre-feet dead 
storage. 

Initial and ultimate installed capacity would consist of 4 units of 26,000 kilo- 
watts each, a total of 104,000 kilowatts. Firm annual energy is estimated at 587 
million kilowatt-hours with an average annual output of 636 million kilowatt- 
hours. 

Greers Ferry project on the little Red River in Arkansas, has been approved 
for flood control and is under consideration for hydroelectric power. This reser- 
voir would have a storage capacity of 1,483,000 acre-feet, of which 502,000 acre- 
feet would be for flood control and 719,000 acre-feet for power, with 262,000 
acre-feet dead storage. 

Initial and ultimate installed capacity would consist of 3 units of 26,000 kilo- 
watts each, a total of 78,000 kilowatts. Firm annual energy is estimated at 


74 million kilowatt-hours with an average annual output of 131 million kilowatt- 
hours. 
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Blair Creek project on the Current River in Missouri is proposed for flood con- 
trol and hydroelectric power. The reservoir would have a capacity of 1,079,000 
acre-feet, of which 530,000 acre-feet would be for flood control and 1,030,000 acre- 
feet for power, with 419,000 acre-feet dead storage. 

Initial and ultimate installed capacity would consist of 2 units of 30,000 kilo- 
watts each, a total of 60,000 kilowatts. Firm annual energy is estimated at 118 
million kilowatt-hours with an average annual output of 126 million kilowatt- 
hours. 

Lone Rock project on the Buffalo River in Arkansas has been approved for 
flood control and is under consideration also for the production of power. The 
reservoir would have a capacity of 965,000 acre-feet, of which 289,000 acre-feet 
would be for flood control and 169,000 acre-feet would be for power, with 507,000 
acre-feet dead storage. 

Initial and ultimate installed capacity would consist of 3 units of 30,000 kilo- 
watts each, a total of 90,000 kilowatts. Firm annual energy is estimated at 99 
million kilowatt-hours with an average annual output of 144 million kilowatt- 
hours. 

Doniphan project on the Current River in Missouri is proposed for flood con- 
trol and hydroelectric power. It would have a reservoir with a storage capacity 
of 817,000 acre-feet, of which 321,000 acre-feet would be for flood control and 
99,000 acre-feet for power, with 397,000 acre-feet dead storage. 

Initial and ultimate installed capacity would consist of 8 units of 20,000 kilo- 
watts each, a total of 60,000 kilowatts. Firm annual energy is estimated at 
123 million kilowatt-hours with an average annual output of 140 million kilo- 
watt-hours. 

Gilbert project on the Buffalo River in Arkansas is proposed for flood control 
and hydroelectric power. Its reservoir would have a storage capacity of 1,141,000 
acre-feet, of which 374,000 acre-feet Would be for flood control and 483,000 acre- 
feet for power, with 284,000 acre-feet dead storage. 

Initial and ultimate installed capacity would consist one 30,000-kilowatt unit. 
Firm annual energy is estimated at 60 million kilowatt-hours with an average 
annual output of 7S million kilowatt-hours. 

Red River Basin 


Antlers project, located on the Kiamichi River in southeastern Oklahoma, has 
been proposed for flood control and power development. The reservoir would 
have a storage capacity of 510,000 acre-feet, of which 230,000 acre-feet would be 
for flood control and 205,000 acre-feet for power, with 75,000 acre-feet dead 
storage. 

Initial and ultimate installed power capacity would consist of 2 units of 9,150 
kilowatts each, a total of 18,300 kilowatts. Firm annual energy is estimated to 
be 20,600,000 kilowatt-hours with an average annual output of 51 million 
kilowatt-hours. 

Broken Bow on the Mountain Fork River in Oklahoma has been proposed for 
flood control and the development of hydroelectric power. It would have a 
reservoir with a capacity of 715,000 acre-feet, of which 245,000 acre-feet would 
be for flood control and 280,000 acre-feet for power, with 190,000 acre-feet 
dead storage. 

Initial and ultimate installed power capacity would consist of two units of 
18,150 kilowatts each, a total of 36,300 kilowatts. Firm annual energy is esti- 
mated to be 41,200,000 kilowatt-hours with an average annual output of 72 
million kilowatt-hours. 

Pine Creek project on the Little River in Oklahoma is proposed for flood 
control and development of hydroelectric power. Its reservoir would have a 
capacity of 496,000 acre-feet, of which 215,000 acre-feet would be for flood 
control, 198,000 acre-feet for power, and 83,000 acre-feet dead storage. 

Initial and ultimate installed power capacity would consist of two units of 
9,200 kilowatts each, a total of 18,400 kilowatts. Firm annual energy is esti- 
mated to be 27,200,000 kilowatt-hours with an average annual output of 29 
million kilowatt-hours. 

Although studies on these three proposed projects in the Red River Basin 
have not progressed sufficiently to provide much information, it is understood 
that the projects would operate at low annual load factors, approximately 30 
percent in an average year, 15 percent in a critical year, and would be adaptable 
to peaking operations. 
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TABLE 2.—Summarized data on projects 


Installed capacity, D Annual output 
kilowatts ole : ki) we tt a First 
Project : capacity cost 
kilowatts 
Initial Ultimate ! A verage Firm 
Tenkiller - ..-- : : sali cal 28, 000 28, 000 28, OOO 102 60 | $14, 020, 000 
ColeetRcncsndsten ‘ econ 7,000 | 14, 000 12, 000 ; 2 14. 175, 000 
Eufaula aia Ea ae 60, 000 90, 000 80, 000 O45 118 51. 245. 000 
Webbers Falls ---- SO pain mmplaiestns 14, 000 14, 000 14, 000 112 6l 25. 138. 000 
Short Mountain. -.-......-.- s : 36, 000 | 36, 000 36, 000 25) 160 37, 563, 000 
Orvark ntientutlien © ans iia ape 18, 000 24, 000 24, OOO 176 10y 23, 101, 000 
Dardanelle... --. : ‘ ...-| 30,000 30, 000 30, 000 240 167 38, 774, 000 
Wolf Bayou ; 104, 000 104, 000 104, 000 636 5R7 
Gilbert aes te SCR eles 30, 000 | 30, 000 25, 000 7s tw) 
Lone Rock. toad 90, 000 90, 000 90, 000 144 99 | 211. 422 000 
ireer’s Ferry : ne 78, 000 78, 000 5S. 000 131 74'3 7.179.000 
Blair Creek eke 60, 000 60, 000 50, 000 1m 118 
Doniphan 60, 000 60, 000 60, 000 140 123 
Antlers - - : — pes 18, 300 18, 300 16, 000 i 21 
Broken Bow ae : ataveeeal .. ae 36, 300 31, 000 72 4] 
Pine Creek. ..-.-- ; : ae 18, 400 18, 400 16, 000 29 27 
Total proposed ee 688, 000 731, 000 674, 000 2, 591 1, 853 
Potal authorized __-- ae ..-| 480, 400 491, 600 410, 000 1,778 1, 321 
otal completed. kena Seneeeios 140, 000 175, 000 150, 000 439 249 
Grand area total_.............../1, 308, 400 1, 397, 600 1, 234, 000 4, 80S 3, 423 


The ultimate capacity is the capacity for which there is foreseeable need. War Department plans in 
ome instances provide for greater capacity if needed. 
2? Cost for flood-control project only. 


FACILITIES REQUIRED FOR TRANSMISSION, DISTRIBUTION, AND MARKETING OF POWER 


In order to distribute and market the power from the reservoir projects under 
control of the War Department in accordance with section 5 of the Flood Control 
Act of December 1944, detailed studies were made by this administration of a 
complete transmmission-line system, necessary substation facilities, and of fuel- 
burning generating plants that would be required for base load operation to firm 
up the full power capacity of the hydroelectric developments to secure a proper 
integrated operation of the entire system. The comprehensive system for dis- 
tribution of the power was laid out without regard to existing facilities, but with 
the intention that wherever existing facilities could be used they would be sub- 
stituted wherever possible for the parts of the comprehensive system that could 
be replaced. Likewise, in studying the fuel-burning generating plants required 
in the comprehensive system, they were laid out without regard to the amount 
of off-peak energy that could be secured from fuel-burning generating plants 
of existing systems with the intention that every effort would be made to secure 
the amount of energy required from fuel-burning plants from existing systems, 
and to the extent that such energy could be so secured, the amount of fuel-burning 
generaiotn proposed in the comprehensive plan would be reduced. 

The use of existing facilities and energy from fuel-burning plants purchased 
from existing systems would have to be secured as cheaply as the service could be 
rendered by the component parts of the comprehensive system or it would be 
necessary to construct the facilities proposed. Consequently, the estimated cost 
of power from the system is not affected by the extent or final amount of the 
entire comprehensive system, it is found necessary to construct. 

The transmission-line system proposed by this Administration as a result of 
our studies consists of: (@) High-voltage transmission lines of large capacities, 
properly integrating the hydroelectric developments with each other, connecting 
the hydroelectric developments with major load centers, connecting this high- 
voltage tie-line system with existing utility systems and connecting the hydro- 
electric developments with the proposed fuel-burning generating plants; (b) a 
comprehensive 66-kilovolt transmission-line distribution system, adequate to take 
the power from the high-voltage transmission grid to the prospective Consumers 
in the area; and (c) the necessary substation facilities to feed the power and 
energy from the generating plants into the transmission-line system and to serve 
the power and energy out of the system to prospective consumers as well as the 
substation facilities required to interconnect the system itself. 
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The comprehensive transmission lines and substations were designed and laid 
out in accordance with the best engineering practice, and were checked by the 
Shepley and Walton method. It is appreciated that as the component parts of 
the system are constructed and the program is developed there will be numerous 
changes in the technical design of the system. As the component parts of the 
system are constructed, the best method of engineering design and tests will be 
applied to insure of its adequacy and stability. The estimates of cost for con- 
structing the system have given due consideration to this requirement and are 
considered entirely ample. 

The estimated cost of the comprehensive transmission line system and sub- 
stations to distribute and market the power from the authorized reservoir 
projects is shown in able 3, page 101, of the appendix. In estimating the cost for 
the transmission line system, straight-line distances between respective points 
were taken and corrected for necessary deviations from straight-line routing. 
The unit prices used in arriving at the cost estimates are based upon the ex- 
perience of this Administration on similar construction in the area and are con- 
sidered to be entirely adequate. The cost estimates for the construction of the 
substations in table 3 are also based on our experience with similar construction 
in this area. This table shows that a total of 8,421 miles of transmission lines 
costing a total of $47,418,000 and substation capacity in the total amount of 
1,939,000 kilovolt-amperes costing a total of $21,322,000 will be required to dis- 
tribute and market the power from the authorized reservoir projects. The total 
estimated cost of the comprehensive plan for the authorized reservoir projects 
is $68,750,000. 

Table 4, page 102, of the appendix, shows the estimated cost of the compre- 
hensive transmission-line system and the substations required to market the 
power from both the authorized and proposed hydroelectric developments in 
the area, properly integrated with the proposed fuel-burning generating plants 
required to utilize fully the hydro-electric developments. These estimates are 
prepared on the same basis as the estimates in table 3. This tabulation shows 
that a total of 14,768 miles of transmission lines costing a total of $76,133,000, 
and substation capacity in the total amount of 3,685,000 kilovolt-amperes, costing 
$48,867,000, will be required to distribute and market the power from the author- 
ized and proposed reservoir projects. The total estimated cost of the compre- 
hensive transmission line and substation plan for both the authorized and pro- 
posed reservoir projects is $125 million. 

Our estimates of the power requirements of prospective power consumers and 
an analysis of the power that would be produced by the proposed hydroelectric 
developments indicated the amount of fuel-burning generation that would have 
to be integrated with the operation of the hydroelectric developments and the 
comprehensive system for distributing the power in order to utilize fully the 
entire capacity of the reservoir projects. These studies show that 70,000 kilo- 
watts of base-load fuel-burning generation is required in 1946 and that by 1965 
our estimates indicate approximately 770,000 kilowatts of fuel-burning genera- 
tion will be required to be integrated with the hydroelectric developments. This 
fuel-burning generating capacity must be provided either by the construction of 
new generating plants, or by purchases of the required amounts of power from 
existing utility systems. The proposed comprehensive plan provides in its esti- 
mates for the construction of the entire capacity by progressive steps with the 
intention that the total amount of the new capacity to be constructed will be 
reduced by whatever amount of comparable power can be purchased from exist- 
ing utility systems at a cost comparable with that of producing it in the proposed 
new installation. 

It should be pointed out that the steam capacity proposed as being necessary 
for this Administration either to install or to purchase from others is only a 
small part of the total steam power with which the hydro is to be coordinated. 
Only a small proportion, perhaps 20 percent, of the total steam generating 
capacity of the area need be available to the Government in order to effect proper 
coordination of all loads and to assure proper utilization of the hydro energy. 

Map A in the back of the report shows the facilities required for transmisssion, 
distribution, and marketing of power for the existing, proposed, and authorized 
reservoir projects, and constitutes, in fact, an estimated 20-year development 
plan. Map B in the back of the report shows the facilities required for the 
transmission, distribution, and marketing of power from the existing and author- 
ized reservoir projects. Both of these maps indicate the location of rural electric 
cooperatives, municipalities owned their own distribution system, and municipali- 
ties served by existing utility systems. Major transmission line ties of exist- 
ing utility systems are also indicated on both maps. 
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SecTion IL. GeNgERAL Facrors GOVERNING DEVELOPMENT OF COMPREHENSIVE PLAN 


In order to lay out a comprehensive system for distributing and marketing 
the power, as required by section 5 of the Flood Control Act, three basic factors 
had to be determined and analyzed. First, it was necessary to determine the 
nature and amount of the product to be distributed and marketed; second, it 
was necessary to determine the probable markets for the product; and, third, 
the existing facilities or expected facilities of others that could be utilized in 
connection With the distribution and marketing of the product. 

Upon undertaking the studies, it was found that the Federal Power Com- 
mission, working with the War Department on the hydro developments ih 
determining the power installations to be made, had carried out very extensive 
studies and had arrived at certain conclusions as a result of their studies on these 
basie factors. This material was of great assistance to us in the preparation 
of this report, and it was utilized to the maximum extent possible in checking 
our studies and arriving at our conclusions. We gratefully acknowledge the 
assistance of the Federal Power Commission and the War Department in this 
connection. We also found that the Rural Electrification Administration had 
made detailed market studies covering their operations for a period of several 
years, and had available excellent load forecasts of expected future REA power 
requirements. We were able to secure the best possible estimates on rural use 
of electric power from this source and we gratefully acknowledge the assist- 
ance of the REA in the preparation of this report. 

The hydroelectric developments of the southwestern area, without exception, 
have been found to be most feasible when designed and constructed to operate 
as peaking plants to carry the peak loads of the area on a fully integrated 
basis. The principal factor in the water-conservation program involving these 
developments is flood control and this requirement indicates the characteristics 
of the watersheds on which the projects are constructed. The streamflows are 
subject to tremendous fluctuations ranging from very small flows to flood flows 
of great magnitude. In order to secure flood control, it is necessary to dedicate 
a large portion of available storage capacity in the respective watersheds ex- 
clusively to flood-control operations without regard to long-range streamflow 
regulation for the production of power or maintenance of navigational flow. In 
all of the projects, therefore, it is not only possible, but most feasible to install 
power capacity greatly in excess of that which can be operated by the regu- 
lated streamflow for continuous power production during not only low water 
years, but even average water years. 

The studies of the War Department, the findings of the Federal Power Com- 
mission, the design of the projects that have been constructed, and the design 
of all of the projects proposed are in complete agreement on the point that 
the hydroelectric developments of this area result primarily in the production 
of power capacity rather than large amounts of electric energy available on a 
continuous basis as required by any power consumer. This is an inherent 
physical characteristic of hydroelectric developments in the southwestern area 
which makes them essentially different from similar developments in practically 
every other section of the country. In spite of the fact that the TVA development 
lies in an area where streamflows can and have been almost entirely regulated 
for power production, it still has been found advantageous to integrate the 
operation of those developments with fuel-burning generation. 

It is therefore necessary in any plan for marketing and distributing this power 
that the operation of the hydro developments be integrated with fuel-generating 
plants to the extent required to make their product fit the requirements of 
prospective power consumers, and usable by such power consumers. The re- 
quirements of section 5 of the Flood Control Act that the product of these 
projects be made available for widespread use with preference in the sale to 
public bodies and cooperatives cannot be secured except by the full integrated 
operation of the developments with each other and with fuel-generating plants. 

Studies of the possible markets available for disposition of the power were 
made of the area appearing to be the one which could be most feasibly served 
through integrated operations of the projects. The area studied by this Admin- 
istration was slightly different from that studied by the Federal Power Commis- 
sion in their survey because of the assignment of particular watersheds to this 
agency. The results of these market studies, however, checked very closely with 
the conclusions of the power market survey of the Federal Power Commission. 

In the development of the market studies, certain factors that would govern 
operating policy and consideration of the best use of the projects had to be taken 
into account. Our studies were based on the theory that the best possible use 
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that could be made of the power secured from the hydro developments was (@) 
to encourage and foster complete rural electrification, (b) to furnish power to 
public bodies owning their own power facilities wherever such action would be 
of benefit to them, (c) to encourage the establishment of new industries and 
stabilize existing industries whose continuation was threatened by high power 
costs, and (d) by appropriate power interchange arrangements, to furnish peak 
capacity to existing utility systems and utilize the unused off-peak generating 
capacity available in their systems to firm up the hydro developments. 

It is immediately obvious that such a distribution and marketing program 
requires a balanced operation between hydroelectric power production and fuel- 
burning power generation, and a balance of power sales and power interchange 
with existing systems to utilize fully the power capacity of the hydroelectric 
developments. In this connection, it seems proper to point out that the nature 
of existing electric systems in the area is particularly favorable to application 
of this plan of operation. No other section of the United States now has as small 
a percentage of hydro generation out of the total power supply available and a 
great deal of hydro generation would have to be added to equal the ratio of hydro 
capacity to fuel generation now existing in other sections. 

It is difficult to comprehend or estimate all of the advantages that will accrue 
fram a balanced integrated operation and a comprehensive power-utilization plan. 
Integrated operation has been kept at a minimum in the utility field, by difference 
in Ownership and arbitrary allocation of territories. The experience of this 
administration and the utility systems in this area with integrated operation 
required and carried on during the present war emergency gives some indication 
of the benefits that can accrue from it. Proper integrated operation will increase 
the power that can be produced and marketed from any of the proposed hydro 
developments to a material degree. Take as an example the operating experience 
of the Grand River Dam project during the present war emergency. The best 
available estimates which have been checked very closely by actual operating 
experience indicate that the Grand River Dam project could, during the lowest 
waterflow period of record, produce approximately 141 million kilowatt-hours 
of power per year. If the project were to be operated independently, that is the 
maximum amount of power that the Grand River Dam project could contract 
to sell on a firm basis. An agreement was made, however, by this administration 
on behalf of the Grand River Dam project with existing utility systems for an 
interchange of power with a resultant integrated operation during the period 
of the war. Under this interchange agreement, the Grand River Dam project 
purchases off-peak steam energy from the utility systems (thus utilizing the 
otherwise unused generating capacity of such systems) during periods of low- 
water supply. The Grand River Dam project in turn furnishes peak-power 
capacity to the utility systems to the extent available to meet their peak-load 
requirements. As a result of this integrated operation, the Grand River Dam 
project, from September 1, 1942, to May 31, 1945, sold on a firm basis 901,211,918 
kilowatt-hours, for an average of 327,713,425 kilowatt-hours per year. In other 
words, instead of being able to supply only 141 million kilowatt-hours of energy 
per year on a firm basis, the project actually supplied 327,713,425 kilowatt-hours 
of energy per year through integrated operation, an increase of 132 percent due 
to such method of operation. 

A further example of the advantages difficult to estimate out of such opera- 
tion is the experience of the utility systems of this area comprising the Southwest 
power pool. At a hearing before the Federal Power Commission, the respective 
utility systems were indicating the source of power supply for the operation of 
an aluminum potline being supplied by them at Lake Catherine, Ark. The 
addition of the capacities available for this supply in the separate systems in- 
dicated there was not sufficient capacity to supply the potline, although it was 
actually being supplied. Representatives of the utility systems described the 
‘apacity as being secured from components of firm power, resulting from inte- 
grated operation of the systems. The utility system supplied the power and it 
came from the advantages of integrated operation. 

In a paper present before the Edison Electric Institute on June 5, 1941, Mr. 
J. E. Moore, operating consultant for Ebasco Services, Inc., and later special 
consultant occupying a key post in the War Production Board power mobiliza- 
tion program for the war, presented a very strong case on the merits and de- 
sirability of integrated operation between separate systems and between 
different types of power generation. Mr. Moore said in part: 

“Where hydro generation is involved, still further savings in capacity and in 
operating costs may accrue from diversity in streamflow characteristics between 
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different watersheds, from more effective use of water storage. from more com 
plete utilization of dump energy during flood seasons, and, in particular, from 
nore complete development of low load factor hydro installation for the 
carrying of high shore peaks for a group of interconnected systems and for 
short duration emergency service.” 

It may have taken a war to teach the utility business the advantages it can 
secure from proper integrated operation, and a balance of hydro generation with 
fuel-burning generation—it would be foolish to forget the lesson or disregard the 
benefits in the development of plans for future power utilization 

The consideration of the feasibility of utilizing existing electric facilities in 
e comprehensive plan covered by this report presents problems which, it 
appears, can be solved only as the component parts of the program are developed 
Che existing facilities in the area to be served are 


t) 


under a muitiplicity of owner 
ship involving different power policies and extensive power negotiations in each 
ndividual case. Utilization of existing facilities involves a careful consideration 
as to whether or not they are adequate for the requirements presently imposed 
pon them, or requirements contemplated by their owners plus the requirements 
or their utilization in the comprehensive system needed to market and sell the 
power from the hydroelectric developments. Furthermore, the decision as to a 
proper charge for the utilization of existing facilities constitutes a complicated 
problem. 

It seemed that perhaps the best procedure to be followed in the development of 

comprehensive plan would be to lay out all of the electric facilities that are 
required to accomplish the program without regard to existing facilities, and 
then as the component parts of the program are developed, to attempt in each 
case to use the existing facilities if they are adequate for the purpose required, 
and if arrangements for their use can be made with their owners. The savings 
resulting by the elimination of any portion of the comprehensive system by the 
substitution and utilization of existing facilities would offer a fair measure for 
determination of the price that could be reasonably paid for the utilization of such 
facilities. This report is based upon carrying out the program in this fashion 
The estimated cost of power submitted for the entire program would not be in- 
creased by reason of the substitution of any existing facilities for proposed con 
struction, as the annual costs of the new facilities and their operation would be 
used as a yardstick in determining the cost that could be paid for utilization of 
the existing facilities. It is true that the total investment of the Government in 
the comprehensive plan will depend upon the extent to which existing facilities 
can be utilized in lieu of the component parts of the comprehensive plan, but 
the cost of power service from the program will not be increased by such 
substitution. 


Section III. HyproeLtectric PowrER Propucrion AND Power Costs oF RESERVOIR 
PROJECTS FRoM WHICH ENERGY Is To BE DISTRIBUTED AND MARKETED 


ASSUMED SCHEDULE OF RESERVOIR DEVELOPMENT 


In order to develop a comprehensive plan for the distribution of power from the 
proposed hydroelectric developments of the area, shown in tables 1 and 2 of the 
report, it is necessary to assume some orderly development of the major projects. 
The assumed schedule of development need not be fixed, but must, of necessity, 
be sufficiently flexible to meet the requirements of other features of the water 
conservation program and changes in them, the regional growth and development 
that cannot be accurately estimated or predicted, and the changes in the program 
that are found desirable as the integrated plan is developed. 

The primary purpose for which the reservoir projects are being constructed is 
flood control, and the time for undertaking and completing the respective projects 
will undoubtedly be governed primarily by a consideration of flood-control needs. 
In event the projects are constructed at an earlier date than the assumed sched- 
ule of hydroelectric development, or sooner than conditions are found to require 
the power installations, the power installations can be deferred until they are re- 
quired by conditions, or the schedule, by making proper provision for their later 
installation. This is the present practice of both the War Department and the 
Federal Power Commission. In event power installations are required by the 
schedule or power needs, not now apparent, quicker than the reservoir projects 
are to be constructed, these facts should serve as an inducement for expediting 
the undertaking of them, and their completion. For the purposes of the develop 
ment of a comprehensive plan for the distribution and marketing of power from 
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these developments, a schedule of orderly development was assumed to indicate 
the capacities that could be economically utilized in the program at various 
periods of time. 


ESTIMATED POWER CAPACITY AND ELECTRIC ENERGY PRODUCED BY HYDROELECTRIC 
PROJECTS 


Table 5, page 103 of the appendix, shows the dependable capacity, the primary 
energy and the average energy of the hydroelectric developments, based on the 
projects considered by the War Department and the Federal Power Commission 
for power installations and scheduled in an assumed orderly development. It is 
realized the power installations shown may not be developed at the specific times 
indicated, but if developed, our studies show that they can be utilized in those 
amounts by that time or as soon thereafter as they are completed in the proposed 
comprehensive plan for distribution and marketing. This administration concurs 
in the findings of the Federal Power Commission and the War Department that 
power facilities can be economically utilized if installed at the dams in the 
amounts indicated in table 5. 

The dependable capacity, the estimated primary energy, and the average en- 
ergy per year, if independently operated, are shown for each of the 24 authorized 
and proposed dams for the years 1946, 1950, 1955, 1960, and 1965. In table 5. 
Total figures for these years in this table are as follows: Dependable capacity, 
1946, 120,000 kilowatts; 1950, 493,000 kilowatts; 1955, 725,000 kilowatts; 1960, 
1,050,000 kilowatts ; 1965, 1,234,000 kilowatts. Estimated primary energy, if inde- 
pendently operated : 1946, 249 million kilowatt-hours ; 1950, 1,419,000,000 kilowatt- 
hours ; 1955, 2,144,000,000 kilowatt-hours ; 1960, 3,131,000,000 kilowatt-hours ; 1965, 
3,423,000,000 kilowatt-hours. Average energy, if independently operated: 1946, 
409 million kilowatt-hours ; 1950, 1,956,000,000 kilowatt-hours ; 1955, 2.982,000,000 
kilowatt-hours; 1960, 4,414,000,000 kilowatt-hours; 1965, 4,880,000,000 kilowatt- 
hours. 

it 1s appreciated that the order of construction of these projects, primarily 
intended for flood control, is subject to the recommendations of the War Depart- 
ment and their authorization by Congress. It is believed, however, that the as- 
sumed order of development of the power installations, shown in table 5, will be 
given full consideration by the War Department and the Federal Power Com- 
mission in determining the order of installation of power facilities. 

Table 6, page 104 and table 7, page 105 of the appendix give a more detailed 
breakdown of the information summarized in table 5. The estimates of power 
capacity, primary energy and average energy, as shown in tables 5, 6 and 7 of the 
appendix, are considered conservative because they, like the estimates in tables 
1 and 2, are based upon independent operation and no account has been taken 
of the benefits accruing from the integration of the projects with each other, 
and with fuel-burning generating plants. 


DETERMINATION OF COST OF HYDROELECTRIC ENERGY AT PROJECT SITE 


Section 5 of the Flood Control Act of December 1944, provides that the electric 
power and energy generated at the reservoir projects under the control of the 
War Department be transmitted and disposed of by the Secretary of the Interior 
in such manner as to encourage the most widespread use thereof at the lowest 
possible rates to consumers consistent with sound business principles, the rate 
schedules to become effective upon confirmation and approval by the Federal 
Power Commission. The section provides further that the rate schedule should be 
drawn having regard to the recovery (upon the application of such rate schedule 
to the capacity of the electric facilities of the projects) of the cost of producing 
and transmitting such electric energy, including the amortization of the capital 
investment allocated to power over a reasonable period of years. 

Cost figures are not available at this time for porposed reservoir projects in 
a number of river basins, and the cost figures that are available even for author- 
ized projects and subject to change as the design of the several projects is de- 
veloped and the construction is carried out. Therefore, it is not possible at this 
time to carry out the detailed cost analysis and cost allocation studies required to 
properly allocate the total cost of these multipurpose projects between the several 
purposes which they serve. Cost allocation studies by their very nature involve 
the employment of a number of different allocation methods based on the study 
of the final detailed costs of the completed projects. The final adoption of proper 
cost allocation will undoubtedly involve (as it has on all other projects of this 


character) several years of study and work before a final allocation of costs can 


be made. 
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The undertaking and carrying out of the comprehensive program for marketing 
und distributing the power from these reservoir projects cannot be delayed until 
these cost allocation studies are made, and an alternate method of determining 
rates must therefore be used for the interim period of time from the initiation 
of the projects until final cost allocations can be made as required by the Flood 
Control Act. It is a necessary requirement that the interim figure adopted in lieu 
of the cost of the development of the hydroelectric energy at the several projects 
be not Tess than the final cost determined for the hydroelectric production from 
the cost allocation studies when they are made. 

In arriving at a solution of this problem the experiences of the Tennessee 
Valley authority, set out in a book written by Mr. J. 8. Ransmeier and published 
by the Vanderbilt University Press, were carefully studied and the application 
of the benefit value theory used by the War Department and the Federal Power 
Commission in determining the feasibility of the projects was analyzed. It is 
apparent, from the experience of the Tennessee Valley Authority and the find 
ings of the War Department and the Federal Power Commission that it is a 
perfectly sound premise to use the theory of benefit value of power for the 
purpose of estimating the cost of the hydroelectric power from the reservoir 
projects until cost allocation studies can be made and the real cost value of the 
power arrived at. When the feasibility of the projects is determined on the 
basis of the benefit value theory, and the projects are authorized for construc- 
tion by the Congress only when the benefits of the projects exceed the costs, it 
is quite evident that the costs assignable to power upon the final allocation of 
construction costs will be less than the benefit value established or the project 
would have not been found feasible in the first place. 

The theory of product value or, stated in other words, the theory of benetit 
estimates resulting from the several purposes for which the project is intended, 
is the premise used by the War Department and the Federal Power Commission 
in studying multipurpose projects to determine their feasibility, their economic 
justification, local participation, and the relation of any particular project to 
an overall comprehensive plan of river development. 

It is obvious that, in the construction of flood control works on a particular 
watershed which results in material flood protection to a main stream of which 
the watershed is a tributary, the only possible way that proper allocation of 
costs chargeable to flood control can be approximated is on a basis of estimated 
benefits. This applies equally to benefits accruing from navigational develop- 
ment. 

In considering the feasibility of power installations in reservoir projects pro- 
posed to be constructed by the War Department, the Federal Power Commission 
determines the value or cost of the power to be produced at the projects on the 
basis of the cost of an equivalent amount of power capacity and energy by other 
means. In their power market survey of the southwestern region, and in their 
recommendations to the War Department on the projects in this region, the 
Federal Power Commission concludes that the energy to be generated from 
reservoir projects in this area is worth 4.13 mills per kilowatt-hour at the high 
tension bus of the generating stations to replace an equivalent amount of steam 
generation at load centers. 

The intention of the Federal Power Commission was to determine the value 
of power benefits to be derived from the operation of the dams. It was pre- 
pared by the Commission at the request of the War Department to facilitate 
their determination of the feasibility of the projects. The Federal Power 
Commission adopted the attitude that the actual worth of the power would be 
the actual worth of production of equivalent power at load centers by the com 
panies who are now the major power producers in the area, less the costs of 
transmitting the power from the dams to the load centers. They therefore 
computed the annual costs of producing this power at load centers and sub- 
tracted from this the annual costs of a transmission system adequate to trans- 
mit the power from the dams to the load centers. We believe that their assump- 
tions give correctly the value of the power as distinguished from the cost of 
production, and we consider this value proper to use in this study, even though 
the markets to which we are directed by the flood control bill of 1944 are not 
exactly the same as those studied by the Power Commission. Therefore, although 
their studies were based on a transmission system cost of approximately $45 
million, whereas our studies, based on the necessity of reaching individual 
Wholesale consumers as directed by the act, require an expenditure of $125 mil- 
lion for transmission, the additional expenditure is necessary to reach the cus- 
tomers which we must serve and the annual costs of the entire transmission 
system must be included in the rate base. 
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In view of the above, it seems reasonable and proper to adopt the value figure 
of 4.13 mills per kilowatt-hour at the dam sites as the figure to be used as rep- 
resenting the best estimate that can be made at this time of the cost-hydroelec- 
tric power from the several reservoir projects. It should be clearly understood 
that the figure of 4.13 mills per kilowatt-hour is accepted in this report as the 
cost of hydroelectric power only for the purpose of establishing total cost values 
for the fixing of interim rates to permit the undertaking and carrying forward 
of the comprehensive plan until such time as cost figures are available to permit 
of proper cost allocation between the several purposes for which the projects are 
intended. The Flood Control Act requires that the rates for the sale of power 
be based on the cost of production and it is the intention that this requirement 
be complied with as soon as cost figures are available and cost allocations can be 
made to determine the actual cost of hydroelectric production. 

The rates proposed for the sale of power in this report are solely for the 
interim period until proper allocations can be made at which time it is con- 
templated that a revision in the rates for the sale of power now proposed will 
be made downward to the costs finally established for producing hydroelectric 
power in lieu of the benefit value now accepted as the best estimate available. 

As previously pointed out above, the benefit value assigned to the hydroelectric 
power to be produced from the projects must necessarily exceed the actual costs 
of producing it, as will finally be determined, or the project would not be feasible. 
As further evidence of this conclusion, this Administration made a comparison 
of the benefit value of 4.13 mills per kilowatt-hour, determined by the Federal 
Power Commission, with the best allocation of costs that can be made on the 
authorized power projects in the area at this time. This comparison indicates 
that on the basis of the allocation of costs between the several purposes of the 
reservoir projects, the cost of hydroelectric power is 3.58 mills per kilowatt-hour 
as compared to 4.13 mills per kilowatt-hour resulting from the application of the 
benefit value method by the Federal Power Commission. In other words, the 
cost assignable to hydroelectric power by the allocation of costs is less than the 
benefit value of hydroelectric power accepted in this report for the purposes of 
establishing electric rates until final cost figures are available and proper cost 
allocations can be made as required by the law. The detailed basis of the allo- 
cation of costs on the authorized projects resulting in the estimated cost of 3.58 
mills per kilowatt-hour is set forth in appendix II of this report. 


Secrion IV. MARKET AND LOAD ESTIMATES 


SCOPE OF MARKET SURVEY 


As previously discussed in this report, hydroelectric plants at reservoir projects 
in this area are inherently peaking plants and the greatest value is secured from 
their operation when they are operated as peaking plants integrated with each 
other and with sufficient fuel generation to enable them to carry the type of load 
of their prospective consumers and to furnish peak power to existing utility sys- 
tems. It was therefore necessary, in the preparation of this report, that a deter- 
mination be made not only of the amount of load requirements of prospective 
power consumers, but of the characteristics of their load requirement as well as 
the need of existing utility systems so that findings could be made as to the 
amount of fuel-burning generation that had to be included as a part of the com- 
prehensive plan to preperly distribute and market hydroelectric production. 

The Flood Control Act of 1944 clearly defines the type of market to be secured 
in the disposition of the power output of the War Department projects, in the 
provision that “Preference in the sale of such power and energy shall be given 
to public bodies and cooperatives.” This is amplified by the provision authorizing 
the Secretary of the Interior to provide transmission facilities “in order to make 
the power and energy generated at such projects available in wholesale quantities 
for sale on fair and reasonable terms and conditions to facilities owned by the 
Federal Government, public bodies, cooperatives, and privately owned companies.” 

The program of the Southwestern Power Administration therefore calls for 
supplying firm power to all such potential customers within economical trans- 
mission distance in the area, including Government facilities which require 
power, municipalities which own their electric systems, rural electric coopera- 
tives, industries, and public and private utilities. 


ESTIMATES OF LOAD GROWTH 


An indication of the present size of the markets available in the region and 
an estimate of their growth in the future is essential to the proper programing 
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f the Southwestern Power Administration system. Records of the Federal 
Power Commission show the following on production of electric energy in Kat 
Oklahoma, Texas, Louisiana, Arkansas, Missouri: 


TABLE A 
r } Index 
Year ber 
lvl 
Million kilo- 
vatt-hours 
372 19 
3, 736 20 
- , 3¥ 57 
1935 cies Lo ee ‘ ‘ ¢ 7, 570 
Hf ind . 10, 437 a2 
1¥43, ao . ethene —_ 17, 440 137 


Table 8 of the appendix gives these production figures year by year for each 
State and the average trend is shown on figure 1. 

Assuming that use of electric energy in the future will follow the same trend 
of increase, without including the abnormally large increase during the war years, 
the following estimates of production are indicated : 
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TABLE B 
| Estimated Index num- 
Year total energy ber: Base, 
production 1941 = 100 
| million kilo- 
watt-hours 
a a a a a 12, 730 100 
liao ce a 19, 340 152 
SIA LAC ach aniconciah en iasatiunvaliedvecoothabiaeniachinnaGandsaiadd ad aaen aioli 23, 940 | 188 
1960 5 i Be ea 29, 440 | 231 
acetate RMI Mn aE a a ee 35, 890 | 2 





Table 9 of the appendix provides more detailed data on these estimates of 
trends. 

The program of the Southwestern Power Administration is not based on the 
assumption that these loads will be entirely met from Federal installations. 
Indeed, these estimates cover the loads in the entire area of each of the States 
mentioned, while the Southwestern Power Administration system cannot be 
expected to be so extensive. The purpose of the tabulation is merely to show 
the present and probable future requirements for electric generation in the 
area in which the dams are located. Only that portion of this load that can 
be economically and advantageously supplied by the electric output of the multi- 
ple-purpose dam projects and related facilities will be sought in its power sales 
program. 

During 1944 the Fort Worth regional office of the Federal Power Commission, 
at the request of the War Department, undertook a study to determine a logical 
market area for the electric output of the projects and the fair value of the 
output of electrical energy at the dam sites. (Power Market Survey, Multiple- 
Purpose Project in Southwestern Region, Arkansas, Missouri, Oklahoma, Kansas, 
Northeastern Texas—Federal Power Commission, Fort Worth Regional Office, 
December, 1944). This study has been useful as a guide to the feasibility of 
the projects. It was concluded in this report of the Federal Power Commission 
that all of the output of the projects could be used to advantage in certain 
portions of the above six States, plus the western edge of Mississippi. 

The studies of the Federal Power Commission included the major private 
utilities of the region and some of the larger municipal utilities. It did not 
include systems which are now isolated, or those whose present annual require- 
ments are less than 5 million kilowatt-hours. It did not include most of the 
municipally owned systems nor did it include requirements of industries having 
their own generating plants. The latter group accounts for more than 2 bil- 
lion kilowatt-hours each year in this region. However, these Federal Power 
Commission forecasts provide a check upon the trend estimates of the South- 
western Power Administration. The load-growth forecasts were made by esti- 
mating use by classes of consumers, with the results tabulated below: 


TABLE C 





Estimated 
total energy 
| requirements, | Index num- 
Year million kilo- ber; base, 
| watt-hours ! 1940 = 100 
(actual for 


| 1940-43) 

7, 167 100 

11,745 164 
12, 085 169 
15, 176 212 

| 18, 121 252 
20, 522 oni 





1 Rounded off from EPC fisures to nearest million kilowatt-hours. 
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It will be seen from the above that although the areas studied by the South- 
western Power Administration and thet Federal Power Commission are not 
exactly coincident, and although necessarily different approaches were made 
to the problem of marketing, assumed growth trends are approximately parallel. 
in this report, the trend shown by table B, has been used to predict the increase 
in requirements for municipalities, and for rural electrification projects, after 
the initial period of rapid expansion which is expected to follow the war. 


RURAL ELECTRIFICATION PROJECTS 


In the preparation of this report, the staff of the Southwestern Power Admin- 
istration worked very closely with the Rural Electrification Administration to 
determine the projects that could be reached economically and their expected 
use of electric energy. These projects are located in north and east Texas, 
throughout Oklahoma except the Panhandle, southern Missouri, southeastern 
Kansas, all of Arkansas, and northern and western Louisiana. They are shown 
on maps A and B, in the back of the report. The amount of electric energy used 
by these projects in 1943 was 121,800,000 kilowatt-hours. ‘The probable amounts 
to be used by each and all of these projects in the future are shown in table 10, 
page 108 of the appendix. 

The cooperatives in the region and Rural Electrification Administration plan 
a rapid expansion as soon as construction materials are available. It is believed 
that 80 percent of the farms in the region will be electrified by 1955, against 13.1 
percent electrified in 1940, and 24.4 percent electrified in 1948, as estimated by 
the Federal Power Commission. This great increase in the number of rural 
consumers means a large new market for electric energy. In addition, the use 
of appliances will greatly increase. The war has developed many new processes 
using agricultural products. Many electrical devices have been developed for 
the preservation, storage, and use of perishable farm products. In addition to 
the use of electricity by individual farms, there will undoubtedly be established 
numerous related processing operations of farm products which should and will 
be served by rural cooperatives. Hay driers, small fertilizer plants, quick- 
freezing units, sweet-potato processing plants, soybean processing plants, 
skimmed-milk plants, cheese factories, canning plants, and wineries are but a 
few of the possibilities in this field. 

All experts in the field agree that increase in use of power in rural districts 
will be very rapid for perhaps 10 years, then power use will increase at the rate 
normal for municipal use in the area. A forecast of this trend for the projects 
which are considered to be natural customers of the Southwestern Power Admin- 
istration under the Flood Control Act is summarized as follows: 


Taste D.—Use of electric energy by rural electrification projects 


[Millions of kilowatt-hours) 














Year Kansas | Oklahoma Texas Louisiana | Arkansas | Missouri Total 
168 8s saad ts 1.4 25.7 22.4 | 8.7 | 20.0 43.6 | 121.8 
IQUD. .nccnenisheetet 15.9 261.9 143. 6 57.9 | 138. 6 209. 7 | 827.6 
pit tien 26.3 430. 9 230. 6 | 93.0 223. 6 328.7 | 1, 333. 1 
1080.0 503552223 32.2 529.0 283.0 | 114.0 | 274.0 404.0 | 1, 636. 2 
IDB... .ncincabbhnn’ 39.4 645.0 | 346.0 139.0 | 334.0 491.0 | 1, 994. 4 

i 


' Source: Rural Electrification Administration. 


MUNICIPALITIES 


A large number of cities and towns throughout the region own electric systems. 
Some of them produce power for local consumption by internal combustion or 
steam generating plants. Others purchase power wholesale from larger systems 
and distribute it locally. At least 107 of such local systems can be economically 
integrated with the Southwestern system. Present and predicted future energy 
requirements for these municipal systems which the Southwestern Power Ad- 
ministration can serve to advantage are shown in detail in table 11 of the 
appendix and are summarized below : 
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TABLE E.—Use of electric energy by municipally owned systems 


[Millions of kilowatt-hours] 

















Year Kansas Oklahoma Texas | Louisiana Arkansas | Missouri Total 
be ee ; 
1941 !__. sieoe 53.4 103. 3 50.2 38.8 49.3 94.6 | 389. 6 
1950 __- i 73.3 143.0 > 69.5 53.5 68.0 | 130. 5 537.8 
1955. _ - wt 91.0 176.0 | 85. 5 66.0 85.0 | 161.0 664. 5 
1960_.__- ‘ 112.0 216.0 105. 0 81.0 103. 0 198.0 | 815.0 
1965 





a a ee 136.0 | 264.0 128.0 99.0 126.0 | 242.0 | 995. ( 





1 Source: Federal Power Commission, Directory of Electric Utilities, 1941. 
UNCLASSIFIED CONSUMERS 


There is a large existing and potential power market among small industrial 
users not now supplied with central-station service. The Federal Power Com- 
mission estimates that the amount of such load in this region was approximately 
2 billion kilowatt-hours in 1943. There are, in addition, a large number of pipe- 
line pumping plants, now using internal combustion engines, which could use 
electric motor-driven pumps to better advantage. 

The area to be covered by the proposed power-distribution system is one of the 
richest areas of the world in mineral resources. The tristate lead- and zinc- 
producing areas have during the war produced “chat” or stone byproduct which 
has been found to be the best known material for railroad ballasting, certain 
types of surfacing, and is being used in the manufacture of roofing materials. 
The development of new ore bodies and the possibility of reworking the lower 
grade ore throughout these fields depends to a large degree upon the avail- 
ability of a large supply of low-cost power for pumping, milling, and development 
of electrolytic refining. This Administration has been carrying on negotiations 
for power service in this field for some time, and has been prevented from starting 
service because of the lack of facilities: to furnish the power. 

In addition to the lead and zinc fields, there are commercial deposits of many 
other metals. Large steel operations are being undertaken in northeastern Texas. 
Large deposits of iron ore are available in Missouri and Arkansas, as well as 
numerous types of rare metals, which should be developed with low-cost power. 

Central Arkansas deposits of bauxite are expected to form the basis for a 
continuation of the large-scale production of aluminum in the area. Continua- 
tion of this activity depends to a large degree upon the availability of a large 
supply of power at low cost. The completion of a low-cost steam-electric plant, 
originally intended for the Jones Mills aluminum plant, and its integration with | 
the existing hydro developments, will furnish the power needed at a cost which ' 
will permit the aluminum operations to continue without Government subsidy. 
The program of the Southwestern Power Administration provides for the com- 
pletion, enlarging, and operation of this important facility. 

Several large rubber processing plants have been attracted to the area, and 
are now in operation there. One of them was located at Miami, Okla., primarily 
because of the availability of low-cost power from the Grand River Dam project. 
Most of the industries that have located in the area, or which. are contemplating 
such a location, form the nucleus for a number of satellite plants which may 
be constructed if adequate low-cost power is available, but may not be con- 
structed if it is not. Such satellite operations, including fabrication of alumi- 
num and other metals, provide the additional employment opportunities that 
make possible a balanced industrial and agricultural economy in the region. 


OTHER UTILITIES 


The major electric companies now operating in this area now produce nearly 
all their energy requirements in steam-electric plants. They can use advan- 
tageously large blocks of hydroelectric power at low load factors to carry their 
peak loads, allowing them to base-load their steam plants and thereby operate 
more efficiently. This will make it possible for them to reduce rates to con- 


sumers on their own systems, and make it unnecessary for them to construct 
steam plants which would be used only a few hours each day. 
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LOAD FACTORS 


The Federal Power Commission estimates that the annual load factor of the 
area has increased from 61 percent in 1939 to 69 percent at present. This in 
crease is due in part to operation of war plants on a 24-hour basis, restrictions 
on illumination, and wartime. A great many of the 24-hour operations have now 
stopped altogether, and many more plants will return to a 1- or 2-shift 
The effect will be to decrease annual loa@ factors. On the other hand, it is 
probable that a number of large electric smelting and electrolytic operations 
will be undertaken in this region when low-cost power becomes available in 
large quantities. These industries will have annual load factors of SO to 90 
percent. Electric hot-water heating during offpeak hours will also tend to raise 
the annual load factor. On this basis it is estimated that the area annual load 
factors will be approximately as follows, for the consumers served directly by 
the Southwestern Power Administration: 


basis 


4nnual system 
load factor 


Year: 


(percent) 
ad aa a 67 
tea siiikciapeiabiatatespseuiianaibmcasl teat iM 6S 
Oa elas a sided telabias tities ion 6o 
i Ecc cin oseneneis i alt a a Cee er last a 


Present monthly load factors for rural cooperatives and municipalities served 
by the Grand River Dam project range from 48 percent to 52 percent. It is 
estimated that these consumers will have monthly load factors approximately 
as follows: 


Monthly load 
factor 


Year: (percent) 
EES Ee SFiS ee eke ee cere Se eee Se, See ee i i ea - Sa 49) 
0 SESE AS SB ee ee eee pains i eae Fe EI nO 
a a oe a . —— 
1965 : 


intninmipaanieuin va 

Power sold to the other utility systems will vary in its characteristics as the 
comprehensive system develops. It will be available, and probably can be used 
by other systems advantageously up to the following monthly load factors (for 
individual systems) : 


Monthly load 


factor 
Year: (percent) 
a rete acts ee eee greaaenerg ar eat ores asa Micros cep neces vom abo anadirae 40 
tate a i Sa i igi ng am a in a lp noe oh hacia a am Oe 
a Saag cited ad as oa cain ok aes sen vectra Sepia gh te eigenen sor noma eoeseeneieigs EE 43 
et a aia rey ee ee nian idee eee Daa araicinn cuca 46 


Industrial consumers will have widely varying load factors. Monthly load 
factors will vary from approximately 27 percent for industries operating 6 
days a week, 1 shift each day, to more than 90 percent for electrochemical 
industries: It is considered that the weighted average monthly load factors 
for industrial consumers will be approximately as follows: 


Monthly load 


factor 
Year: (percent) 
a a a ae 54 
a a aN a 55 
a aca a 56 
Na PE ee ee a a nn Lae 57 


Figure 2 indicates graphically the estimated source of power for area require- 
ments on a typical week day in 1950 and on a typical week day in 1965. The 
advantages of integrated operation and the utilization of the hydro capacity 
with fuel-burning plants furnishing base load generation is immediately apparent 
from this graphic presentation. These figures also indicate the very great ad- 
Vantage that ean accrue from such operation to existing utility systems. 

Figures 3 and 4 immediately following figure 2 show the estimated load 
factors of wholesale customers and the predicated annual load factor for the 
integrated southwestern system for the years 1946 to 1965, inclusive. 
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Seorion V. Source oF Power GENERATION To Suppity INDICATED MARKET 
REQUIREMENTS 


NATURE OF POWER REQUIREMENTS 


The analysis of power requirements of prospective power consumers, set 
out in section IV of this report, clearly shows that to utilize properly the elec- 
tric energy produced by the reservoir projects it is necessary to integrate the 
operation of these projects with fuel-burning generation to secure both base 
lond requirements and full utilization of available capacity. 


DIVISION OF POWER GENERATION BETWEEN PLANTS OF COMPREHENSIVE SYSTEM 


From the market studies set out in section IV, an analysis was made of the 
requirements of power generation to meet the estimated needs of probable 
power consumers of the comprehensive system. Studies were then made of the 
portion of these requirements that could be advantageously supplied by electric 
energy generated by the hydro projects. By subtracting the portion of the 
needs that could be supplied by the hydro developments, the remaining require- 
ments indicated the amount of fuel-burning generation that had to be integrated 
with the hydro developments in the comprehensive system. The remaining 
hydro capacity was considered available for meeting peak requirements of 
existing utility systems. 

The result of these studies and calculations is indicated in table 12 of the 
appendix, for the years 1946 to 1965 inclusive. The amounts of power to be 
generated by the respective types of plants, as indicated in this tabulation, 
are based upon the most. feasible and complete integrated operation that can 
be predicted for the comprehensive system at this time. Careful balancing 
of plant operation and the maximum utilization of reservoir storage through 
integration should result in these estimates being exceeded materially in actual! 
operation. 

Table 12 shows the total power requirements for firm load, the portion of 
this requirement generated by hydro plants, the portion generated by fuel-burning 
generating plants, and the interchange or peak sales to existing utility companies 
for the years 1946 to 1965, inclusive. In 1946 the total power requirements are 
shown as 434 million kilowatt-hours; hydro generation as 409 million kilowatt- 
hours ; fuel-burning generation as 490 million kilowatt-hours ; and interchange out 
of the system as 465 million kilowatt-hours. In 1965 the total load requirements 
are shown as 5,938 million kilowatt-hours; hydro generation as 4,808 million 
kilowatt-hours ; fuel-burning generation as 5,390 million kilowatt-hours, and inter- 
change out of the system as 4,260 million kilowatt-hours. 

Table 13, of the appendix, shows the estimated annual costs of base load 
steam generation to produce the power predicted to be required from this 
type of generation in table 12. In estimating the cost of constructing the new 
plants the very conservative figure of $100 per kilowatt of power installation was 
used. The annual capital charges were based on an interest rate of 3 percent 
with the retirement of the cost of the projects in 20 years. The operation and 
maintenance cost estimates are based on the generally accepted results of operat- 
ing experience. The estimated fuel costs are based upon the strategic location 
of the proposed plants near sources of low-cost fuel and upon the experience of 
similar operations so located in the area at the present time. The administrative 
and general cost estimates are based upon the experience of this Administration 
at the present time. An earnest attempt has been made to make all the estimates 
conservative and it is believed that the resulting total annual cost as computed 
for base load steam generation can reasonably be expected to be adequate to 
cover the full cost of producing this energy and that it is therefore a reasonable 


measure of a proper price to pay for comparable energy that may be purchased 
in lieu of it. 


SECTION VI, TRANSMISSION SYSTEM AND COosTs OF DISTRIBUTION 


The Flood Control Act of 1944 directs the Secretary of the Interior to “transmit 
and dispose of such power and energy (generated at reservoir projects under the 
control of the War Department) in such manner as to encourage the most wide- 
spread use thereof at the lowest possible rates to consumers consistent with 
sound business principles * * *” The act also declares: “The Secretary of the 
Interior is authorized, from funds to be appropriated by the Congress, to con- 
struct or acquire, by purchase or other agreement, only such transmission lines 
and related facilities as may be necessary in order to make the power and energy 
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generated at said projects available in wholesale quantities for sale on fair and 


reasonable terms and conditions to facilities owned by the Federal Government, 
publie bodies, cooperatives, and privately owned companies.” The Congress has 
thus soundly provided that the Government shall own, or suitably control, a)! 
facilities needed to accomplish the purposes of the act; and it has also provided 
that there shall be no facilities constructed which shal! needlessly duplicate 
existing facilities. It is recognized that sound business principles demand that 
existing facilities be used wherever they are adequate and arrangements can 
he made to purchase or use them. 

Following these principles, a detailed study was made of the existing fac ilitie s 
in the area to determine the facilities which must be constructed. The Ark-La 
154-kilovolt transmission line, extending from Markham Ferry in Oklahoma to 
the Jones Mills aluminum plant in Arkansas, and:a 110-kilovolt transmission line 
constructed by the Defense Plant Corporation from Walnut Ridge, Ark., to Oran, 
Mo., to serve the Big Inch pipeline, can be incorporated into the program if they 
can be acquired at a price not exceeding the cost of new construction, less de- 
preciation. Likewise, several minor transmission lines in eastern Oklahoma, 
begun by the KAMO Electric Cooperative, but left uncompleted because of the 
war, can be completed and made a part of the system. A transmission line con 
structed by the Arkansas Power & Light Co., intended to connect Norfork Dam 
to the Ozark Beach plant of the Empire District Electric Co., has been completed 
from Norfork Dam to the vicinity of the authorized Bull Shoals dam, but has 
never been operated. This line should be used as part of the main transmission 
grid of the Administration both for the marketing of its power and for providing 
construction power on the best possible terms for constructing the Bull Shoals 
Dam in accordance with the first preference provided Federal agencies by the 
Congress in the Flood Control Act. Arrangements for mutual use of facilities 
with the Grand River Dam Authority of Oklahoma should be undertaken. There 
are other high-voltage transmission lines in the area that will be useful to a 
less extent, through arrangements with the private utilities and public agencies 
owning them. In general, existing lines are heavily loaded, and not routed in 
such a way as to make them suitable for disposition of power and energy from the 
hydroelectric projects, most of which are in sparsely populated areas where there 
has been no need for heavy transmission facilities. 

Five major considerations are basic to the planning of the transmission 
system: (1) The system must reach and interconnect all the authorized dams, 
and must be capable of extension to collect the output of the proposed dams 
if and when they are constructed; (2) the system must reach the consumers 
named in the Flood Control Act; (3) all major load centers of the area must 
be reached, and interconnections made with the publicly and privately owned 
operations in the region wherever feasible, in order to make best use of the 
peaking capacity of the hydroelectric plants; (4) construction must be safe, ade 
quate, and economical; and (5) there must be no unnecessary duplication of 
facilities. 

Preliminary calculations were made to determine the proper voltage and 
size of conductors for the transmission lines. These calculations established 
the feasibility of the plan, and will be supplemented by studies on net work 
analyzers, as the system develops, to determine the effect of changes which 
may appear desirable, and to assist in solving problems which arise from inter- 
connections with other electric systems. 


TRANSMISSION SYSTEM FOR AUTHORIZED DAMS 


Map B in the back of the report shows the electric lines required to transmit 
to consumers the power and energy generated by the constructed and authorized 
dams. The lengths and costs of the transmission lines of various voltages are 
as follows: 





. 
Object Quantity Cost 

154-kilovolt transmission lines... .........--.-.-.----------. 822 miles...._._. Sees $7, 308, 000 
132-kilovolt transmission lines. ......................-.-.-- 2,200 miles 16, 500, 000 
110-kilovolt transmission lines............-..-.-.-.-...---.-- Sey. 1, 074, 000 
66-kilovolt transmission lines. ...............--.----.-.------ 5,220 miles. _. asd 22, 446, 000 
Transmission substations.. 1,325,000 kilovolt-ampere _- 14, 185, 000 
*6-kilovolt substations... 514, 000 kilovolt-ampere 7, 147,000 

a | ee ie ” 68, 750, 000 

' 
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The basis of the proposed system is a grid of high-voltage lines, 154-vilovolt 
and 132-kilovolt rating, interconnecting Denison and Norfork Dams with each 
other and with the Pensacola project of the Grand River Dam Authority in 
Oklahoma, Bull Shoals, and Table Rock Dams on the White River in Arkansas, 
Markham Ferry and Fort Gibson Dams on the Grand River in Oklahoma, 
Blakely Mountain Dam on the Ouachita River in Arkansas, Narrows Dam on the 
Little Missouri River in Arkansas, and Whitney Dam on the Brazos River and 
Rockland Dam on the Neches River in Texas. The grid will interconnect the 
steam plants and the principal load centers of the regions, and will make con- 
nections to the transmission systems of the following companies and agencies: 

Arkansus Power & Light Co. 
Louisiana Power & Light Co. 
Arkansas-Missouri Power Co. 

Sho-Me Electric Cooperative, Inc. 

The Empire District Electric Co. 
Kansas Gas & Electric Co. 

Public Service Company of Oklahoma 
Brazos River Transmission Electric Cooperative 
Grand River Dam Authority 
Oklahoma Gas & Electric Co. 

Texas Power & Light Co. 

Lower Colorado River Authority 
Houston Lighting & Power Co. 

Gulf States Utilities Co. 

Southwestern Gas & Electric Co. 

These interconnections will greatly stabilize and improve existing systems 
as well as the proposed system, besides affording an outlet for sale of the peak- 
ing capabilities of the hydro plants not required for the Administration’s own 
customers. Substations are provided at all points of connection to other systems, 
and for all customers which can be served by the authorized dams. 

The transmission substations have been designed to use for each transforma- 
tion a bank of three single-phase star-connected voltage-regulating transformers 
and a spare transformer. It was decided to make the initial installation equal 
to the ultimate capacity estimated to be required. The additional capacity 
above initial requirements will cost approximately $900,000 if included in the 
eapacity of the original transformers, whereas supplying it later by adding 
transformers would cost approximately twice as much. Oil circuit breakers and 
associated equipment are provided in the initial installation for only the initia! 
transmission lines. The substations will be designed so that additional equip- 
ment can be added when it is needed. 

In addition to the basic grid of high-voltage lines a 66-kilovolt system is pro- 
vided for delivering the power to rural electrification systems, municipalities 
which have their own electric distribution systems, Government facilities, and 
miscellaneous industrial loads not now receiving central station service. This 
system will likewise serve to improve existing service as well as to bring service 
to new customers. Some lines already in existence will serve for a time under 
arrangements with the present owners but increased loads will eventually make 
it necessary to construct all of the lines shown on map A, whether construction 
is undertaken by the Southwestern Power Administration, by transmission ¢o- 
operatives, or by private electric companies. 

The annual cost of the completed system will be $4,575,000, of which $3,200,000 
is interest and amortization, operation and maintenance is $550,000, the annual 
cost of replacements is $275,000, and administrative cost, including the market- 
ing program, is $555,000. Table 14, of the appendix, gives this informa 
tion year by year for the duration of the construction period. Capital charges 
are based on 3-percent interest and 35-year amortization. The investments are 
detailed by States in table 3 of the report. 


'RANSMISSION SYSTEM FOR AUTHORIZED AND PROPOSED DAMS 


The high-voltage transmission-line grid described above will be extended to 
connect to other hydro-electric projects in the same general areas, now being 
studied by the War Department, when and if they are authorized and con- 
structed. The ultimate completed system is shown on map A in the back of the 
report. Among these projects are Blair Creek and Doniphan Dams on the Cur- 
rent River in Missouri, Wolf Bayou on the White River in Arkansas, Greer’s 
Ferry on the Little Red River in Arkansas, Lone Rock and Gilbert Dams on the 
Buffalo River in Arkansas, Ozark and Dardanelle Dams on the Arkansas River 
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in Oklahoma, Tenkiller Ferry on the Illinois River in Oklahoma, Eufaula Dam 
on the Canadian River in Oklahoma, Oologah on the Verdigris River in Okla 
homa, Antlers on the Kiamichi River in Oklahoma, Pine Creek on Little River 
in Oklahoma, and Broken Bow on Mount Fork River in Oklahoma. It will also 
he necessary to provide double-circuit lines for the portion of the 154-kilovolt 
system extending from Riverton, Kans., to Little Rock, Ark., as the hydro 
electric developments in the White River Basin increase in number and additional 
generating units are installed. It will be necessary to strengthen the sub 
transmission system further as loads increase and new consumers are added 

The final investment for a tranmission system adequate for both the authorized 
dams and the proposed dams listed above are estimated to be as follows: 


| 
Object Qu 


volt transmission lines 1,060 miles $9, 40, 000 
volt transmission lines 2,24) miles , 500, 000 
ovolt transmission lines 358 miles 148, 000 
volt transmission lines 11,15) miles 47, 945, 000 
ission substations 1,325,000 kilovolt-ampere 5 380. 000 

t substation 2,360,060 kilovolt-amperes 32, 517, 000 


ital 125. 000, 000 


These investments are detailed by States in table 4 of the report. 

The total annual cost of the completed system is $8,310,000, of which $5,810,000 
is the annual charge for interest and amortization, the annual cost of replace 
ments is $500,000, annual cost of operation and maintenance is $1 million, and 
the annual administrative cost is $1 million. This information is given year by 
year in table 14 of the appendix. 


Section VII. Cost oF PRODUCING, MARKETING, AND DISTRIBUTING PoWER FROM 
COMPREHENSIVE SYSTEM 


FACTORS AFFECTING TOTAL COSTS OF MARKETING AND DISTRIBUTING POWER FROM 
COMPREHENSIVE PLAN 


In order to determine the total cost of power to prospective consumers from 
the proposed comprehensive system, it is necessary to take into consideration the 
following factors : 

1. Cost of hydroelectric production as determined in section III of the 
report on the basis of benefit value of 4.13 mills per kilowatt-hour. 

2. Cost of base-load steam generation as set out in section V of the report. 

3. Cost of transmitting and distributing the power as set out in section VI 
of the report. 

lable 15, of the appendix, shows the estimated tot] annual costs in thou 
sinds of dollars of the entire comprehensive plan for the years 1!46 to 1950, 
inclusive. This summary of costs is secured by the addition of the cost of hydro- 
generation, the cost of base-load steam generation, and the cost of marketing and 
distributing the power. 

Table 16, of the appendix, shows the total costs of the operation of the 

entire comprehensive system including the cost of producing the power for 
the years 1946 to 1965, inclusive, and indicates the average cost in mills per 
kilowatt-hour of energy delivered to consumers. Table 16 shows that the average 
cost of power delivered from the system on the basis of our studies is 4.86 mills 
per kilowatt-hour over the entire period 1946 to 1965, inclusive. As would be 
expected, the initial cost of power during the first year of delivery is higher 
than that secured as the comprehensive system is fully developed and maximum 
utilization achieved. 
_ In determining the cost of power from the comprehensive system proposed, 
interest was calculated on the Government’s investment in all facilities at the 
rate of 3 percent per annum and repayment of the Government's investment was 
based upon amortizing the cost of the transmission-line facilities and substations 
in 3 years, the cost of fuel-burning generating plants in 20 years, and the portion 
of the cost of the hydro developments allocated to power in 50 years. It is not 
intended that the utilization of an interest rate of 3 percent be construed as a 
final acceptance of that rate, but it was used as the highest rate that could 
reasonably be anticipated. At the present time utility systems are securing 
‘inancing at interest rates ranging between 2144 and 3 percent, and the average 
cost of money to the Government is considerably less than 3 percent. 
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It seems proper that the interest rates ultimately adopted for application on 
the Government’s investment in the proposed system should be comparable with 
the cost of money to the Government itself, and it is intended that a revision in 
interest rates shall be made in the calculations of costs upon allocation of the 
costs of the several projects and when the cost of money to the Government be- 
comes stabilized after the present war emergency. 


COST OF DELIVERED POWER AS BASIS FOR FIXING RATE SCHEDULES 


On the basis of the estimated requirement of 4.86 mills per kilowatt-hour of 
power delivered, it is concluded that a schedule of rates should be adopted for 


the distribution of power which would result in an average return of 5 mills per 
kilowatt-hour of delivered power. 


SecTION VIII. Rates, SALES, AND REVENUES 
RATE SCHEDULE 


In undertaking the detremination of an appropriate schedule of rates, careful 
consideration was given to the requirements of section 5 of the Flood Control 
Act of December 1944, providing that the power and energy from the projects 
should be disposed of in such manner as to encourage the most widespread use 
thereof at the lowest possible rates to consumers consistent with sound business 
principles, the rate schedules to become effective upon confirmation and ap 
proval by the Federal Power Commission, and the rate schedules to be drawn 
having regard to the recovery (upon the basis of the application of such rate 
schedules to the capacity of the electric facilities of the projects) of the cost 
of producing and transmitting such electric energy, including the amortiza- 
tion of the capital investment allocated to power, over a reasonable period of 
years. It was determined that a schedule of rates should be adopted which 
can reasonably be expected to result in an average rate of 5 mills per kilowatt- 
hour for all of the power disposed of from the system. In addition to the con- 
sideration of the average annual rate that had to be secured from the sale of 
power, a number of additional factors were taken into consideration in the 
investigation to determine an appropriate schedule of rates. It is the opinion 
of this administration that one of the greatest benefits that can result from 
the development of the hydroelectric resources of the area is to make available 
an abundant supply of electric energy for use in encouraging new industrial 
developments and the stabilization of existing industrial developments, thus 
bringing about the proper utilization of the other potential natural resources 
of the area the development of which depends upon such a supply of abundant 
low-cost power. Examples of new industrial development of this character 
are the bauxite and aluminum industry, other mining activities, rubber plants, 
processing plants for agricultural products, processing plants for petroleum and 
coal products in which this area abounds, and various electrolytic processes 
requiring large amounts of power. An example of the stabilization of an exist- 
ing industry, threatened by high power costs, is the continuance of the lead 
and zinc mining operations in the tri-State area, and the extension of those 
operations to the scope possible with abundant low-cost power. 

The development of the hydroelectric resources of this area must go hand 
in hand with the development of other potential resources of the area if either is 
to be utilized properly. 
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(herefore, it seems necessary, in the determination of the schedule of rates 
r disposition of the power, that every attempt should be made (taking into 
usideration the fact that industrial users of power normally operate at com 
iratively high load factor) to set up a rate schedule applicable to large users 
f power at high load factor which would encourage, to the maximum extent 
possible, the development of the potential resources of the area. The schedule 
f rates for this class of user, that is, a purchaser of power in wholesale quanti 
ies for his own use, should be as low as possible consistent with securing a 
sound operation for the entire comprehensive plan 
Likewise, in determining the energy rate to consumers for resale, every effort 
should be made to encourage the widest possible use of the available electric 
power and energy and such rates should certainly be comparable, if possible, with 
the lowest rate for similar service now available in the area 
In our investigation to determine a suitable schedule of rates for the two 
classes of users, namely, purchasers of power in wholesale quantities for their 
wh use, and purchasers of power for resale, a number of different schedules were 
studied. As a result of these investigations the schedules of rates listed below, 


| 7 and shown graphically on figure 5 of the report, were adopted as those that 

q should be used in this report, and as those that should be recommended to 

; 3 the Federal Power Commission for their confirmation and approval 

; 4 SCHEDULES OF RATES FOR ELECTRIC SERVICE FROM FACILITIES OF THE SOUTHWESTERN 
POWER ADMINISTRATION, DEPARTMENT OF THE INTERIOR, CONSTRUCTED AND OPER- 

' 4 \TED PURSUANT TO AUTHORIZATION OF THE FLOOD CONTROL ACT OF DECEMBER 1944, 

2 ll. R. 4485 


Rate schedule A. Applicable to sales of electric power and energy for resale 
Demand charge: $0.60 per month per kilowatt of contract demand. Energy 
charge: 3.5 mills per kilowatt-hour. 
The consumers of electric power and, energy, under this rate schedule, shall be 
required to maintain a power factor of not less than 85 percent lagging, and if 
f the power factor falls below 85 percent lagging, the gross bill for electric power 
e and energy for the month in which such event occurs shall be increased 1 percent 
for each percent lagging by which the power factor is less than 85 percent. 


Rate schedule B. Applicable to sale of electric power and energy to consumers for 


; their own use 

5 Demand charge: $2 per month per kilowatt of contract demand. No energy 
g charge. 

t The consumers of electric power and energy, under this rate schedule, shall be 
. required to maintain a power factor of not less than 85 percent lagging, and if 
. : the power factor falls below 85 percent lagging, the gross bill for electric power 
ij ' and energy for the month in which such event occurs shall be increased 1 percent 
. for each percent lagging by which the power factor is less than 85 percent. 


. A comparison of the schedule of rates proposed above with existing rate sched 
ules in this area indicates that all classes of consumers electing to take service 
from the proposed comprehensive plan would secure a material savings in prac- 
tically every instance over electric power rates now prevailing in the area. It is 
1 F not believed that there is a single power rate in the area any lower than the 

power rate proposed herein for any class of consumer. A comparison of the pro- 
posed rate schedule with other sections of the country indicates that the proposed 
rate schedules will compare favorably with those in effect in every section of 
the country with the possible exception of the Pacific Northwest already benefited 
from this type of development. 
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MILLS PER. KWH 











73 «#\4e TIS 292 365 436 Si! 584 657 130 
HOURS USE OF CONTRACT DEMAND PER MONTH 


CURVE A: DEMAND CHARGE 4.60 PEE MONTH PER KW OF CONTRACT DEMAND 
ENERGY CHARGE 3,5MILLS PER KWH 


CURVE B: DEMAND CHARGE $2.00 PER MONTH PEE KW OF CONTRACT DEMAND 
NO ENERGY CHARGE 
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The proposed rate schedule will greatly stimulate industrial development 
s area and will result in an increased use of power by present users. 


SALES AND REVENUE 


fable 17 of the appendix, shows the estimated sales of electric energy by 

assifications and by States, the estimated generation required for such sales, 
ind the estimated revenue secured from such sales (on the basis of the appli 
cation of the rate schedules proposed in this report to the appropriate loads) for 
the years 1946 to 1950, inclusive. Rate schedule A was applied to sales to munici 
palities, REA cooperatives, and utility systems. Rate schedule B was applied on 
sales to unclassified or industrial users. In applying these rate schedules load 
factors were estimated, as follows: 


MUNICIPALITIES AND REA. PROJEC' 


Sales in Rate. mill 
os 1, 000, 000 Load factor ee 
Year kilowatt- percent per ilon at Revenue ($1,000 
hours ou 
1, 356 48.4 » $7.08) 
5 1, 9U8 KO. 0 5.15 10, 270 
we ; 2, 451 51.3 5.11 2, 520 
Og 2, Gay 2.0 F ys an) 
UTILITIES 
10) " ea . ; 1, 164 40.3 vA 6. 449 
_ a ee eas ah 4 — 1, 987 37.4 5. 70 11, 335 
wy) ities | ‘ ‘ 3, 364 42.6 5. 43 18, 275 
WH . sian awd _ 3, 044 45.4 5. 31 2), G30) 
UNCLASSIFIED (INDUSTRIAL) CONSUMERS 
Sales in ~ 
Year 1, 000, 000 Load factor pee Looe Industrial, Total 
, kilowatt- percent i be “ ra revenue ‘revenue 
hours — 
19) i ee 650 54 5. 07 $3,290 $16, 789 
195 Ze alias alee a ST ERE 1, 269 55 1.99 6, 330 27, 935 
itil eRe ee ee ee et A el 1, 88Y ib 1.40 ¥, 250 40, 045 
O65 sailplanes 7 2, 511 57 4.81 12, 100 48, 230 


It should be noted from the above tabulation that the estimated load factors for 
unclassified or industrial sales range from 54 percent in 1950 to 57 percent in 1965. 
This compares with a range of load factors of 47 percent to 49 percent actually 
experienced in the area from 1939 to 1941 as determined from actual records of 
the Federal Power Commission in their report entitled ‘Electric Power Require- 
ments of Industrial Establishments, March 1944.” 

When it is remembered that the demand charge in the proposed rate schedules 
is applicable to contract demand rather than to the integrated demand actually 
experienced by consumers, it is very likely that the estimates of load factors 
used in this report could be increased by at least 10 percent for comparison with 
the findings of the Federal Power Commission, and we believe therefore that our 
application of rate schedules to extended sales in the report is conservative. 

In connection with the application of the proposed rate schedules to predicted 
sales, it should be remembered that it is the requirement of the rate schedules 
that they produce from predicted sales an average return of 5 mills per kilowatt 
hour for all energy delivered from the comprehensive system. It is immediately 
apparent from figure 5 that such a return will be secured when energy is delivered 
out of the system at an average load factor of 55 percent or less. In event large 
blocks of power are sold to industries of high load factor use it is contemplated 
in the comprehensive plan for the use of the hydroelectric capacity that necessary 
amounts of such hydroelectric capacity will be disposed of to existing utility sys- 
tems at low load factors so as to secure an average customer load factor of 55 
percent or less. In the event large blocks of high load factor power are desired 
by industries, it will be necessary to add equivalent amounts of steam capacity 
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in addition to that provided for in this report, if it should not be possible to 
maintain an average customer load factor of 55 percent or less by selling addi 
tional amounts of low load factor power to utilities. As pointed out in the 
beginning of the report, the very nature of this comprehensive plan of develop- 
ment requires that it be sufficiently flexible to meet any changes in predicted load 
requirements that may be encountered. The estimates of power sales and the 
application of the proposed rate schedules are deemed to be as reasonably con 
servative as can be made at this time and there is every indication that the rate 
schedules proposed applied to expected sales will meet the requirement of an 
average return of 5 mills per kilowatt-hour from the sale of energy delivered 
from the system. 

Table 18, of the appendix, shows the same information as table 17, but for 
the years 1946 to 1965, inclusive. 

Table 19, of the appendix, gives a summary of annual power requirements 
sales, and revenues for the years 1946 to 1965, inclusive, and is secured by th: 
addition of the indicated sales by States shown in table 18. 

Table 20, of the appendix, is, in effect, a payout test of the rate schedules 
applied to predicted sales with the estimated cost of production applied to 
the estimated revennes with an indicated surplus or deficit for the years 1946 
to 1965, inclusive. This tabulation indicates an accumulation of deficit amount 
ing to $4,733,000 by 1950, after which the accumulated deficit is reduced until! 
there is an indicated surplus by 1955 of $1,995,000. By 1965, this tabulation 
indicates an accumulated surplus of $45,160,000 above all costs of producing. 
marketing, transmitting, and distributing the power from the comprehensive 
plan. 

The indicated deficit for the first 5 years of operation is that which would 
reasonably be expected in the development of projects of this character and th: 
eonstruction of the facilities required to market the electric energy from them. 
Full fixed charges and full operating costs are applied in the tabulation from 
the very first year of the predicted system operation, and as in the case of any 
business, a few years are required to get it underway and on a paying basis. 

All of the power and energy produced at projects covered by this report can 
undoubtedly be sold as soon as it can be distributed to consumers, because : 
(1) the rates are lower than offered by any other supplier in the territory, except 
the Grand River Dam project, which has a limited capacity: (2) the offering of 
such rates will induce a rapid expansion of power use in industrial development 
both existing and new, in uses by REA cooperatives on the farm, and in use by 
municipalities through increased sales to the domestic and commercial customers 
and (3) the flexibility of operation of hydroelectric generating units, and their 
unparalleled advantages in frequency and load-regulation, make their production 
very valuable for use by other systems in conjunction with their fuel-burning 
generating capacity to carry the peak loads of such systems. 

It is believed that all of the estimates used in this report are conservative ani 
that it is quite likely that the surplus estimate indicated may he exceeded. It is 
believed to be in accordance with sound business principles to accumulate for 
the account of the Government a reasonable reserve to meet possible periods of 
depression or other unforeseen contingencies. It seems reasonably prudent that 
the estimated surplus be reserved at least for some time for these contingencies. 


SUMMARY AND CONCLUSIONS 


The studies and investigations discussed in this report may be summarized 
as follows: 

1. The multiple-purpose water-control projects authorized and proposed by 
the Corps of Engineers for the river basins in the southwestern area will pro- 
vide abundant supplies of low-cost hydroelectric power that will materially aid 
in the development of the region toward a sound balance of industry and 
agriculture. 

2. ‘The hydroelectric developments at these projects must be fully integrated 
with each other, with existing public and private utility systems, and with suf- 
ficient fuel-burning generation to firm up their capacity to realize the full hen- 
efits of the hydroelectric power installations. 

3. Adequate transmission and distribution facilities must be made available 
either by utilizing existing facilities or the construction of new facilities to 
bring the power from the interconnected hydroelectric developments to the load 
centers of the area, and to prospective users of the electric service if the most 
widespread use of the electric power and energy at the lowest possible rates (0 
consumers is to be secured. 
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4. Electric power and energy from the comprehensive system proposed can be 
distributed and disposed of to all prospective consumers in the area in accord 
ance with sound business principles at an average return of 5 mills per kilowatt- 
hour, and the operations would result in the securing of sufficient revenue for 
the recovery, upon the basis of the application of such rate schedules to the 
capacity of the electric facilities of the projects, of the cost of producing and 
transmitting such electric energy, including the amortization of the capital in 
vestment allocated to power over a reasonable period of years. The schedule 
of rates proposed in this report, applied to the predicted sales of electric energy 
from the projects, will result in an average return of approxitmately 5 mills per 
kilowatt-hour. 

5. The comprehensive system proposed is sufficiently flexible to permit of the 
development of its component parts in an orderly fashion to meet the order of 
development of other features of the water-conservation program, changes that 
are found to be necessary in other features of the water-conservation program, 
changes that are found to be necessary as a result of regional growth and devel 
opment that cannot now be estimated or predicted, and the requirements of 
proper integration with existing utility systems and the mutual use of existing 
facilities wherever feasibie and possible. The comprehensive system proposed 
will fully integrate the Norfork and Denison Dam projects with each other, with 
existing public and private utility systems, and with the steam-generating facili 
ties that would be at Lake Catherine, Ark., in such a manner as to firm up the 
hydro capacity and insure the availability of low-cost power throughout the 
region, including power for the continuation of the aluminum operation 

It is recommended that the initial steps of the comprehensive plan be taken 
immediately in order to assure that the completed projects be put to use, in 
accordance with the policies of the Flood Control Act of 1944, as soon as possible. 
Additional facilities should be constructed and operated as quickly as the orderly 
development of the multiple-purpose water-control projects can be undertaken. 
Other component parts of the comprehensive plan should be studied and prelim 
inary work and designs completed so that the power-transmission facilities will 
at all times be kept abreast of the availability of generating facilities and of 
market conditions. 

Respectfully submitted. 

WILLIAM J. FELL, 
Nentor Electrical Engineer. 

Respectfully recommended. 

Fioyp E. Conway, 
Chief, Engineering Section. 
\pproved. 
DouGLas G. WRIGHT, 
{dministrator. 
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TABLE 8.—/’roduction of electricity in the southwestern region 
[Millions of kilowatt-hours} 
i Index nu 
4 Year Kansas |Oklahoma Texas Loulsiana Arkansas Missouri Total ber: Base 
} LV4l = 1k 
mm. . 438 214 os 219 119 OWS 2,372 
2) 415 | 214 755 235 124 i2Z2 2, 465 lv 
22 496 266 817 25) 131 87] 2. 331 2 
yx 532 290 972 283 148 1, 061 5, 2h Mt) 
24 557 331 1,129 sO 157 sy 71 HN 
4 y25 666 Sus 1, 270 350 189 867 \. 736 ay 
q Pall 766 464 1, 491 520 163 vi2 4,316 ‘4 
Pai 842 676 1, 843 f33 167 Yn 5,119 40 
+28 SU+ “4 2, 221 s2) 1%) WwW) 5, 918 a 
20 we 1,021 Y77 2, 797 g¥0 128 1, 221 7, 134 “ 
re | cil 1,014 ySS 2, 922 1, 087 108 1, 270 39 7 
932 783 2, 527 1, ORS 105 1,31 6, 747 3 
a 132 870 706 2, 208 1, ORS i49 1, 210 6, 228 49 
4 iS 879 729 2, 267 1, 097 165 1, 280 6, 426 Kw) 
34 Yus 753 2, 441 1, 222 136 1, 205 6,750 5 
4 35 1, 069 R24 2, 538 1, 278 239 1, 622 7, 57% a) 
1, 228 936 2, 042 1, 62 142 1, 406 &, 334 65 
1, 273 1, O98 3, 343 1, 668 Qe} 1, 872 9 A 7h 
13% 1, 222 1, O62 3, 454 1, 645 224 1, 666 0, 283 73 
4 1, 278 1,111 3, 752 1, 885 231 1, 6OF 9, 8H2 77 
40)... 1, 399 1, 186 3, 990 2,035 222 1, 605 10, 437 2 
v4 1, 566 1,328 4, 650 2, 454 408 2, 324 12, 730 00 
42 1, 809 1, 660 5, 497 2, 586 304 2, 400 14, 355 112 
4 2, 051 2, 205 7,178 2,977 471 2, 468 17, 440 137 
Total a 24, 210 20, 096 63, 698 28, 313 4, 736 32, 516 173, 569 





apLe 9.—Estimated future production of electricity in the southwestern region 


{Millions of kilowatt-hours] 
—— 


“soe tia Meat ircdbaiadg cb 


Index num- 

Year Kansas Oklahoma Texas /|Louisiana|/Arkansas| Missouri Total | ber: Base, 

| 1941 =100 
se $+ ———_————_—_ + pcaiaaiianed waite cainasalctiieecl cia 
y41_.. 1, 566 1, 328 4,650 | 2,454 | 408 | 2,324 | 12,730 | 100 

J 46 | 1, 990 1, 685 5,900 | 3, 110 | 520 | 2,960 | 16,165 | 127 
4 947... | 2,070 1, 750 6,150} 3,240 540} 3, 07 16, 820 132 
| @ 1948 2, 180 1, 850 6,460 | 3, 410 | 570 3,240 | 17,710 | 139 
Fe 1949 | 2, 290 1, 940 6, 790 3, 580 | 600 | 3, 400 18, 400 | 146 
t= 50 | 2,38 | 2,020 7,060 | 3,730} 620 3, 530 19, 340 152 
, 51 | 2,490 2,110 7,400 | 3,900 | 650 | 3, 700 20, 250 158 
: I52_- | 2,600! 2,200 77%! 4070 680 | 3. 860 21, 130 | 166 
1953_._. | 2, 690 | 2, 280 8,000 | 4, 220 700 4, 001) 21, 800 | 72 
1954. ed 2,820| 2,300} 8370) 4,420 730 4, 190 22, 920 | 180 
1955 2, 940 | 2, 500 8,750 | 4,610 770 4, 370 23, 940 188 
1956... ..... 3,070 | 2, 600 9,110 | 4,810 | 800 4,560 | 24,950 | 196 
1957........-....-.| 3,190} 2710) 9,490| 5,000 | 830 4.750 | 25,960 | 204 
UR engaasteades 3,320 | 2,820) 9,860 5, 206 | 87 4, 940 27,010 | 212 
eS 3, 470 | 2, 950 10, 320 5, 440 910 | 5, 160 28, 250 | 222 

es alae ses 3, 620 3,070 | 10,750 5, 680 950 | 5,370 | 29,440 Bi 

196) so ret 3, 770 3,200 | 11,210 5,920 | 990 | 5,610] 30,700 | 241 
RR atdiahniis 3, 910 3,320 | 11,610 6,130} 1,020/ 5,810| 31,800 | 250) 
[ti cddenerneutie 4, 070 3,450 | 12,100 6, 380 | 1, 060 6, 050 33,110 | 260 
OR de oe 4, 250 3,600 | 12,610 6,650} 1,110| 6,310 34, 530 | 271 
6 cs ccitcteiesare 4, 410 3,740 | 13,110 6,920; 1,150} 6,560 35, 890 282 
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TABLE 10.—Energy requirements for rural electrification systems 


Project 


oma 


a0... 


21 
22 


23 


DBsnn east ehaes 


25 
26 
27 
28 
29 
30 
31 


Total 


ments 
Energy , Peak 
(2 (3 
| Mega- 
watt- Kilo- 
hours watts 
2, 200 630 
2, 300 650 
2, 200 630 
1, 400 400 
2, 100 590 
600 170 
1, 900 540 
1, 100 310 
600 170 
1, 100 310 
400 110 
1, 300 370 
2, 400 680 
1,000 280 
600 170 | 
1, 200 340 
1, 100 310 
400 110 
300 90 
400 110 
200 60 
900 250 
25, 700 
3, 300 930 | 
2, 000 | 570 | 
500 | 140 | 
2, 600 | 740 
1, 200 340 | 
1, 700 | 480 | 
2, 300 | 650 | 
800 | 230 | 
1,000 | 280 | 
1, 200 340 | 
1, 700 480 | 
900 | 250 
400 | 110 | 
200 | 60 | 
200 60 | 
0 | 0 | 
0 | 0 
DOP Len sccann 
| 
1, 900 540 | 
700 | 200 
1,000 | 280 
1, 400 | 400 
2, 800 790 
0 | 0 | 
900 | 250 
fi) Sao 


1943 require- 





OKLAHOMA 


1950 require- 























1955 require- 1960 require- 1965 require- 
ments ments ments ments 
Energy) Peak |Energy! Peak (Energy! Peak |Energy Peak 
(4 (5) (6 7 is (9) (10 ll 
Mega- Mega- Mega- Mega- 
watt- Kilo- watt- Kilo- watt- Kilo- watt- Kilo- 
hours watts hours watts hours watts | hours watis 
20, 400 4,800 32,600 7,400 | 41,000 9,100 | 49, 700 10, 900 
13,900 | 3,300 | 21,600 4,900 | 27,400 6,100 | 33,300 7, 300 
14,400 | 3,400 | 22,500 | 5,100 | 28,500 | 6,400 | 34,600  —_7, 600 
10,400 | 2,400 | 16,400 | 2,700 | 20,100 | 4,500 | 24,500 5, 400 
21,400 | 5,000 | 35, 100 8,000 | 44,000 9,800 | 54, 200 11, 800 
7, 700 1,800 12, 200 2,800 | 14, 900 3,300 | 18, 200 4,000 
12, 800 3,000 | 20,600 4,700 | 25, 200 5, 600 | 31, 800 6, 900 
14,600 | 3,400 | 23,600 | 5,400 | 28,900 | 6,400 | 36,300 | 7, 700 
9, 700 2,300 | 15,800 3,600 | 19,300 4,300 | 23, 600 5, 200 
15, 400 3,600 | 24,800 5,700 | 31, 400 7,000 | 38, 100 8, 400 
4, 400 1,000 6, 700 1, 500 8, 200 1,800 | 10,000 2, 200 
12,700 | 3,000 | 20,200 | 4,600 | 24,700 | 5,500 | 31,200) 6,800 
21,400 | 5,000 | 36,000 | 8,200 | 45,000 10,000 | 54,800 | 12,000 
16, 000 3,800 | 27,000 6,200 | 34,000 | 7,600 | 40, 400 8, 800 
14,500 | 3,400 | 24,300 | 5,600 | 30,700 | 6,800 | 36.400 | 8,000 
9,700 | 2,300 | 15,800 | 3,600 | 20,300 | 4,500 | 23,600 | 5,200 
12, 500 2,900 | 20,600 4,700 | 25, 200 5, 600 | 30,800 | 6, 700 
4, 600 1, 100 6, 700 1, 500 i 200 1,800 10,000 2, 200 
3,000 700 | 5,000} 1,100/| 6,100! 1,400) 7,500 1, 600 
4, 000 900 | 6,700 | 1,500} 8,200, 1,800 | 10,000, 2,200 
7,900 | 1,900 | 13,500 | 3,100 | 16,500 | 3,700 | 20, 200 4, 400 
10, 500 2,500 ‘17,300 4,000 | 21, 200 4,700 | 25, 800 5, 600 
261, 900 430, 900 |........|529,000 |......-- 645, 000 E 
ARKANSAS 
3,300} 800] 3,400 800 | 4,200 900 | 5,100] 1,100 
8,100 | 1,900 | 12,600 | 2,900 | 15,400 | 3,400 | 18,800 4, 100 
3, 200 700 | 5,100 | 1,200 | 6,300} 1,400 | 7,600 1, 700 
9,000 | 2,100 | 15,000 | 3,400 | 18,300 | 4,100 | 22, 400 4, 900 
13,900 | 3,300 | 22,500 | 5,100 | 27,600 | 6,200 | 33,600} 7,300 
9,300 | 2,200 | 15,000 | 3,400 | 18,300 | 4,100 22,400 | 4,900 
16,300 | 3,800 | 25,500 | 5,800 | 31,300 | 7,000 | 38,200] 8, 400 
13,900 | 3,300 | 22.500 | 5,100 | 27.600 | 6,200 | 33,600] 7,300 
9,800 | 2,300 | 16,200 | 3,700 | 19,900 | 4, 400 | 24, 200 | 5, 300 
9,200 | 2,200 | 15,000 | 3,400 | 18,300 | 4,100 | 22,400] 4,900 
13,900 | 3,300 | 22,500 | 5,100 | 27,600 | 6,200 | 33,600} 7,300 
6,700 | 1,600 | 10,800 | 2,500 | 13,200 | 2,900 | 16,100| 3,500 
5,800 | 1,400 | 9,600 | 2,200 | 11,800 | 2,600 | 14,300] 3,100 
5,200 | 1,200} 9,000 | 2,100] 11,000 | 2,400 | 13,400 | 2,900 
3,200} 800} 5,400} 1,200] 6,600) 1,500! 8,100! 1,800 
4,300 | 1,000 | 7,500 | 1,700] 9,200 2,000| 11,200; 2,400 
3,500 | 800 | 6,000, 1,400] 7,400, 1,600; 9,000; 2,000 
138, 600 |......-- (223, 600 |........ [274,000 ants es WON Ia <cocecs 
WESTERN LOUISIANA 
| 
8,100 | 1,900 | 12,600 | 2,900 | 15,200 | 3,400 | 18,800 | 4,100 
5,200 | 1,200 | 8,400 | 1,900 | 10, 100 2,300 | 12,500 | 2,700 
11,000 | 2,600 | 18,000 | 4,100 | 21,900 | 4,900 | 26,900 | 5,900 
16,100 | 3,800 | 27,000 | 6,200 | 33,800 | 7,600 | 40,500 8, 800 
6,500 | 1,500} 9,000! 2,100 | 11,000 | 2,400 | 13,400 | 2,900 
4,200 | 1,000 | 7,200 | 1,600 | 8,800 | 2,000 | 10,800 | 2,400 
6,800 | 1,600 | 10,800 | 2,500 | 13,200 | 2,900 | 16,100, 3, 500 
57,900 |........ | 93,000 |.......-|114,000 |........ 139, 000 |......-- 
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TABLE 10.—Hnergy requirements for rural electrification systems 
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43 
46 
41s 
4Y 


Texas 
1] 
30 
38 
40 
4] 
44 
45 
wD 
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Total... 
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63 
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65_ 


67 
79 
72 


ri. 
SY 


103 


ll 
ll 
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122 


12 


1043 
ments 


requir 





Energy Peak 
2 3 
\lega 
watt Kilo 
hours watts 
2, YOO 820 
1, 800 5lu 
1, 000 280 
2, 200 620 
2, 500 710 
2, 000 570 
1, 300 370 
; 26, 200 7, 400 
| 700 200 
1, 100 310 
700 200 
1, 000 270 
200 60 
43, 600 
200 60 
600 170 
600 170 
0 0 
0 0 
0 0 
. Me ton 
SOO 230 
2, 000 570 
1, 300 370 
1, 600 450 
1, 200 340 
500 140 
1, 000 280 
1, 300 370 
1, 100 310 
1, 400 400 
900 250 
1, 100 310 
1, 600 450 
$00 230 
1, 800 510 
1, 100 310 
1, 000 280 
500 140 
1, 100 310 
100 30 
100 30 
0 0 
100 30 
22, 400 


SOUTHERN MISSOURI 
ivS0 require VSS reqt 
pens ments 
Energy} Peak |F vy Peak 
4 
\fega- \ieg 
att Kil watt Kil 
hour watts hours , 
14, 300 3, 300 | 22, 500 5, 100 
13, 200 3, 100 21, 600 4. G00 
11, 400 2.700 | 18, 900 4, 300 
22, 400 », 200 | 38, 400 8. 700 
13, 800 3, 200) 21, Yoo 5 OOO 
14, 500 10 23, 600 HM) 
13, 300 3,100 | 21, 900 5, 000 
23, 500 5,500 | 21, 600 4, 9OO 
19, 400 4,500 | 31, 500 7, 200 
21, 400 4,900 35, 400 8, 100 
9, 000 2,100 15, 200 3, 500 
20, 400 4,700 33, 700 7, 700 
13, 100 3,100 22, 500 5 100 
209, 700 328, 700 
KANSAS 
3, 100 700 5, 200 1, 200 
3, 600 S00 5, 800 1, 300 
2, 200 500 3, 700 800 
2, 700 600 4, 700 1, 100 
1, 200 300 2, 100 500 
2, 800 700 4, 800 1, 100 
15, 900 26, 300 
PEXAS 
5, L00 1, 200 S, 400 1, 900 
¥, YOO 2, 300 15, 700 3, 600 
¥, 200 2, 200 15, 000 3, 400 
8, 200 1,900 13,100 3, 000 
3, 700 900 5, 600 1, 300 
3, 400 R00 5, 600 1, 300 
6, 200 1,500 10,000 2, 300 
7, 400 1,700 11,800 2, 700 
6, 500 1,500 10,500 2. 400 
8, 800 2,100 14,000 3, 200 
4, 800 1, 100 7, 500 1, 700 
6, 500 1,500 10, 500 2, 400 
8, 800 2,100 | 14,000 3, 200 
6, 100 1,400 | 10, 200 2, 300 
9, 100 2,100 14, 500 3, 300 
6, 500 1,500 10, 500 2, 400 
4, 900 1, 100 7, 600 1, 700 
5, 200 1,200 8,700 2,000 
5, 900 1, 400 9, 400 2, 100 
2, 000 500 3, 400 ROO 
6, 300 1,500 10,800 2. 500 
2, 000 500 3, 600 SOO 
6, 000 ,400., 10, 200 2, 300 


143, 600 230, 600 


27. OM 
27, 400 
23, 200 
mn) 
26, 500 
28, SOM 
*), GOO 
21, WN 
38, 700 
43, 500 
1S, to) 
41, 4x 
;, GOO 


404. 000 


6, 400 
100 
+, 500 
, MH) 
> OOO 


, 800 


32, 200 


10, 300 
1¥, 300 
18, 300 
16, 000 
6, YOO 
6, OO 
300 
500 
900 
200 
200 
900 
2) 
SOO 
7, BOO 
2, YOO 
9, 300 
10, 700 
11, OO 
+, 200 
13, 300 
4,400 
12, 500 


a DS 
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l 
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“It 


“Ibo 


it 
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I 
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283, 000 
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>, 20 
», 100 


5 20 
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, 500 
» OOO 


1H) 


», UU 


100 
oo) 
700 
100 
200 


», 200 


, 400 
, 600 


000 
300 
On) 


, 300 


300 
300 
100 
600 
SOO 
500 
700 
200 
YOO 
800 


900 
SU) 
SOO) 
000 
900 
100 
10 
600 
OOO 
000 
O00 
SOU 
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Continut 


” ‘ ‘ 
eI 
I 
\Mfega- 
{ Ai 

h , 

34, 600 > WK 
32, 2H 7, 300 
2k, WH 6, 2K 
57. Ww) 12 Mw 
32, 700 7, 200 
35, Six 7. 700 
32, 800 7. 200 
32, 30K 7, 300 
47, 000 10, 300 
53, 000 11. 600 
22, 700 5, OOK 
MM). 400 11, 000 
33, 600 , 300 
491, 000 

7, 800 1, 700 
8, 700 1, 900 
5, 500 1, 20 
7, 000 1. 500 
3. 200 TOO 
7, 20 1, 600 
3¥, 400 

12, 600 2 800 
23, 600 5, 200 
22, 500 4, 900 
19, 600 4,300 
&, 400 1, 800 
8, 400 1, 800 
15, 000 3, 300 
17, 700 3, 900 
15, 700 3, 400 
21. 000 41, 600 
11, 300 2, 500 
15, 800 3, 500 
21, 000 4, 600 
15, 300 3, 300 
21, 800 1.800 
15, 700 3 400 
11, 400 2 500 
13, 000 2, 800 
14, 100 3, 100 

5. 100 1, 100 
16, 20 3. 500 

5. 400 1, 200 
15, 400 , 400 
346, 000 
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TaBLe 13.—Annual costs of base-load steam generation 


[Thousands of dollars] 





























7 Annual cost, Operation Adminis- 
ee of invest- | and main- | Fuel cost | trative and a 
ment tenance general F 
(1) (2) (3) (4 (5) (6 (7 
RT one ae ate eee 7, 000 470 245 600 | 50 1, 365 
1947 it ae sable de cane 10, 500 705 367 900 80 2, 05: 
ee Rill hk ate 14, 000 940 490 1, 200 110 2, 740 
1949 sli etedlicdcbaniatalie . 17, 500 1, 175 612 1, 500 140 3, 427 
1950 wate 21, 000 1, 410 735 1, 800 170 4,115 
1951...... = eaten oan 24, 500 1, 645 R857 2, 100 2 4, SN? 
ee : 28, 000 1, 880 Oso) 2, 400 230 5, 490) 
i ineccdancietes pitisalbedinsititie sek 31, 500 2,115 1, 102 2, 700 260 6,177 
1954 35, 000 2, 350 1, 225 3, 000 290 6, SO. 
1955. 7 = Pet. 38, 500 2, 585 1, 347 3, 390 320 7, 859 
1956... ‘ ce 42, 000 2, 820 1, 470 3, 600 350 8, 240 
1957 aneiendaaiehal ‘as 45, 500 3, O55 1, 592 3, 900 380 8, 927 
1958 ___ Saabiineusialia ane 49, 000 3, 290 1, 715 4, 200 410 9, 615 
SO cet cde ctaatis a a . 52, 500 3, 525 1, 837 4, 500 440 10, 302 
Mowat tivile dirciacbea ah oh tae dams 56, 000 3, 760 1, 960 4, 800 470 10, 990 
1961 _. ia diiadintiniaabe sae 59, 500 3, 995 2, 082 5, 100 5OO 11, 677 
1962 one : 63, 000 4, 230 2, 205 5, 400 530 12, 365 
1963 __. create ; 66, 500 4, 465 2, 327 5, 700 5A0 13. O52 
ig a aire ete CAR Pen a 70, 000 4, 700 2, 450 6, 000 590 14, 740 
et ie ile ae 77, 000 5, 170 2, 695 6, 600 620 15, O85 
I hice ieiheneche idibsieed hoietectee : 54, 285 28, 293 69, 300 6, 700 158, 578 
TABLE 14.—Annual costs of transmission system 
{In thousands of dollars] 
Se ee ee 7 Par ' 
| Adminis- |, 
Interest Operation | ,*"). Total 
a » j < "@¢ 
I ercent Cost and amor- | and main- | “t!vé and | annual 
complete tization tenance general cost 
; expense | 
(1) (2) (3) 4) (5) (6) (7) 
scancanieniaal ——|—_ gil iy -| —— 
I ebhens 20 25, 000 1, 160 | 300 200 | 1, 660 
ik a Selena 40 50, 000 2, 320 | 600 400 | 3, 320 
insti ectadia teat ellie att ae pains 48 | 60, 000 2, 790 720 | 480 3, 990 
Ss chs lin seth Seen Slat Sethe 52 65, 000 | 3, 020 780 | 520 | 4, 320) 
1950 ; . 55 68, 750 3, 200 825 5A0 4, 575 
1951 : 58 72, 500 3, 370 70 580 4, 820 
1952 ‘ 61 76, 250 | 3, 540 915 610 5, 065 
1953 ; ie 64 80, 000 | 3,7 960 640 5, 320 
1954 ‘ Sadndgbesewe 67 83, 750 3, 900 1, 005 670 5, 575 
1955 70 87, 500 4,070 1, 050 700 5, 820 
1956 ; 73 91, 250 4, 250 1, 095 730 6, 075 
1957 ; 76 95, 000 | 4, 420 1,140 | 760 6, 320 
1958 4 ‘ i 7$ 98, 750 4, 600 1, 185 790 6, 575 
1959 ‘ 82 102, 500 | 4,770 1, 230 | 820 6, 820 
1960. __. - 85 106, 250 | 4, 950 1, 275 850 7, 075 
1961 . 88 110, 000 | 5, 120 1, 320 S80, 7, 320 
1962 ; ts 91 113, 750 | 5, 300 1, 365 910 7, 575 
1963 4 117, 500 | 5, 470 1, 410 940 7, 820 
1964 xe 97 121, 250 5, 650 1, 455 970 8, O75 
1965 ietatk a 7 . 100 125, 000 5, 810 1, 500 1, 000 8, 310 
WE. 6s teens aiptoneainiaa esses 81, 430 21, 000 14, 000 116, 430 
TABLE 15.—Total annual costs 
[In thousands of dollars] 
1946 =| 1947 1948 | 1949 1950 
(1) (2) (3) (4) (5) (6) 
Hydro !_______ ca reac oon 1, 690 | 1, 690 1, 690 | 7, 120 8, 080) 
Base-load steam .___ peeiaati | 1, 365 | 2, 052 2, 740 3, 427 4,115 
Transmission system.._.___________. am 1, 660 | 3, 320 3,990 | 4, 320 4, 575 
ak ict aliing eas Ken ae ab | 4,715 | 7, 62 8, 420 14, 867 | 16, 770 





' Costs of hydro shown are value of hydro based on replacement of fuel-burning generation. 
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Requirements at source 








Hydro Base load steam 
{ Millions Value in M lions Cost in 
of kilo- of kilo- 
watt- thousands watt thousands 
7 of dollars : of dollars 
hours hours 
fn) (2) 4 
of 409 1, 690 490 1, 365 
47 400 1, 690 735 2, 052 
+s 409 1, 690 ys) 2, 740 
‘ HY 1, 723 7, 120 1, 225 3, 427 
3 | 1, 956 8, ORO 1, 470 4,115 
= 5) 2, 200 ¥, O86 1,715 4, 802 
2 2, 345 9, 685 1, 960 5, 490 
453 2, 770 11, 440 2, 205 6,177 
54 2, 927 12, O89 2, 450 6, 865 
é 155 2, 982 12, 316 2, 605 7, 552 
3 vt 3, 397 14, 030 2, 940 8, 240 
; 957 3, 547 14, 649 3, 185 8, 927 
* 158 3, 768 15, 562 3, 430 9, 615 
2 y5Y 4, 049 16, 722 3, 675 10, 302 
3 Hi 4,414 18, 223 3, 920 10, 990 
4 1 4, 565 18, 853 4, 165 11, 677 
4 2 4, 570 18, 874 4, 410 12, 365 
# 963 4, 662 19, 254 4, 655 13, 052 
* 4 4, 737 19, 564 4, 900 13, 740 
OWS 4, 808 19, 857 5, 390 15, ORS 
- eacie a all 
B® Total . 250, 474 158, 578 
v - 
TABLE 17.—Sales and revenues by States 
OKLAHOMA 
Energy sales, millions of kilowatt-hours 
Year 
Munic- at 
Rural ipal — Utilities 
| plants 7 
| 
(1) (2 (3 (4 (5 
} | 
ela 
+t 50 | 30 | 55 | 176 
47 103 | 58 111 98 
+4 156 | RH 167 30 
d4Y 209 115 222 406 
1) 262 143 277 406 
ARKANSAS 
1946... 28 14 36 110 
| 47 55 27 | 71 61 
948 83 41 106 19 
4y 111 54 142 2380) 
ae ae eee 139 68 177 289 
TEXAS 
1946 —_ 29 |. 14 | 1 | 66 
1947 er 7 | 28 | 38 | 37 
1948 oe 86 42 | 58 | 11 | 
Sc aeeee a 115 56 | 77 | 168 
; cs ineneepasts 144 60 | 96 | 173 | 


POWER 


cost in 


thousand 
of dollars 


bo 
, 320 
yup 
3B 
sa 
O65 
320 
5, 820 
6. O75 
6, 320 
820 
O75 
320 
575 
S20 
&. O75 
&, 310 


116, 430 


Total 


311 
370 
439 
952 


, USS 


128 
160 
197 
416 
473 





TABLE 16.—Summary of annual costa 


: aa 
ind trans 
nission 
sts plus 
’ slue of 
hydro in 
nds 


{ dollars 


thousa 


4 
16, 
18, 
DD 


») oF 


a4, Uda 


24, 529 


a, s 
» 


33, 
36, 


38, 
40, 


43, 


Revenue, 
thou- 
sands of 
dollars 


1, 639 
, 962 
2, 410 
760 


ne 


O45 
, 134 
, 370 
, 910 


570 


why 


677 

s4s 
1, 073 
2, O82 
2, 505 | 





1 Olal 
million of 
kilowatt 

? 


mrs 


GOs 
135 
38y 


I 
l 
2 
3 
3, 915 
4 
4 


Genera- 
tion, mil- 
lions of 
kilowatt- 
hours 


330 
404 
474 
, 030 


_ 


200 
232 
269 
635 


725 


138 
175 
213 
44y 
511 
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TABLE 17.—Sales and revenues by States—Continued 


SOUTHERN MISSOURI 


Energy sales, millions of kilowatt-hours 








Total 


43 
#2 
Q9 
150 


177 


274 


840 | 
1,050 | 


1, 285 
2, 730 
3, 170 


Year Munie- | tetas 
Rural ipal sified " Utilities 
plants : 
a (2 (3 (5 
1946 2 26 6 44 
1947 4 52 12 24 
1948 126 78 Is S 
1949 168 104 24 112 
1950 210 130 30 15 
SOUTHEASTERN KANSAS 
1946 3 15 8 17 
1947... 6 30 17 9 
1948 _ _ 10 44 25 3 
1949 13 59 34 44 
1950 16 74 | 42 45 
WESTERN LOUISIANA 
1946_ _. ll 10 6 25 
1947_.._- 24 21 ll 16 
1948... 34 33 16 5 
1949. _. 45 43 21 108 
1050... 57 53 28 136 
TOTAL 
, Pa git aad ae ee oa > ae 
1946. 163 109 | 130 | 438 
1947. 329 216 | 260 | 245 
1948 495 324 | 390 | 76 
1949. 661 431 | 520 1,118 
1950 828 528 | 650 1, 164 
| 


| 
| 


t 


_ Revenue, 


hou- 


sands of 
dollars 


227 
327 
440 
761 


933 


2350 
382 
479 
1,075 


1, 456 | 


4, 441 
5, 559 
7, 004 
13, 673 
16, 789 


| 


Genera- 
tion, mil- 
lions of 
kilowatt- 
hours 


127 
187 
248 
441 


524 


oP ie 


04 
89 
162 


191 


58 
79 

On 
231 


300 |_- 


99 
1, 144 
1, 389 
2, 948 
3, 426 


Peak 


loads, 
thou- 
sands of 


kilo- 


watts 


(9 


F 
ee 
f 

f 
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TABLE 18.—NSales and revenues by States 


OKLAHOMA 


Energy sales, millions of kilowa 











f i 
: Munk Um 
REA ale ated ' : , 
“ 
l 2 ; 4 s 

i ’ vw) i , 1, 639 5.8) 
‘ g 103 5s itl is $71 1, O82 “4 
; Ms 3 \ 16 st 167 “ 45 2,4 74 
¢ HY ; 20u 115 222 He W52 4, 700 Om 

x 4 . 262 143 277 4 1, OSS 7H 11 
; 206) 1) 333 510 1. 2n0 A Sa an) 
4 329 156 389 530 1, 404 i) 517 
4 363 163 444 1, 58 & 400 i 
4 } ‘ 397 ly sy 662 j ; ” i. a 
2 431 176 555 ti7 1, 83 ¥, 7a 1, ON 
é Vit 451 is4 6ll &3 2 Ori 0. Sn 2 2% 
4 470) 1¥2 Ott Au) 2 218 11. Mx 2 ») 
4 is 140 200 721 YN) 2.39 12, 404 2 ASO 
£ 5 509 208 777 1, OM 2, 584 13, 42 2, 790 

4 ti 216 833 1, 22 2 Si 1. 550 
3 v } 226 SAS 1, 2S5 29 y¥ 15.05 . 
4 2 a j 575 235 3 1,2 , (28 45K 0 
; 63 oak 599 245 09 1, 31 OND 4x 
5 rd ‘ 622 254 1, 05% 1, 34 2 16, 70 3 
‘ D 645 204 1,110 1, 460 174 7, 7 tH 
ARKANSAS 

Ht = ‘ 2s 14 3t ! ss ”y aH 
47 ‘ 55 2a 71 °14 | j 232 
Hs , codes oa S3 41 LO 1Y 249 l ( 26y 

MY ee rr 7 111 4 142 JNK 87 2,91 3 

et) i i 139 6S 177 20 ; 70 9 
451 oe éitina 156 71 213 419 ) 1 O20 sa 

1952 2 wad 173 75 24Y ; SON 4 ”) A 
; 1953 —s “it See c 190 78 2R4 ise x 4 O7 1.010 
154 Ph Sian nt Addis 207 82 319 114 ] 121) 1, 10 
58 Sin ace ae 224 85 $5, 21 ] WM) 172 
dot : oneal -_ 234 SY 300 522 1, 235 6, 430 5 
454 suleces _ ; 244 92 4126) 5H 1, 318 6, 8M 12 
ee er ae and es 254 v6 161 610 1, 421 7, 404 1, 537 
TM. i ioc eke i SR 264 Oy 407 68] ] 1 & OO Hot 
wil anitiielten sinks ‘ 274 103 A32 765 l 1 &, 700 1, Si 
41 ee os nu —— 4 285 10S 56S mi)2 1. 763 » (0K wos 
h2 in aoish deceilaali al Sek ee a 208 112 604 797 1,811 9, 24 1, 960 

Ts owemerailels sistas cia ibabid 310 117 639 SIS 1, SA4 0 600 2? 03 

4 i NS cee cocci eae mise 322 121 675 S37 ; il 
1965 at — ae 334 126 710 10 2, OSO 10, 600 2, 240 

SOUTHERN MISSOURI 

dt é nna e 26 6 44 118 23 127 
4 ae sncicas 52 12 24 72 aie 187 
44s - 7. 7s 18 x 23) 1. 232 248 
, « “ 104 24 112 4) 2, USO 441 
n) on 130 30 11 AF 2, 555 524 
45] idebeaanineds 137 36 127 533 2. 820 575 
152 ae 143 42 132 574 3,040 620 
153 a cal 149 48 1453 631 , a4 6S1 
Rs a icuicac ae ete Mees Sx Been J 155 54 165 679 3, 600 733 
455 : . oe 161 HO 168 718 , S10 775 
ee es ee Oe te al 168 te 209 7RT 11M Sy) 
157 : : 176 72 222 $29 4,310 RY 
1958 : = 183 78 24 S79 4, 570 49 
Sts ak nicetdenteankae amen 191 54 272 936 4, 870 1,010 
ik OL eee) 198 uD 306 JOS 5 180) 1.078 
61 ee 207 96 321 1,045 5, 330 1, 130 
Ie dendiatd ae ‘ 216 102 319 1,076 5, 490 1, 162 
Ith3 be Pa a ee be 224 108 328 1, 11¢ 5. 890 1. DS 
asian a See ino AE icf 233 114 $35 L, 15¢ 5 Sur 1, 250 
Ris casei aieceeatens odes 242 120 364 1, 217 6, 204 1,312 
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TABLE 18.—Sales and revenues by States—Continued 
NORTHEAST TEXAS 



































Energy sales, millions o f kilowat t-hours Source 
ss ainda energy 
Revenue,| require- 
ments, 
> . ate | sands of | millions 
REA | Mum | Uncle | utitities | Total | | of kilo. 
| watt- 
| hours 
(1) (2) (5) (6) 
' 
| 
1946 29 14 19 66 128 | 138 
1947 57 28 | 38 37 160 175 
1948 86 2 5S ll 197 1, 213 
1949 115 56 7 168 416 2, 440 
1950 144 60 06 173 473 2, 511 
1951 161 73 115 263 612 3, 661 
1952 , 178 | 7 134 339 727 3, 785 
1953 196 7Y 154 534 963 5, 1,040 
1954 213 32 173 552 1, 020 5, 1, 103 
1955 ‘ 7 231 86 192 557 1, 066 5, 1,151 
1956 es 241 89 211 618 1, 159 6, 1, 252 
1957 252 93 230 638 1, 213 6, 1, 310 
1958 5 262 97 250 670 1, 279 6. 1, 392 
1959 272 101 269 713 1, 355 7, 1, 464 
1960 Ly 283 105 288 763 1, 439 7, 1, 554 
1961 a ee 296 110 307 785 1, 498 ae 1, 619 
1962 . 308 114 326 783 | 1, 531 7, 1, 652 
1963 ni 321 119 346 795 1, 581 8, 130 | 1, 706 
1964 333 123 365 806 1, 627 8, 1, 759 
1965 346 128 384 | 850 1, 708 8, 1, 846 
WESTERN LOUISIANA 
1946 11 10 6 25 52 | 280 58 
1947 24 21 11 16 | 72 382 79 
1948 34 33 16 4 88 | 479 | 96 
1949 45 43 | 21 108 217 1,075 | 231 
1950 57 53 28 136 | 274 1, 456 300 
1951__. A ‘ 65 56 33 | 76 | 230; 1,220) 265 
1952 : 73 | 58 | 38 | 79 248; 1,310} 285 
1953 79 61 | 43 90 273} 1,447 303 
1954 86 64 | 50 | 100 | 300; 1,590! 332 
1955 3 Se 92 66 55 100 313 | 1, 660 34! 
1956 97 70 61 127 | 355| 1,850 374 
1957 Ee 100 73 67 136 376; 1.960 425 
1958 ee 105 75 | 72 | 145 397 | 2,105 | 428 
BUDS ce eo. 5 11] 78 | 77 | 166 432} 2,350 | 465 
1960. coe ae 114 81 83 186 464 2, 410 510 
RS > kOe a 120 83 | 88 194 | 485} 2,420 | 522 
1962 oe oe ee _.| 124 88 94 192 498 | 2, 590 | 558 
Ec ee ee 136 92 98 201 | 527; 2, 690 | 579 
Nt ea 134 97 103 206 | 540 | 2, 760 583 
TS anos Sea 139 | 99 110 218 | 566 | 2, 880 615 
SOUTHEAST KANSAS 
ee ees : | | | 
1946 3 | 15 | 8 | 17 | 43 | 227 46 
1947 6 30 | 17 | 9 | 62; 327 | 7 
1948 10 44 25 | 3 | 82 | 440 | 89 
1949 13 59 | 34 | 44 | 150 | 761 162 
1950 16 74 | 42 45 | 177 | 933 191 
1951 18 77 | 44 | 50 189 1, 000 204 
1952 20 81 46 | 52 | 199 | 1,085 | 215 
1953 22 84 | 48 | 60 214 1, 135 231 
1954 24 87 50 | 65 | 226 1, 200 244 
1955 26 91 52 | 66 | 235 1, 245 254 
1956 27 95 54 | 81 257 1,390 278 
1957. 29 99 | 56 | 86 | 270! 1,405 292 
1958 ee 30 104 | 59 | 96 239 | 1,500 312 
1959. _- 31 | 108 | 61 | 106 306 | 1,590 330 
1960 32 112 63 | 119 326 1, 695 352 
1961 34 117 66 | 125 342 1, 745 369 
aa 35 | 122 69 124 350 | 1, 785 378 
th a ie 37 126 72 128 363 | 1,850 392 
1964 Sih ig. oe SA 38 131 75 131 375 1,910 405 
1965 39 136 77 142 394 2,010 42! 
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Taste 19.—Summary of annual requirements, sales and revenue 





Energy sales, millions of kilowatt-hours Source 

— energy 
Revenue, require 

thousands ments, 


Ld 
FY 
F 


pals fied : . 7 kilowatt 
1) (2 (3) 4 5 6 7 8 

on 1046. . 163 109 130 438 840 4, 441 Reo 
; 1947 ‘ 329 216 200 245 1, 050 5, 550 1,144 
1948 . 495 324 3¥0 76 1, 285 7, 004 1, 380 
. 1049 661 431 520 1, 118 2, 730 13, 673 2, 048 
a 1950 S28 528 650 1, 164 3, 170 16, 789 3, 426 
2 1951 929 564 774 1, 345 3, 612 19, 163 3,915 
a 452 1, 030 589 SUS 1, 463 3, 980 21, 140 4, 305 
ka 153 1, 131 614 1, 021 1, 838 4, 604 24, 482 4, 975 
: j 154 1, 232 639 1, 145 1 958 4,974 26,460 5, 377 
55. 1, 333 665 1, 269 1, 987 5, 25 27, 935 5. 677 
ae 156 1, 394 695 1, 393 2, 392 5, 874 30, 710 6, 337 
a | 1957 ; 1, 454 | 725 1, 517 2, 528 6, 22 32, 435 6, 732 
3 1958 EBS 1, 515 755 1, 641 2, 745 6, 656 34, 735 7, 198 
959 . 1, 576 785 1, 765 3, 028 7, 154 37, 410 7, 724 
1 wil 1, 636 815 1, 889 3, 364 7, 704 40, 045 8, 334 
Fy 61 1, 708 851 2, 013 3, 512 8, O84 41, 275 8, 730 
| | 1962 1,779 887 2, 138 3, 490 8, 204 42, 435 8, 980 
Do 1963. . 1, 859 923 2, 262 3, 580 8, 624 44, 040 9, 317 
3 196-4 Ge 1, 923 959 2, 387 3, 655 8, 924 45, 610 9, 637 
: 1968 1, 994 995 2,511 3, 044 9, 444 48, 230 10, 198 

x Total. _ 24,969 | 13,069 26, 573 43, 870 108, 481 563, 571 


REA Munici- | Unclassi- ' 
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APPENDIX I1 


GENERAI 


In the report it is stated that preliminary allocations of cost indicate 
average overall cost of 3.58 mills per kilowatt-hour for the energy to be 
roduced at the authorized reservoir projects. This appendix sets forth the 
sts in detail and shows their derivation. The computations are only on the 
thorized dams as covered in the Power Market Survey, Multiple Purpose 
‘ojects in Southwestern Region, as prepared by the Fort Worth regional offic 
the Federal Power Commission, December 1944. Five additional authorized 
ms, the Whitney Dam on the Brazos River near Waco, Tex., and four power 
us on the Neches River, are not covered in this report as studies have not 
en completed by this office, but there is no knowh reason w iv the computations 
the Whitney Dam and those on the Neches River will not fall directly in 
ne with the computations covering the other authorized dan fhe computa 
s show that the proposed comprehensive plan of power distribution and 
es is feasible and economical for the projects now authorized, whether or not 
ther projects are approved by the Congress at some future diate 

This administration recognizes that there is diversity between methods of 

locating joint costs of multiple-purpose projects, and that different procedures 

e applicable to different projects. We also recognize that it is not possible to 
ke final allocations of costs until the projects are completed and final costs 
determined. The methods used herein, and the allocation f costs dete 
ned thereby, are in accord with accepted practice, and the costs computed from 

hem represent with reasonable accuracy, we believe, the final costs to be deter 

ined after the completion of the projects. 

The methods of making the allocations, and the sources of the information 
d, are explained in the footnotes to table 21. Operating costs are known 
the Denison and Norfork projects and have been computed for the other 

ojects using these known costs as a basis. A replacement charge has been 

ide on an annual basis, sufficient to replace the power equipment at the end 

f its useful life. Interest on the power investment has been charged at 3 perce 
per annum. Amortization of the investment is based on a 50-vyeur period at 

percent interest. Administrative and general costs, consisting of War Depart 
lent expenses chargeable to the projects, but not incurred at the project sites, 

ive been estimated at 15 percent of the operating expenses. 

The costs of a multiple-purpose project attributable to each of the functions 
ire of two kinds. First, the direct costs. It is obvious that the power-producing 
equipment is not installed for flood control, and all such equipment is charged 
ntirely to power. Second, the joint costs. After subtracting the cost of the 
owerplant and associated equipment from the total cost of the project, there 
remains the cost of the dam, reservoir, land, sluices, and miscellaneous costs. 
These costs cannot be physically separated and assigned to the various functions 
f the project. They are assigned by processes which result in each function of 
the project bearing its just share of the cost. 

The allocations, or assignments of costs, had previously been made by the 
War Department for the Norfork and Denison projects. They were made by 
subtracting from the cost of the combined flood-control-and-power preject the 
estimated costs of a project built for an equivalent amount of flood-control with- 
out power production, and charging the difference to power. This was done 
on the theory that the principal purpose of the reservoirs is flood control, and 
that it is equitable to charge to power the extra cost occasioned by making the 
reservoir larger to provide power storage, plus the cost of the power-producing 
facilities, 

lable Rock and Bull Shoals Reservoirs were planned from the beginning as 
flood-control and power projects. Therefore, the joint costs (those costs re 
iaining after subtracting the direct power costs from the total project costs) 
vere divided between flood control and power production in proportion to the 
imount of reservoir storage space allocated to each purpose. 

The original plan for Pensacola, Markham Ferry, and Fort Gibson projects 
divided the joint costs between the power production and flood control in the 
ratio of the alternate costs of development for flood-control and power separately 
his was done on the theory that the system would be feasible and economical 
i. e., the benefits would exceed the costs) if developed for either power or flood- 
ontrol separately. Plans of the War Department called for operation of the 
Pensacola project with the power pool at elevation 735. The license under 


= peor - 
él. ut -.! 
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Which Pensacola is operated places the power pool at elevation 745, thereby in- 
creasing the storage space allotted to power and decreasing that allotted to flood 
control, Revised plans for Markham Ferry and Fort Gibson, therefore, call 
for increasing the size of the dams and reservoirs to provide the flood storage 
lost at Pensacola. In allocating the joint costs under the new plan, it has 
been assumed that the total allocation of the costs of the 3-dam system to flood 
control should be the same as in the original 3-dam system. 

Allocations of joint costs for Narrows and Blakely Mountain projects were 
made by apportioning the costs according to the amounts of storage space 
































allotted to each of the functions (power and flood control), as for Table Rock 
and Bull Shoals. hs 
The footnotes to table 21 fully explain the basis for all other estimates. es 
DESCRIPTION OF TABLES é 





Table 21 is a summary showing the power investment determined by alloca- 
tion of direct and joint costs and the probable annual costs to be occasioned by 
operation of the projects. 

Table 22 shows the cost of production of energy from authorized hydroelectric 
projects and the total kilowatt-hours produced by the authorized projects and 
the total annual costs of operation including power investment, operation and 
maintenance, replacements, administrative and general expense, production ex- 
pense and capital charges, derived from table 21, and computed for a 10-year 
period. 

Table 23 shows the estimated annual costs of production of base load steam 
energy to be used for firming-up the output of hydro plants. Annual capital 
charges were based on amortizing the investment in 20 years at 3 percent interest 
and covers the same items of costs and expenses as used in table 22 for hydro 
plants. 

Table 24 shows the investment in the transmission system year by year and 
the annual costs attributable to the transmission system. Capital charges were 
urrived at on the basis of 35 years amortization and 3 percent interest. 

During the 4-year period when lines are being constructed to interconnect the 





LB 


Pye hehe CORT 


oo. 





























hydroelectric plants and while arrangements are being made to serve cus- . 
tomers there will be an annual deficit. This deficit has been carried as a cumnu- e 
lative amount, including interest, until it has been eliminated by annual sur- = 
pluses. After the third year there is an annual surplus which has been accumu- 2 
lated with interest in the same manner as the deficit until the deficit is eliminated. i 


Table 25 is a summary of the annual costs of producing and distributing energy 
from the authorized hydroelectric projects as compared with revenues from these 
projects. Revenues were computed by the rates schedules shown in the report. 
Rate schedule A was used for sales to Rural Electrification Administration 
cooperatives, municipalities, and private utilities, while rate schedule B was used 
in computing revenues for the unclassified sales. The unclassified sales are based 
on area industrial load factors of 54 percent to 57 percent for the period 1950 
through 1965, as compared to a 47 percent to 49 percent load factor during 1939 
through 1941. An annual deficit is indicated for the first 3 years because the 
transmission system is in the construction stage, but the system shows an annual 
surplus beginning with the fourth year of operation. After the elimination of the 
deficit, further surplus should be applied to rate reductions. 


CONCLUSIONS 


1. On the basis of the best presently available information and estimates, it 
appears that the average cost of production of energy at the presently author- 
ived hydroelectric plants to be constructed by the War Department will be 
2pproximately 3.58 mills per kilowatt-hour, in contrast to the 4.13 mill value 
arrived at by the Fort Worth regional] office of the Federal Power Commission. 

2. This difference between estimated cost and benefit value established by the 
Federal Power Commission indicates that the projects are well worthwhile and 
that the rates set up in the report are fully adequate. 

3. The transmission system proposed and the general scheme of operation 
are adequate and economical for the authorized dams alone, even if none of 
the additional dams proposed by the War Department are authorized in the 
future. 


RECOM MENDATIONS 
1. Studies leading to a final determination of the proper costs allocable to 


power should be continued, and can be completed when final construction and 
other costs are known. 
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The transmission and steam-generation costs set up in the report, plus the 
= enefit value of the hydro power also used in the report, should be used as a 
; sis for establishing rates for sales of energy from the integrated system, until! 
. time as it is possible to determine the final actual costs of generating the 

we 












TarLE 21.—Investment tentatively allocated to power, and annual costs based 
thereon, for the 8 largest reservoirs authorized for power production 

















DENISON 


{Thousands of dollars} 












me Thou- A verage 
a sand aenain Power Opera- Sut Adi Sut Intere 
ba kilo- BS> | invest- tion Re- os a : and Tota 
3 . million total, | istrative total, 
$ watts kilo- ment, and place- columns aa eee amor nu 
: installed, first of | mainte- ments! |“ once pee tiza 
; 7 ss watt- , Sand 6 | general ul s 
4 first of year nance " 
, hours : 
ma year 


(2) (3) (4) (5) (6) (7 8 9 10 




















; 70 245 | 419,7 118 268 1, 077 
B 1947 70 245 | 19, 767 150 118 268 ‘0 308 769 1, O77 
4s 105 245 | 422, 576 ‘165 170 335 MM) tAA 877 1, 262 

; 44 105 245 22, 576 165 170 335 ”) 385 877 1, 2 
: 1950 105 245 22, 576 165 170 335 50 385 R77 1, 262 


‘The following is computed from information in Colonel Goethals’ letter to Gold 
achmidt of Nov. 3, 1944: 


1 unit installed 


oy hg elect he IR aE Pa 


Annual r 







= Equipment ' pl wcement 
4 cost per kil- charge per 
e owatt kilowatt at 
x 4 percent 







Norfork ___- $236. 50 $1. 47 
Denison. 47.00 1. 88 









Total... ena 83. 50 3.35 
. Average. -- 41.75 1. 67 
a 






For other projects ; annual a] replacement nanan were estimated at $1.75 per kilowatt 
per year for the initial installation 


Incremental capacity above initial installation 






Annual re- 

Equipment placement 
cost per kil- charge per 
owatt kilowatt (at 

4 percent 









C0 a $27.70 | $1.11 
Denison... ....- 37. 0 1. 50 













aiewertipes . bei 65. 20 | 2. 61 
inh teenie didactic hs sith canis candicwauain ‘ “i 32. 60 1. 30 


I 














For other projects, annual replacement charges were estimated at $1.35 per kilowatt 
per year for incremental capacity added to original installation. 

The above replacement charges represent on an annual basis the cost of replacing 
the power production equipment at the end of its useful life, which is estimated to be 
25 years. It is assumed that the salvage value of the equipment will be equal to the 

_ cost of removal. 

*15 percent of col. 10. 

* 3.8866 see pd 50-year amortization, 3 percent interest. 
* See footnote on following page. 


be 
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TABLE 21.—IJ/nvesitment tentatively allocated to power, and annual costs based 
thereon, for the 8 largest reservoirs authorized for power production—Con. 


NORFORK 


sand i — Power Opera Ad Lnterest 
1 energy, : > Sut aint ou , 
kilo million | @V¥est- tion Re total. |istrati total ind otal 
Year watts | “ia. met nd ac cum aoe — r- ’ 

i att kilo : nt, ind place olumns and columns Hor ann 
stalled, wa't rst of ‘mainte- | ments eee a commit! Sando tiza cos 
first of - year hance , . ; Pm tion 

Hours 


year 


1946 70 64 | 411,423 ‘104 vw 1v4 2 223 444 tt 
1947 70 it4 11, 423 104 90 104 2u 223 444 607 
1948 70 164 11, 423 104 90 194 20 223 444 tt 
1949. __ 70 164 11, 423 104 +) Tut 29 223 444 (7 
1950 70 14 11, 423 104 Ww) 104 29 223 444 67 


* Source: Letter from Colonel Goethals to Goldschmidt, Nov. 3, 1944. 

Denison.—War Department figures show “Cost chargeable to power” with 1 unit 
installed, $16,660,100; additional cost for second 35,000-kilowatt unit, $2,322,120; addi 
tional cost for third, fourth, and fifth identical units, $8,302,880. For this report, the 
cost of adding unit No. 3 has been taken as one-third the above cost for units Nos. 3, 4 
and 5, or $2,768,000, rounded off to the nearest thousand dollars The results are 
follows: 


1 35,000-kilowatt 
Interest during 


as 









unit installed_________ . . $16, 660, 000 
construction.._......-~ . ‘ ‘. 750, 000 





Total power investment, 1 unit. _....______ sa 17, 410, 000 






Construction cost, 2d unit-__-_.__-__-__~_ eiatee ioe 2, 000 
Interest during construction... _-_- ain itd sical 


35, 000 


enmqetntant 2, 357, 000 








Total power investment, 2 units... _-_~ a eee 19, 767, 000 
OT a i . $2, 768, 000 
Interest during construction 


a a a a 41, 000 
- 2, 809, 000 


Detail pewer tavewtsment, 3 Unith..... ~<nnscesnedinasen tmasem may rey 000 
Operating and maintenance expense: 
ea io ete ehacicapeemaie 130, 000 
iss i cnr a sh i ch i> nical omc uiisiieaiiatlgebdeadtinllte 150, 000 
SA resins ncecinninits ke teat adenine teint ay saencenreiresiilladniepemratilinings bn Hineaimtiniamaiaini 165, 000 


These operating and maintenance expenses are without administrative and 
expenses. which are added in column 11. 

\orfork.—War Department estimates show total costs for a combined flood-control-and 
power project, $24,300,000; for an equivalent flood-control project, $14,900,000. The ac: 
tion of a second generating unit is estimated by the War Department to cost $1,580,000 
Since the project was originally designed as a flood-control project, the charge to power 
is the additional cost occasioned by the change in plans. This results in the following: 


gener 


Total construction cost, flood-control-and-power project, 1 35,000- 
kilowatt generating unit ~ a Oe eee a 
Cost of equivalent flood-control project____~- b neudddetbencsisnichesbienniaea a Cee 





Construction cost chargeable to power____--------~-~- aiaceidid 9, 400, 000 


Interest during construction a al ae 423, 000 


Total power investment, 1 unit-___~_~~- ce ees 9, 823, 000 
Cpe ON Oe te ii iat emcee emnane $1, 580, 000 
TORS GORSERE GOREITRINE noice wc mecicsnwensce S 20, 000 


—_———— 1, 600, 000 
ene meer teeta OR ns oe keene 11, 423, 000 
Operating and maintenance expense : 
1 unit 


ae ae aalshanickasaiamihe once ecetoeae 86, 000 
DROS 5. ok ha Sk ee eins oben cc dcinitines 104, 000 


These operating and maintenance expenses are without administrative and general 
expenses, which are added in column 11. 
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raABLE 21 Investment tentatively allocated to power, an 
thereon, for the 8 largest reservoirs authorized for powe 


rABLE ROCK 


T hou- 
sand energy, 
Ktlo- millior 
: , 
watts — 
k ilo 
nstalled, a 
first of . 


year 


Average 


SHOALS 


101 143 
126 57 7, O75 113 200) 


Total construction cost of Table Rock was originally estimated at $34,500,000 ; H. Dos 
p. 45. (See Bibliography.) Plans are being considered to construct a higher dam at 
his site, the total cost of which is estimated to be $44,159,000. (Beard, War Department 
Wigglesworth, Department of the Interior, orally, June 8, 1945.) Direct power costs 
ere estimated at $6,785,000 (same source). The percentage of storage content allocated 
flood control under the new plan is 15.6 percent. The above costs include $3,400,000 
for transmission construction. The direct power costs include 3 generating units of 42.000 
kilowatts each. Incremental costs of generating capacity were estimated at $66 
watt, the average for Norfolk and Denison (Goethals letter to Goldschmidt, Nov. 3 
This results in the following: 
Total construction cost_. $44. 159. 000 
Direct power cost ____ : ee 6 T7TR5. 000 


37, 374, 000 
Transmission construction cost _____~_-~ s 8. 400. 000 


Joint construction cost 33. 974. 000 
Flood control allocation (on basis of reservoir 5, 300, 000 


Joint construction cost allocated to power____. 28, 674, 000 
Direct power construction cost ___.____ a : 3. TRS. 000 


Total power construction cost____- 7 35. 459, 000 
Interest during construction_________~ a , 600, 000 


Total power investment, 3 units. __~-- 37, 059, 000 
Construction cost, 3d unit_ ie " : 2, 000 
Interest during construction _____~ —_s , 2, 000 


2. 814, OOO 


Total power investment, 2 units___ e 34, 245, 000 
NS a tee Tali sicecciilaaccinigehd iad ensarapiesenen tee 2, 814, 000 
Total power investment, 1 unit— sialic 31, 431, 000 

* Estimated in accordance with average data compiled by surveys of the Federal Power 
Commission. Operating costs are given in the Federal Power Commission survey as annual 
imounts per kilowatt of installed capacity. 

*H. Doe. 917, p. 48 (see Bibliography), gives total construction cost for Bull Shoals, 
$35,000,000 > powerhouse and equipment, $6,650,000; transmission facilities, $4,387,000 
food-control storage, 2,155,000 acre-feet ; power storage, 595,000 acre-feet ; total storage 
(900,000 acre-feet ; installed capacity, 80,000 kilowatts. The proportion of the reservoir 
allocated to flood storage is therefore 78.4 percent. The total estimated construction cost 
was increased to $47,000,000 in the 1944 Annual Report of the Chief of Engineers, and 
installed capacity has been increased to 126,000 kilowatts. The direct power costs, there 
fore, are larger for the revised plan. The division of the total costs is as follows 


Total construction cost eo . $47. 000, 000 
Transmission cost $4, , 000 
Direct power cost 200, 000 

14, 587, OOO 

Joint construction cost - 22, 412, 000 
Joint construction cost allocated to flood control on basis of storage 

allocation 25, 412, 000 


Joint construction cost allocated to power_____---------~- , 000 
Direct power cost , 000 


Total power construction cost . 201. 000 
Interest during construction ; : P O00 


Total power investment, three 42,000-kilowatt units- 7. 975. 000 
Less incremental cost of 1 unit (see footnote 5 above)____- ; : - _ 000 


Total power investment, 2 units ; 5, 161, 000 
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TABLE 21.—Investment tentatively allocated to power, and annual costs based 
thereon, for the 8 largest reservoirs authorized for power production—Con. 
FORT GIBSON 


Thou- | 


rage | | 
sand oe | Power | Opera- Interest 
kilo- “’ | invest- tion Re- | and | Tota! 
amor- | annus 
} 


million | 
kilo- tiza- costs 
tion 


Sub- | Admin-| Sub- 
total, jistrative| total, 


ont u place- | 
frst of i. = columns; and columns 
; y ~ | Sand 6 | general?) 7 and 8 | 


year nance | 


watts 
installed, | 
| first of | 

year 


watt- | 
hours 


(1 (2) (3 (“4 5 j ( ) (9) (10) 
' . —_ 


1949 22 190 | #11,018 44 37 SI 12 93 428 52 
1950 45 190 | § 12, 525 68 6s 136 20 156 487 645 


* H. Doe. 107, p. 30 (see Bibliography), gives the ook information for Fort Gibson 
Dam and Reservoir: Total construction cost, $13,700,000 ood-control cost, $4,973,400; 
water-power cost, $8, 726,600. On p. 29, interest during construction is given as $616,500, 
or at the rate of 4.5 percent of total construction cost. After the publication of this re 
port, the power storage allocation at Pensacola was increased from 1,140,000 acre-feet to 
1,672,000 acre-feet with corresponding reduction in flood-control storage. The details of 
the original 3-reservoir plan are given in H. Doc. 107, as follows: 


Cost allocations, original plan 
Total Flood Power 
storage storage storage 


Flood 
control 

| allocation 

| +. | 


Power 


allocation | Total cost 


Acre-feet | Acre-feet | Acre-feet ‘Dollars | Dollars Dollars 
Pensacola 2, 100, 000 | 960, 000 1, 140, 000 1, 843, 200 13, 787,800 | 23, 631, 000 
Markham Ferry ” 452, 000 | 239, 000 213, 000 2 452 2,100 | 11,842,200 | 14, 294, 300 
Fort Gibson _._- 851, 000 | 486, 000 365, 000 ” 973; 400 &, 726, 600 13, 700, 000 


T ‘otal _- call 3, 403,000 | 1, 685, 000 1, 718, 000 17,268,700 34,356, 600 dl, 625, 300 


It will be noted that for each of the 3 paseeveirs the cost allocated to flood control is at 
the rate of approximately $10.25 per acre-foot. 

The change in — of operation of Pensacola necessitated a redesign of Markham 
Ferry and Fort Gibson projects to supply additional flood storage. The United States 
engineer district office at Tulsa (Gerhardt to Fell, oral, July 2, 1945) advised that the new 
estimates showed for Fort Gibson: Total construction cost, $21,435,000 ; flood-control stor 
age, 922,000 acre-feet ; power storage, 365,000 acre-feet : total storage, 1,287,000 acre-feet. 
For Markham Ferry: Total construction cost, $15,410,000: flood-control storage, 233.000 
acre-feet ; power-storage, 187,000 acre-feet ; total storage, 420,000 acre-feet. From this data 
an analysis of the revised plan was prepared, using for the new flood-control allocations the 
figure used by the War Department for the original plan, $10.25 per acre-foot. The results 
are tabulated below : 

ar ‘ost allocations, revised plan 


Flood 
control 
allocation 


— - —_ i peasants 


| 

Acre-feet Acre-feet | Acre-feet | Dollars Dollars Dollars 
Pensacola__ | 2,197,000 525,000 | 1,672,000 | 5,380,000 | 18,251,000 | 23, 631, 000 
Markham Ferry 420, 000 233, 000 187,000 | 2,390,000 | 13,020,000 | 15, 410, 000 


Fort Gibson 1, 287,000 | 22, OOO 365, 000 | % 450, 000 11, 985, 000 21, 435, 000 


Power 


. ‘otal cost 
allocation | Total co 


Total Flood Power 
storage storage storage 

| } 

' 

| 


_Total___ __ 3,904,000 L 1, 680, ooo | 2, 224, 000 | 7, 220, 000 43, 256, 000 60, 476. 000 


T new plan alien aie more electric energy than the old. The comparison is as follows: 
Average energy production, millions of kilowatt- hours per year 


Pensacola --___- Silonite ’ aad 
Markham Ferry_-____-. 2 : 160 | 
Fort Gibson_____-. rit ibe abil 170 | 


Total__ oc all . : Cale . 595 


From the above inform: ation. and computation, power investment for Fort Gibson was ‘arrived : 
follows: 


Power construction cost____- — iP2 __. $11, 985, 000 
Interest during construction... __- ‘ ‘ z L 540, 000 


Total power investment (4 units each 11,250 kilowatts)... _- : JP hz 12, 525, 000 
Construction cost, 2 11,250-kilowatt units, at $66 per kilowatt . $1, 485, 000 
Interest during construction - acboiiaw icine tential anieldicn she 22, 000 


—_——._ 1, 507, 000 


Total power investment, 2 units. ........__- i et 11, 018, 000 
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Parte 21.—Investment tentatively allocated to power, and annual coats based 


thereon, for the 8 largest reservoirs authorized for power production Con 


MARKHAM FERRY 


Thou- a 
sand aor Power Opera- 
e a). > 

kilo- mittion invest- tion Re 

7 ment, and place 
kilo- . I 
watt- first of | mainte- | ments 
hours year nance 


Sub- Adu 
total, | istrative 
columns an 
Sami 6 | gene 


watts 
installed, 
first of | * 

year 


(2) 


NARROWS 


BLAKELY MOUNTAIN 


16} "sse7] N49 


‘See footnote ® above. 
Power construction cost- — sail 3, 020, 000 
Interest during construction a 585, 000 


Total power investment (4 units, each 11.250 kilowatts) __-~- 3, 605, 000 
Less cost of 2 units 507, 000 


Total power a. 2 units__ ‘ 2, O98, 000 
 H. Doe. 833 (see Bibliography), 4, gives cost of reservoir and power Dp lant, $6,470, 
000, as recommended in accordance with recommendations of the Federal Power Commis 
sion (p. 6), for a gross storage capacity of 410,000 acre-feet. If 125,000 acre-feet are 
reserved for flood control, as originally planned by the War Department, and joint costs 

ire allocated on the basis of reservoir storage allocation, the following results 


Total construction cost $6, 470, 000 
Direct power investment (estimated at $100 per kilowatt for 15,000 
kilowatts) aan 1, 500, 000 


Joint construction cost ; sect, 970, 000 


Allocation to power on basis of reservoir content, 69.5 percent _ 8, 460, 000 
Direct power investment ; ees _ 1, 500, 000 


4, 960, 000 
Interest during construction__ a jaca 223, 000 


Total power investment 5, 183, 000 
H. Doc. 833, p. 5, Chief of Engineers estimate annual operating costs at $30,000. 
1H. Doc. 647 (see Bibliography), p. 27, gives construction cost, $11,080,000, including 
$450,000 for transmission; dead storage, 485,000 acre-feet; power drawdown storage, 
ca rn acre-feet ; flood- control storage, 525,000 acre-feet. From this we have derived the 
following: 


Construction cost without transmission . casein _ $10, 630, 000 
Direct power cost ee 2, 647, 000 


a i i i an ese 7 , 983, 000 


Dead storage acre-feet__ 485, 000 
Power drawdown Rooks 905, 000 


Total power storage_______-do____ a 390, 000 =72. 6 percent 
Flood-control storage 2 525, 000 


do_._. 1, 915,000— 100 percent 
Power allocation by reservoir content 5, 800, 000 
Direct power cost ; aon , 2, 647, 000 
Total power construction cost 8, 447, 000 
Interest during construction_______--~_~ Ss ; 880, 000 
Total power investment . 8, 827, 000 
H. Doc. 647 estimates power operation and maintenance at $49,000 annually. 
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TABLE 22.—Cost of production of energy from authorized hydroelectric projects 


[Thousands of doll ars] 


> ineti ¥ . | 
Production expense Capital 
charges, | | 
me 1" | Million | Mills per 
interest Total |, 
kilowatt | kilowatt 


and cost 
smorti- produced} produced 


zation 


Power 

invest- | Opera- Admin- Total 

ment | tion and | Replace-| istrative | produc- 
mainte- ments and tion 
nance general expense 


(5 (8 


1946 31, 190 208 69 531 213 
1947 | 31, 190 25 208 69 531 , 213 
1048 | 33, 999 260 79 60S a 4 | 
1949 5% 54s 160 , 229 4, O30 
1950 126, 3A¢ 817 226 . 741 911 
1951 126, 35¢ 817 226 , 741 .9il 
1952 126, 3! 817 226 1, 741 911 
1953 126, 359 S17 226 , 741 91] 
1954 __. 126, 359 S17 226, , 741 911 
1955__- 126, 359 817 226 , 741 , 911 


TABLE 23.—Total production costs, steam plants, 80 percent plant facto) 


[Thousands of dollars] 


Production expense Capital 


— charges, 

interest 
and cost 

amorti- 

zation 


Million Mills per 

Total kilowatt- kilowatt- 
: hours hours 
pro- pro- 
duced duced 


Total 
invest- | Opera- Adminis- Total 
ment tionand Replace- Fuel trative produc- 
mainte-| ments - and tion ex- 
nance general pense 


(4) (! (6) (7) (8 ( (10) (il 


1946 7, 000 § 70 600 5O 895 470 1, 365 490 
1947 10, 500 53 105 900 80 1, 347 705 2, 052 735 
1948 14, 000 3: 140 1, 200 110 800 940 2, 740 980 
1949 17, 500 : 175 1, 500 140 252 , 175 3, 427 1, 225 
1950 21, 000 52! 210 1, 800 170 705 , 410 4,115 1,470 
1951_. 21, 000 §2! 210 1, 800 170 705 , 410 4,115 1, 470 
1952 21, 000 210 1, 800 170 705 . 410 4,115 1, 470 
1953 21, 000 525 210 1, 800 170 705 , 410 4,115 1, 470 
1954 21, 000 52! 210 1, 800 170 705 , 410 4,115 1,470 
1955. _- 21, 000 525 210 1, 800 170 705 , 410 4,115 1,470 


NNNPNHNPNN 
NO bo bO bO DS DO ton th i] 


TABLE 24.—Total annual costs of transmission system for authorized hydro 
projects 
{Thousands of dollars] 


Estimated Transmission expense 


investment Capital 


Sa a . oats meats = - charges Total 
Cost of a interest trans- 
Opera- Admin- Total and mission 
tion and  Replace- | istrative trans- amorti- cost 
mainte- ments and mission zation 
mance general 


Year 
Total construc- 
invest- tion 
ment during 

year 


(3) (4) 


25, 000 25, 000 
50, 000 10, 000 
60, 000 5, 000 
65, 000 3, 750 
68, 750 

68, 750 

68, 750 

68, 750 

68, 750 | 

68, 750 
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EXHIBIT B 


Historical data relating to preference clause, changes in power policies, by 
Library of Congress Legislative Reference Service 


TABLE OF CONTENTS 


I. General introduction and summary. 
II. Historical review in regard to the preference clause in legislative acts. 
III. Change in power policy with present administration. 
IV. Methods used to administer preference clause. 
V. Attorney General’s opinion. 
VI. Effect of preference provisions on sales of Federal power to preference 
customers. 
VII. Major recommendations to change law. 


I. GENERAL INTRODUCTION 


It is the purpose of this study to highlight briefly the history of the provision 
of law granting a preference to public bodies in the marketing of surplus Federal 
power, to indicate the administrative interpretations and actions relating to the 
provision and to present the most recent recommendations to change the law. 

In order to hold this study within reasonable bounds, an effort has been made 
to segregate, insofar as possible, the public-preference provision from other 
marketing provisions and from general public power policy. In many instances 
this has not been possible because of the interrelated issues. 

Section II of this study as a historical reference guide is complete in the 
coverage of all legislative acts concerning the preference provision. No at- 
tempt is made, however, to relate the legislative history leading up to any 
specific act or to relate preference to other power policy contained in the acts. 

Sections III to V relate to the administrative interpretations and actions in 
carrying out the acts of Congress. This does not, however, purport to be in any 
sense a complete review of the application or lack of application of the prefer- 
ence clause in the various sections of the country under the four marketing 
agencies of the Department of the Interior and under the Tennessee Valley 
Authority. Because of the lack of uniform up-to-date information, the discus- 
sion of the application is largely confined to the Southwestern and Southeastern 
Power Administration areas where special considerations relating to the peaking 
power generated at the projects have made marketing problems more acute. 

Section VI gives trend figures as well as the latest available data on the amount 
of power going to preference customers. 

In section VII, two of the most comprehensive and widely known Federal 
studies (President Truman’s Water Resources Policy Commission and the 
Second Hoover Commission) have been singled out to provide recommendations 
concerning both sides of the issue. No attempt is made, however, to list the 
many recommendations made by the several special interest groups such as the 
National Association of Electric Companies on one side or the American Public 
Power Association on the other. 

In brief summary it will be noted that there has been a continuous and con- 
sistent provision by the Congress that public agencies should have preference 
in the purchase of surplus power from Federal projects. Soon after the turn of 
the century, the Reclamation Act of 1906 gave the Secretary of Interior authority 
to give preference to municipal purposes. Since then, the TVA, Bonneville. 
Fort Peck Acts, and others have broadened out the extent to which the Federal 
Government should go in providing preference to all public bodies and cooper- 
atives. Finally, the Congress in 1954 directed that byproduct heat and energy 
from atomic installations should be sold under preference provisions. Here, even 
with incidental power and in a wholly new field of energy development, the 
Congress has insisted on a preference clause. 

The lack of agreement as to the intent of Congress, was brought to the atten- 
tion of the public during the latter part of calendar year 1953, on the issuance 
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of the Department of Interior's new statement of power policy and marketing 
criteria. Briefly, under this new policy, the marketing of power from a Federal! 
hydroelectric project was termed a local responsibility in contrast to the policy 
of Federal assistance during previous years. 

This change in policy had a marked effect in the Southwestern and South 
eustern Power Administration areas, which were created primarily to market 
power from Corps of Engineers multiple-purpose projects in accordance with 
section 5 of the 1944 Flood Control Act. Here in contrast to the Pacific north 
west, for example, releases can be most economically made for peaking power at a 
relatively low load factor. This condition has raised such problems as the need 
for firming up the hydro power by fuel-burning plants, wheeling arrangements, 
and exchange agreements, all of which have considerable bearing on the amount, 
arrangements for transmission of and the cost of power going to preference 
customers. 

The recent opinion of the Attorney General on the proposed Clark Hill, Ga., con 
tract with the Georgia Power Co. appears to be of particular importance in 
considering future relationships between the Federal Government, the power 
companies, and the cooperatives. The Attorney General said, in effect, that if 
the preferred customers want a more direct sale than provided in the proposed 
tricontract agreement they are entitled to it and should be allowed a reasonable 
time to provide means for taking and delivering the power. 

The overall figures on the percentage of power sold to preference customers 
show a fairly steady increase in percentage of total generation reaching a high 
of 54 percent in 1955. This is accompanied by a decrease in sales to private 
utilities. 

Although in the Southwestern Power Administration the increase in sales to 
cooperatives has more than doubled in 2 years, a very small increase has gone 
to municipal utilities which had planned on expanded use of Federal Power. 
The municipal utilities contention that preference to a few G. and T. cooperatives 
through integration contracts resulted in a detriment to the rest of the prefer- 
ence customers appears to be supported by the available facts. 


Il. HisrortcaL REVIEW IN REGARDS TO THE PREFERENCE CLAUSE IN 
LEGISLATIVE ACTS 
Colonial 

To trace the historical development of our Federal electric power policy in 
regard to the preference clause, it is perhaps advisable to look as far back as 
the first colonial settlements. The Pilgrims were developing waterpower plants 
to run their gristmills only a few years after they settled at Plymouth in 1620, 
and the same is true of the other American colonies that followed this first 
settlement. Industries prospered under this development of waterpower, and 
the mills begain to multiply in various parts of the colonies. 

Public ownership and operation of waterpower sites along the rivers existed 
long before the establishment of these United States. New Hampshire set an 
early precedent, followed by the colony of Massachusetts in 1638, when it erected 
its own sawmill. 

Government regulations appeared shortly after the establishment of the 
waterpower mills in the form of granting operators the right to use waters for 
power development. In the colony of West Jersey the government went as far 
as destroying a dam which interfered with navigation. 


State 


After the establishment of the United States, the newly formed States enlarged 
their control over waterpower by expanding and making more continuous, the 
earlier colonial regulations. This was necessitated by the great increase in 
American manufacturing, the increase in waterpower technology and inventions, 
the rise of canals and their waterpower projects and the numerous waterpower 
sites that were being utilized in the various States. 

Some of the principal practices of State regulation which were to find their 
counterpart later in Federal controls are (1) the prevention of injury to others 
and providing damages for such injury; (a) the prevention of obstructions to 
navigation and of improving navigation; (3) the regulation of the details of con- 
struction; (4) the prevention of monopoly by those who preempted power sites 
and attempted to prevent competition by not permitting others to use them by 
placing a time limit upon grants to use waterpower sites, thereby limiting the 
xrant of the site to those who intended to actually construct projects. 
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Federal 


Prior to 1877.—-Federal power activities followed the regulation by the 
Colonies and States. One of the earliest Federal activities was the regulation 
of navigation, when the State of Pennsylvania ceded to the Federal Government 
some of its piers at Philadelphia in 1789. The next step for the Federal Govern- 
ment was to improve the poor state of navigation in the newly formed Nation 
and on March 2, 1807, a comprehensive program of public works, including roads 
and canals, was undertaken. 

Improvement of navigation became a part of congressional planning, and 
between the years 1825 and 1840 the era of waterway improvement reached its 
climax, with the aid of Federal loans and grants. After the Civil War, Federal 
authority was extended to the prohibition of construction of dams on navigable 
streams if they interfered with navigation. Congressional legislation in 1866 
provided for rights-of-way to canal owners whose works traversed public lands. 
In the same year, Congress permitted the construction of lines in pubiic lands 
and over navigable waters where they did not obstruct navigation. 

Act of March 3, 1877.—Vublic preference in the disposition of surplus reclama- 
tion water first occurred in the act of March 3, 1877. It stated: 

“* * * Al) surplus water over and above such actual appropriation and use 
together with the water of all lakes, rivers and other sources of water supply upon 
the public lands and not navigable, shall remain and be held free for the ap- 
propriation and use of the public for irrigation, mining and manufacturing pur- 
poses subject to existing rights.” 

This public preference reoccurs in the Reclamation Act of 1906 (84 Stat. 116, 
117). 

Between the years 1879 and 1898, many of the actions of Congress related to 
power and water resource development. In 187%), Congress authorized the first 
Federal sale of power to a private company and in the same year, it delegated 
navigation and flood control duties upon the Mississippi River Commission. The 
first construction of private power development was authorized by Congress in 
1884. Some of the actions of Congress during this period consisted of (1) 
granting of perpetual rights; (2) granting the Secretary of War the right to 
sell surplus power and fix rates; (3) authorizing Federal surveys for com- 
bined navigation and flood control projects; (4) enacting a general prohibition 
against construction of dams and water structures in navigable waters without 
permission of Secretary of War: (5) imposing time limitations by limiting 
leases to 20 years on dams that produced power: (6) empowering the Secretary 
of the Interior to permit use of public lands for development of electricity ; and 
(7) declaring all reservoir sites to be reserved, and opened to use under the 
1891 Rights-Of-Way Statute. 

In 1898 and 1899, Congress authorized non-Federal power development and 
also in 1898, the Supreme Court upheld the right of the Federal Government to 
sell power to pay expenses at a navigation dam. 

Other actions of Congress before 1906 were (1) continuing the prohibition 
against construction of obstacles in navigable waters without Federal approval; 
(2) granting the Secretary of the Interior in 1901, broad powers to grant utility 
and other rights-of-way across public lands; (3) authorizing the Secretary of 
War to least waterpower in a Federal dam at his discretion; (4) transferring 
Forestry from the Interior Department to the Department of Agriculture and 
authorizing Agriculture to grant rights-of-way for dams; and (5) authorizing 
the construction of a dam in the Mississippi for the private development of 
hydroelectric power. 

A report of the Committee of the House on Public Lands (H. Rept. 16, 64th 
Cong., Ist sess., 1916) noted that before the Secretary of the Interior was granted 
powers to license use of the public lands for electrical plants, poles, and lines 
for the generation and distribution of electrical power (No. (2) in above para- 
graph), waterpower sites were patened unmolested, either as parts of home- 
steads or by purchase, and were given no Federal attention whatever. <A large 
number of power sites on the public domain which were valuable sites, were 
taken by the private concerns, and lost for any large-scale public benefits. 

Reclamation Act of 1906 (34 Stat. 116, 117) : The next step in the development 
of Federal power policy with mention of “preference” came in the Reclamation 
Act of 1906. This act recognized that water stored for irrigation could also be 
used to produce power and it therefore authorized the Secretary of the Interior 
to lease any surplus power or power privilege, giving preference to municipal pur- 
poses, thus evidencing an intention that the power benefits should be widespread, 
rather than monopolized by a private corporation. This act provided a 10-year 
limit on such leases (see. 5). 
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During the same period, early in the century, acts were passed granting per 
petual rights to private companies to construct hydroelectric projects on the 
Tennessee, Rainey, James White, and Coosa Rivers. But these acts were 
vetoed by Presidents Theodore Roosevelt and William Howard Taft. The Presi 
dent's Water Resources Policy Committee of 1950 commented on these three 
vetoes, and said that the Presidents noted, among other observations, “that 
natural resources should not be granted and held in an undeveloped condition ; 
that a definite time limit should be fixed in grants, permitting the public to retain 
control; that charges for the privilege should be imposed; and that, in approv 
ing plans, maximum development of navigation and power should be assured.” 

The General Dam Act (36 Stat. 596), enacted in 1910 was designed to protect 
the people’s interest in waterpower resources. Grants to develop power on 
rivers, subject to Federal jurisdiction, were limited to 50 years, but with the 
right reserved for the Government to revoke such grants at any time for public 
use upon payment of a reasonable value for the works, exclusive of any value 
for the Federal grant. 

After the passing of the General Dam Act in 1910, there have been 16 acts 
passed which hear on development of power. They are: 

The act of July 25, 1912 (87 Stat. 201; 33 U. S. C. 609): Works desirable for 
development of waterpower were authorized to be provided in all navigation 
dams “in order to make possible the economical future development of water- 
power” (see, 12). 

The Raker Act of December 19, 19138 (388 Stat. 242): Use of national-park 
land was granted to the city of San Francisco for the purpose of storing water 
for domestic use and developing power (sec. 1). One of the conditions to which 
this grant was subject was that the city was “prohibited from ever selling or 
letting to any corporation or individual, except a municipality or a municipal 
water district or irrigation district, the right to sell or sublet the water or the 
electric energy sold or given to it or him” by the city (sec. 6). 

The Federal Water Power Act of June 10, 1920 (41 Stat. 1063; 16 U.S. C. 800) : 
The Federal Power Commission “shall give preference to applications * * * by 
States and municipalities” for permits and licenses to build and operate works 
upon navigable waters (sec. 7). 

Salt River (Arizona) Project Act of September 18, 1922 (42 Stat. 847): Sur- 
plus power developed at the Salt River reclamation project was authorized to 
be sold. The provisions of the Reclamation Act of 1906 were amended so as to 
perinit contracts for a term of 50 years in conformity with the period provided for 
in the Federal Water Power Act. 

The Secretary of the Interior was authorized to give preference to municipal 
purposes, 

Boulder Canyon Project Act of December 21, 1928 (45 Stat. 1057; 43 U.S. C. 
617d (c)): Provisions were made for operation of powerplant at Boulder Dam. 
Contracts for use of hydroelectric energy are to be let “in conformity with the 
policy expressed in the Federal Water Power Act as to conflicting applications, 
except that preference to appleants for the use of water * * * shall be given, 
first to a State for the generation or purchase of electric energy for use in the 
State * * *” (sec. 5 (c)). 

Tennessee Valley Authority Act of May 18, 1933 (48 Stat. 58, as amended: 
16 U. S. C. 831 et seq.) : Sale of power at TVA. The board is empowered to 
sell surplus power * * * “the board is authorized to enter into contracts for 
such sale for a term not exceeding 20 years, and in the sale of such current by 
the board it shall give preference to States, counties, municipalities, and co- 
operative organizations of citizens or farmers, not organized or doing business 
for profit, but primarily for the purpose of supplying electricity to its own citi- 
zens or members” (sec. 10). 

“Projects * * * shall be considered primarily as for the benefit of the people 
of the section as a whole and particularly the domestic and rural consumers to 
whom the power can economically be made available, and accordingly that sale 
to and use by industry shall be a secondary purpose, to be utilized principally to 
secure a sufficiently high load factor and revenue returns which will permit 
domestic and rural use at the lowest possible rates and in such manner as to 
encourage increased domestic and rural use of electricity” (see. 11). 

Rural Electricfication Act of May 20, 1936 (49 Stat. 1363; 7 U. S. C. 901 et seq.) : 
Bill to aid in rural electrification. Preference is to be accorded public and cor- 
porate bodies seeking loans under terms of the act (sec. 4). 

Bonneville Act of August 20, 1937 (50 Stat. 731; 16 U. S. C. 832 et seq.) : Act 
intended to improve navigation on the Columbia River. To prevent monopoliza- 
tion of electric energy generated at Bonneville project, transmission facilities 
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were to be constructed and operated (sec. 2 (b)). Preference and priority were 
to be accorded to public bodies and cooperatives to insure operation of project 
for the benefit of the general public, and particularly of domestic and rural 
consumers” (sec. 4 (a)). To preserve and protect preferential rights to public 
bodies and cooperatives * * * that 50 percent of the energy produced shall be 
available for sale to public bodies and cooperatives until January 1, 1941, and 
after that date, in the event of conflicting applications for energy, the application 
of the public body or cooperative shall be granted (sec. 4 (b)). Application from 
a public body shall not be denied or preference given to a conflicting private 
application, because the public body has not yet been able to accomplish its 
financing, but a reasonable time must be granted for the public body to take 
necessary steps to the financing (sec. 4 (c)). Policy of Congress is declared to 
preserve preferential status of public bodies and cooperatives and to give people 
within economic transmission range reasonable time and opportunity to organize 
such bodies for purchase of electric energy (sec. 4 (d)). Contracts with pri- 
vately owned utilities to contain cancellation clauses to permit power to be 
diverted to preferred customers (sec. 5 (a) (2)). 

Fort Peck Project Act of May 18, 1938 (52 Stat. 403; 16 U. S. C. 833 et seq.) : 
An act intended to improve navigation on the Missouri River, and provided for a 
suitable dam for production of hydroelectric power. 

To encourage widest possible use of electric energy and prevent monopolization 
thereof by limited groups, transmission lines and appurtenant facilities are to 
be provided at Fort Peck project (sec. 2 (b)). Preference to be accorded public 
bodies and cooperatives to insure operation of project “for benefit of the general 
public, and particularly of domestic and rural consumers” (sec. 4). 

Flood Control Act of June 28, 1988 (52 Stat. 1215: 33 U.S. C. 701j) : Penstocks 
were to be installed in any dam “adapted to possible future use in the develop- 
ment of hydroelectric power (sec. 4). 

Reclamation Project Act of August 4, 1989 (53 Stat. 1187: 48 U. S. C. 485h 
(c)): Bill was to introduce flexibility into the contracts under which water 
users repay cost of construction of Federal Reclamation projects. 

Preference in sales of power are to be given public bodies and to cooperatives 
and other nonprofit organizations financed in whole or part by the Rural Elec- 
trification Administration (sec. 9 (c)). 

Amendment to Water Conservation and Utilization Act, October 14, 1940 (54 
Stat. 1119, 1125) : Amended the Wheeler-Case law by clarifying responsibilities 
of the Department of Agriculture and the Bureau of Reclamation, Department 
of the Interior. 

In sales of power, preference shall be given to municipalities and other public 
corporations or agencies; and also to cooperatives and other nonprofit organiza- 
tions financed in whole or in part by loans made pursuant to the Rural Electrifica- 
tion Act of 1936 (sec. 9). 

Flood Control Act of December 22, 1944 (58 Stat. 887): Bill authorized con- 
struction of certain public works on rivers and harbors for flood control. 

Surplus electric energy developed at reservoir projects to be disposed of “in 
such a manner as to encourage the most widespread use thereof at the lowest 
possible rates to consumers consistent with sound business principles”; prefer- 
ence to be given in sale of such energy to “public bodies and cooperatives” ; and, 
where necessary, transmission lines and related facilities to be constructed or 
acquired to make such energy available, in wholesale quantities, “on fair and 
reasonable terms and conditions to facilities owned by the Federal Government, 
public bodies, cooperatives, and privately owned companies” (sec. 5). 

Penstocks to be installed in any dam adapted to possible future use in devel- 
opment of power (sec. 10). 

Flood Control Act of March 2, 1945 (Public Law 14, 79th Cong.) : Penstocks 
adapted to possible future use in the development of power to be installed in 
any dam when approved by the Secretary of War upon recommendation of 
Chief of Engineers and of FPC; such recommendations to be based upon con- 
sideration of the proper: utilization and conservation in the public interest of 
the resources of the region (sec. 2). 

Faleon Dam Act of June 18, 1954 (68 Stat. 255): Transmission and disposi- 
tion of electric energy at Faleon Dam. “The Secretary is authorized * * * to 
construct or acquire * * * only such transmission lines and related facilities as 
‘may be necessary in order to make the power and energy generated at said 
project available in wholesale quantities for sale on fair and reasonable terms 
and conditions to facilities owned by the Federal Government, public bodies, 
cooperatives, and privately owned companies.” 
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Atomic Energy Act of August 30, 1954 (58 Stat. 919, 954)—amendment to 
the Atomic Energy Act of 1946: Disposition of energy produced by Atomic 
Energy Commission. “In contracting for the disposal of such energy, the Com- 
mission shall give preference and priority to public bodies and cooperatives or 
to privately owned utilities providing electric utility services to high cost areas 
not being served by public bodies or cooperatives” (sec. 44). 

Issuing of licenses by the Commission. “Where such conflicting applications 
resulting from limited opportunity for such license include those submitted by 
public or cooperative bodies such applications shall be given preferred con- 
sideration” (sec. 182). 


Ill. CHANGE IN Power Po.ticy UNDER THE PRESENT ADMINISTRATION 


Important to an understanding of the administration of the preference pro- 
vision is the change that has taken place in the Federal power marketing policy 
since President Eisenhower took office. 


INTERIOR DEPARTMENT’S POWER POLICY, 1946 


A summary of the power policy of the Federal Government, as interpreted 
by a prior administrator, is contained in the memorandum of policy issued by 
the Secretary of the Interior to all staffs of the Department under date of Janu- 
ary 3, 1946. This memorandum, which is enclosed as exhibit I, outlines the 
hasic policies described by Congress, including those relating to preference in 
power sales. Principles designed to implement the congressional policy for 
vuidance of the staff which have a direct bearing on preference sales, are as 
follows: 

“Facilities shall be designed and installed to provide the type of power and 
service required by public agencies and cooperatives. 

“Transmission outlets to existing and potential wholesale markets shall be 
adequate to deliver power to every preferred customer within the region upon 
fair and reasonable terms. They must be owned and controlled by the Govern- 
ment unless privately owned facilities should be made available upon terms 
which assure full accomplishment of the basic objectives of the congressional 
power policy and which do not reward the private company simply because of 
its strategic location or monopolistic position. 

“Active assistance, from the very beginning of the planning and authorization 
of a project, shall be given to the organization of public agencies and coopera- 
tives for the distribution of power in each project area. The statutory ob- 
jectives are not attained by merely waiting for a preferred customer to come 
forward and offer to purchase the power. 

“Wholesale rate schedules shall be nondiscriminatory and shall be designed to 
bring power at the lowest possible rates, which shall reflect as nearly as may be 
the cost of the service. 

“Public agencies and cooperatives shall be encouraged to build diversified loads 
and markets and neither the operations nor the markets of these agencies or of 
the Government facilities shall be restricted by contracts or operating agreements 
which might serve to limit the widespread use of the power from the Federal 
project. 

“No contracts shall be made that operate to foreclose public agencies and 
cooperatives from obtaining power from the Government project. Contracts with 
these organizations shall recognize their preferential character and assure them 
full opportunity to secure the benefits of Federal power. Contracts with privately 
owned companies shall be limited in time and shall contain provisions for the 
cancellation or modification by the Government as necessary to insure preference 
to public agencies and cooperatives. 

“Public agencies and cooperatives which are existing or potential customers of 
the Federal project shall be given every assistance in promoting sound programs 
and operations.” 


INTERIOR DEPARTMENT'S POWER POLICY, 1953 


Under date of August 18, 1953, the Department of the Interior released a state- 
ment on power policy in which it likewise refers to various acts of Congress set- 
ting policy, including basic policies for the marketing of power. This policy 
statement, which is enclosed as exhibit II, supersedes all statements on power 
policy theretofore issued by the Department. 
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While several sections of the statement have a bearing on the preference Clause, 
section 3 “Preference to Public Agencies and Cooperatives’, has the most direct 
bearing, as follows: 

“The Department of the Interior will operate the federally owned generating 
and transmission facilities under its control for the benefit of the general public, 
and particularly of domestic and rural customers, and the Department will give 
preference and priority to public bodies and cooperatives in disposing of electric 
energy generated at Federal plants. It will be the policy of the Department 
to dispose of power, remaining after provision for existing preference customers, 
to privately owned public utilities serving domestic and rural customers in the 
area. The Department will not ordinarily undertake to dispose of power directly 
to consumers except to carry out existing contracts or renewals or expansion 
thereof, nor will it use or permit the use of the preference privilege as a means 
to provide power for large industrial consumers at the expense of domestic and 
rural customers served by either publicly or privately owned public utilities.” 

In September 1953, the Department issued marketing criteria for the Missouri 
Basin, which set forth in detail the provisions for disposal of available power 
in both the western and eastern divisions. These provisions were clarified and 
explained through revision of article 7 of the criteria, which dealt largely with 
preference customers. The marketing criteria, a guide toward interpretation 
of the criteria, and the revised article 7 are enclosed as exhibit II]. Preference 
customers were awarded most of the power from the Missouri Basin projects 
under these criteria. 

It is understood that no similar specific criteria were developed for the other 
sections of the country under Interior’s jurisdiction. This was apparently be- 
cause, generally speaking, the available power was being marketed under existing 
contracts or it was considered desirable to negotiate contracts as power became 
available to meet the local situation. For example, it is pertinent to mention that 
the Bonneville Power Administration is said to be using criteria granting 20-year 
commitments to private utilities for Federal power instead of the short termed 
contracts offered under the previous administration. 

Briefly, the Department of the Interior has taken the position that the provi- 
sion of power generally is a local responsibility and that the Federal Government 
should confine its efforts to the actual marketing of hydroelectric power. In 
recent testimony before the Chudoff committee,’ Assistant Secretary of the Inte- 
rior Fred G. Aandahl was asked to confirm the validity of or comment on three 
statements attributed to him. These statements, and his comments, are as 
follows: 

In an REA meeting, Jefferson City, Mo., February 26, 1954: 

“The responsibility of the Department of the Interior is to market the power 
that comes from Federal hydro plants and when we have marketed that power 
we have completed our responsibility. I do not think the Federal Government 
should build steam plants.” 

Mr. Aandahl comments: “That sounds like a correct statement.” 

Before House Appropriations Committee, Public Works, central panel, fiscal 
year 1956, page 117: 

“It is our purpose by contractual arrangement to establish a relationship that 
will not require Federal funds for the purchase of power and the payment of 
wheeling.” 

Mr. Aandahl comments: “That statement is made with specific reference to 
the alternate contracts that were under negotiation for the G. and T. coopera- 
tives, and is a correct statement in that respect.” 

At a conference with representatives of the utilities, REA cooperatives, and 
municipalities in the area of SPA, May 12, 1953: 

“* * * Our one responsibility is the sale of hydroelectric power that is gen- 
crated in the multipurpose dams, and in that sale we want to recognize the 
preference customers and make that power in its full capacity available to the 
preference customers, but beyond that we do not care to move it.” 

Mr. Aandahl: “It sounds about right.” 


1 Hearings before the Subcommittee on Public Works and Resources of the Committee on 
Government Operations, Effect of Administrative Acts and Policies of Department of 
Interior and REA on Rural Electric SapeaneSee, Public Power Systems, and Municipal 
Electrics, House of Representatives, October 12, 1955 (not yet printed). 
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Iv. MerHops Usep To ADMINISTER THE PREFERENCE CLAUSE 


In the task of marketing power in general accordance with the present admin 
istration’s guidelines or criteria, there are certain problem areas that have re 
ceived considerable attention both by the Congress and by the power users 
Focal points are the lease option-to-purchuse contracts between the Southwestern 
Power Administration and the generating and transmission cooperatives and the 
pending arrangements for the sale of Federal hydro power from Clark Hill Dam 
in the Southeastern Power Administration area. A discussion of the methods 
used to administer the preference clause follows : 


SOUTILWESTERN POWER ADMINISTRATION 


During the years 1949-50, the SVA signed contracts with five generating and 
transmission Cooperatives in the States of Oklahoma and Missouri. These cou 
tracts provided that SPA would lease certain transmission facilities being built 
by the G. and T.’s and would purchase the entire output of three steam generat 
ing plants which they were building. Under these contracts, the SPA agreed to 
pay a lease fee equal to the entire amortization payment with interest that was 
to be made by the G. and T.’s over the 40-year period. SPA would operate and 
maintain lines. The G. and T.’s would operate the steam plants but SPA would 
pay a price for power that would include all G. and T. production expenses. The 
following table shows the result of these contractual commitments: 


G. and T. contract data 


| 


Co-op 


Central, Sho-Me 
NW... 

Western. 
KAMO. 


Totel....- 


| Maximum 
demand 
sold by 
SPA 


Kilowatts 
70, 000 
40, 000 


| Maximum 


30, 000 | 


55, 000 


195, 000 


demand 
purchased 
by SPA 


Kilowatts 
15, 000 

40, 000 

30, 000 

0 


8&5, 000 


Hydro 
peaking 
capacity 
required 


Kilowatts 
55, 000 

0 

0 

55, 000 


110, 000 


G. and T. estimated 
loads for 


1955 1965 


Kilowatts' Kilowatts 
40, 000 78, 000 
25, 000 37, 000 
24, 000 55, 000 
23, 000 45, 000 


215, 000 


112, 000 


Hydro peaking required to serve load (kilowatts) of G. and T..’s: 1955, 27,000; 1965, 130,000. 


It will be noted from the table that SPA agreed to sell the G. and T.’s as much 
as 195,000 kilowatts. On the other hand, the steam plants would produce 85,000 
kilowatts. This would leave a hydro peaking capacity required to meet these 
contracts of 110,000 kilowatts. 

Taking estimates of loads (last 2 columns), the 1955 load would require 27,000 
kilowatts of hydro in addition to steam and the 1965 expected load would require 
130,000 kilowatts of hydro. 

The construction of these facilities had so progressed that during 1953 the SPA 
was beginning to put these contracts in effect. Some parts of the transmission 
system were being operated by the summer of that year, but none of their steam 
power was in production. 

The operation of all of these contracts was dependent upon yearly appropria- 
tions by the Congress. Further, the language relieved the Government of any 
liability if such funds were not appropriated. 

In spite of a recommendation by the President and the Department of the Inte- 
rior, the Congress, in acting on the fiscal year 1954 budget, decided not to appro- 
priate funds to implement these contracts. It made a $2 million appropriation 
available for 8 months for interim contracts and directed the Secretary, repre- 
sentatives of the cooperatives, and representatives of the power companies in the 
area, to negotiate alternate contracts to replace the 1949-50 contracts. It was 
recognized that the primary integration arrangements would have to be worked 
out between the cooperatives and the power companies of the area. 

During the negotiations in 1954, the Department indicated that 130,000 kilo- 
watts of hydropower could be made available to the G. and T. cooperatives for 


2? Source: Testimony of Assistant Secretary Aandahl before Chudoff committee, Octobe: 
1955 (not yet printed). 


76239—56——42 
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the proposed alternate contracts. Subsequent to this commitment, the Admin- 
istrator, on February 4, 1954, notified other preference customers in the area 
that after they had reached an actual use of kilowatts equal to what they then 
had under contract, plus a small upward modification, it would be necessary for 
them to find other sources for any additional power their load growths might 
require. This brought on a protest from many municipalities in the area served. 

in the negotiations for alternate contracts during the period of fiscal years 1954 
and 1955, the pattern of the contractual relationship for the Whitney Dam 
Power provided an approach considered satisfactory and desirable by the Depart- 
ment of the Interior. Under the Whitney arrangement, the SPA sells the hydro- 
power to a cooperative which by contract sells this peaking power (which is not 
usable by the cooperative in that form) to a privately owned public utility. This 
colmpany uses the project power as a peaking resource in its system and in return 
agrees to sell capacity to the cooperative with the full amount of energy that 
it needs at a favorable price, thus reflecting the advantage that the company gets 
from the peaking capacity.* 

The Congress reversed the policy of the two previous years by an appropriation 
that went into effect July 15, 1955, providing the necessary funds to activate the 
old 1949-50 lease option-to-purchase contracts. By letters of agreement, they 
have been put into effect, except for the contract with the Sho-Me generating and 
transmnission cooperative. Amendatory provisions to the contracts directed by 
the committee reports are in the process of negotiation. It is important to men- 
tion that both the House and Senate Committees on Appropriations in their 
reports on fiscal year 1956 appropriations for the Southwestern Power Adminis- 
tration, emphasized the preference provision. 

‘The House committee said: * 

“The Department is also instructed to provide for the recapture for the use of 
preference customers all power and energy to which they are entitled under the 
provision of section 5 of the Flood Control Act of 1944, and to negotiate as soon as 
possible a settlement with each contracting G. and T. cooperative effective as of 
the date of the passage of the bill.” 

The Senate committee said: * 

“The Southwestern Power Administration’s function is to market surplus 
power and energy from Federal hydroelectric projects in the southwestern power 
area. In the marketing of available power and energy preference must be given 
public bodies and cooperatives in accordance with section 5 of the Flood Control 
Act of 1944.” 

The position taken by advocates of public power is exemplified by the testi- 
mony of Alex Radin, general manager, American Public Power Association, 
before the Public Works and Resources Subcommittee of the House Committee 
on Government Operations, August 11, 1955. Mr. Radin said in part: 

“In our estimation, one of the most serious threats agains tthe municipal 
electric system in that area in recent years has been the so-called integration 
contracts which have been proposed as a substitute for the SPA contracts with 
the G. and T. systems. 

“The danger confronting the municipal electric systems from these ‘integration’ 
contracts was perhaps best described in the statement presented by the Board 
of Public Utilities of the city of Springfield, Mo., at the hearings this year of 
the Public Works Subcommittee of the Senate Appropriations Committee on 
H. R. 6766 (see page 481 of hearings). As you know, the city of Springfield 
has one of the largest municipally-owned electric systems in the SPA area, 
and although it generated some of its power requirements, it has a contract for 
15,000 kilowatts from SPA. 

“In the statement to the Senate subcommittee, the Springfield Board of Public 
Utilities said that the proposed ‘integration’ contracts contemplated the use of 
the preference status of the G. and T. cooperatives to purchase capacity from 
SPA far in excess of their own needs and to, in turn, resell all of this capacity 
to the private power companies, with the private power companies selling back 
au portion to take care of the needs of the G. and T. cooperatives themselves. 

“It appears to us that these proposed replacement contracts are a clear evasion 
of the preference provisions of the Flood Contract Act of 1944,” the statement 
continued. “It uses the flimsy excuse of a preference right of a few customers 
to permit sale of most if not all of the new capacity to be available, as well as 
capacity still unsold at present, to the private power companies without any 


3A more detailed explanation of the Whitney contract is contained in exhibit IV. 
* House committee print, report on H. R. 6766, 84th Cong., 1st sess., p. 6. 
*S. Rept. 77, 84th Cong., Ist sess., p. 5. 
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consideration of the preference rights of the other customers. At best, it gives 
a special preference to a few to the detriment of all the rest of the preference 
customers.’ 

“The problem which confronted Springfield as a result of the threat of the 
‘integration’ contracts likewise faced many other municipally-owned electri 
systems in the SPA area. For example, I wouid like to call to your attention 
the testimony (see Public Works Appropriations for 1956, central section, 
part 3, p. 817) before a subcommittee of the House Appropriations Committee 
this year by James G. Davidson, attorney for the Oklahoma Municipal Power 
Users Association, which represents 11 cities which purchase at wholesale from 
SPA. 

“Mr. Davidson pointed out that more than a year ago SPA informed the 
Oklahoma municipal utilities which were purchasing power from SPA that 
these municipalities would not be able to obtain any additional power from 
that agency beyond their present demand, and that they would have to secure 
their additional power requirements from the private power companies. In 
purchasing these additional blocks of power from the private companies, the 
municipalities found that the rate was not based on the value of power, Mr. 
Davidson said. ‘it (the rate) is a matter of how much they (the private power 
companies) can get out of us and what angles they can throw at us,’ Mr. Davidson 
testified.” 

As an indication that there had been, prior to fiscal year 1956, either a change 
1 plans or a delay in the sale of SPA power to potential municipal customers, 
attention is invited to the testimony of the SPA Administrator before the 
tiouse Appropriations subcommittee. In testimony presented in 1951 ° he inserted 
au table in the record showing anticipated sales of SPA to some 109 municipalities 
in 1955 totaling 200,526 kilowatts. For fiscal year 1955,° he inserted in the 
record of the subcommittee, a table showing contract commitments to only 20 
municipal utilities totaling 30,140 kilowatts, only 15 percent of that anticipated 
$ vears earlier. 

On the other hand, the amount of power sold to the cooperatives and munici- 
palities increased two and one-half fold during the 2 year period from fiscal 
vear 1953 to fiscal year 1955 (see table Il-d in part VI of this report). 


SOUTHEASTERN POWER ADMINISTRATION 


The Department of Interior has had two series of extended contract negotia- 
tions for delivery of power to preference customers. They are to provide for 
the sale and transmission of Clark Hill power in Georgia and John Kerr power 
in North Carolina. 

‘There has been a difference between public-power minded preference customers 
iud private-enterprise minded utilities about the contractual relationships for 
the firming and transmission of power. According to testimony of Assistant 
Secretary Aandahl before the Chudoff committee, the Department of Interior has 
ecn seeking a “middle of the road” position. 

It is understood that contracts for the John Kerr power are now completed. 
Concerning the Clark Hill power, however, there have been pending since January 
53 competing offers from the cooperatives and the privately owned utility. 
the utility, Georgia Power Co., did not offer to wheel to preference customers 

nti) July 138, 1955, and then under a tricontract arrangement wholly unsatisfac- 
tory to the cooperatives. Secretary Aandahl explained the tricontract proposal : * 

“The tricontract proposal is an arrangement that, in purpose and results does 

ihstantially the same thing as our standard wheeling contracts. 

“The economic advantages in the tricontract pronosal were much better than 
those in the Virginia Electric Power Co. wheeling contract. About the only dif- 
ference that was involved in the tricontract proposal policywise and an ordinary 
wheeling contract was the question of title to the power during the period of 
transmission. 

“Under the ordinary wheeling contract the title to the power remains in the 
Federal Government. As the company takes it and integrates it in its system 
and transmits it to its preference customers under the tricontract proposal, the 
Government would make a conditional sale to the company and would lose title. 
But in that conditional sale would be the requirement that the company purchas- 


® Hearings on Interior Department appropriations for 1952, pt. 1, pp. 137-138. 
’ Hearings on public works appropriations for 1956, central section, pt. 2, pp. 11-12. 
* Hearings before Chudoff committee, October 1955, not yet printed. 
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ing the power conditionally would resell it to the preference customer at a price, 
at the project price, established by the Government, and the Government would 
have that contractual assurance from the company, and the preference customer 
wonld have a supplementary corollary contract with the Government, so the 
preference customer by contract with the Government was given an assurance of 
the amount of power that he was to receive from the project, and an assurance of 
the Government project price for that.” 

Mr. Aandahl further testified before the committee that the Department had 
decided against the tricontract proposal before the Attorney General gave his 
opinion on the Georgia Power Co. contract (to be explained in sec. V). 

The negotiations which are still underway after some 3 years are now directed 
toward making a direct sale to the cooperatives and providing a wheeling con- 
tract satisfactory to both the company and the cooperatives. 

It is pertinent to mention that according to Mr. Aandahl’s testimony, the co- 
operatives had not been informed of the Attorney General's opinion at the time 
of the hearings before the Chudoff committee on October 11, 1955, even though 
the opinion was given the Department some 2 months earlier. 

Mr. Aandahl further stated that the pattern of contract for the sale of Clark 
Hil! power is expected to set a precedent for distribution of power from Jim 
Woodruff and Buford projects now under construction as well as others that may 
he built in the future. 


V. THe ATTORNEY GENERAL’S OPINION 


In a letter dated July 15, 1955, addressed to the Secretary of the Interior, the 
Attorney General of the United States enclosed his opinion concerning the pro- 
posed contract with the Georgia Power Co. for the marketing of electric energy 
generated at the Clark Hill Reservoir project. The full opinion is enclosed as 
exhibit V.. A summary of the background, issue, and opinion follows: 

The question at issue was whether the proposed contract is authorized in view 
of the provision of section 5 of the Flood Control Act of 1944, for preference in the 
sale of power and energy to public bodies and cooperatives. 

The Georgia Power Co., a privately owned public utility, is engaged in the 
business of selling electric power to the public and owns and operates generating 
plants and transmission and distribution systems in Georgia. It now serves 
preference customers who have no facilities for transmitting Clark Hill power. 

The proposed contract provided for sale of one-half of Clark Hill power to the 
power company for a period of 15 years subject to cancellations by either party 
upon 3 years’ notice. The power company in turn agreed to sell power to the 
preference customers at a cost said to be no more than that due to carrying, trans- 
forming, and delivering the energy. 

The Georgia Electric Membership Corp., a cooperative, objected to the above- 
mentioned arrangement and submitted competing proposals for purchase of all 
the power involved “at the bus bar” at rates to be fixed by the Government and 
approved by the Federal Power Commission. 

One of its proposals contemplated that it would enter into an agreement with 
the Georgia Power Co. for wheeling of the power to preference customers. Under 
its alternate proposal, it would sell the power to the company or exchange it 
for company power furnished to member cooperatives. 

The Department had alleged that during the past 4 years the Georgia coop- 
eratives “have made no progress toward securing any finances either by borrow- 
ing or by Federal appropriation, and are, therefore, utterly unable to actually 
receive * * * (the) power or to pay for it.” It also said that the proposed 
contract “is as favorable to the cooperatives as any other arrangement would be” 
and from the standpoint of the preference customer “is the equivalent of the 
widely accepted wheeling contracts used by the Government and which are recog- 
nized as being in full accord with the ‘preference’ laws.” With this, the coop- 
erative did not agree, alleging that there is a wide disparity in the economic 
benefits which would accrue to its members should the power company’s proposal 
be accepted rather than its own. 

The Department in its Solicitor’s memorandum concluded that under the 
circumstances here present the Secretary is authorized, in his discretion, to 
contract for the sale of power to the Georgia Power Co. 

The Attorney General considering the facts at hand gave the following opinion 
as to the meaning which the Congress intended to give to the provision of section 
» of the Flood Control Act that “preference in the sale of * * * power and energy 
shall be given to public bodies and cooperatives.” 


gy A a a 


ne a ph hin Na ale cla 











% 
3 
4 


Ne haat ol oct ernie a 2 edt lov itm hintoe 


Angel 


se ian 


Pree tas. 





POWER RATES—-SOUTHWESTERN POWER ADMINISTRATION 6090 


it is my Opinion that section 5 means that when the Secretary of the Interior 
has before him two competing offers to purchase power, one by a preference cus 


tomer and the other by a nonpreference cusiomer, and the former does not have 
at the time the physical means to take and distribute the power, he must contract 
with the preference customer on condition that such customer will, within a 
reasonable time to be fixed by the Secretary, obtain the means for taking and 


delivering the power. If within the period fixed the preference customer does 
not do so, the Secretary is then free to contract with the nonpreference custome 
Such 2x contract, however, would have to contain, in the situation here involved, 
udequate provision enabling the Secretary to deal with the preference claimant 
should it subsequently obtain the means to take and deliver the power. It is 
not necessary for me at this time to delineate the terms of such a provision. 
Nor, in the circumstances here present, does the Secretary, in my judgment, 
discharge his statutory duty of giving a preference in “the sale’ of power to 
public bodies and cooperatives by disposition to a private company under an 
arrangement whereby the latter obligates itself to sell an equivalent amount of 
power to preference customers to be designated by the Secretary. This is what 
the proposed contract amounts to; it is not a wheeling arrangement for transmis 
sion of power belonging to another over the lines of the Georgia Power Co. 

The Attorney General, among other things turned to the legislative history 
of section 5 of the Flood Control Act as an aid in ascertainment of the congres 
sional intent. Further he indicated that his views appear to be consistent with 
those expressed by the Department of the Interior in its power policy statement of 
\ugust 1958 (exhibit 11) based on various statutes in this field including the 
Fiood Control Act of 1944. 

The Attorney General concludes with the opinion that “Section 5 of the 
Klood Control Act of 1944 does not authorize the Secretary of the Interior 
under the cirenmstances here presented, to enter into the proposed contract with 
the Georgia Power Co.” 


VI. EFFECT OF PREFERENCE PROVISION ON SALES OF FEDERAL POWER TO PREFERENCI 
CUSTOMERS 


As the result of statutory provisions and their interpretations and implementa 
tion by the Federal agencies, the power sold to preference customers has absorbed 
more and more of the available Federal power, as indicated by the following 
table covering the combined major Federal power systems for the 10-year period 
146 to 1955. It will be noted that there has, in turn, been a decrease in the 
percentage sold to privately owned utilities during this period. 


Tarte I.—Percent of annual sales by classes of customers, combined major 
Federal power systems 


Ir 2rre >t are m Subtotal 

I ene oe ly Industries Federal Potal per- 

subtotal total subtotal Pereent of Percent of | cent of total total 

, , subtotal total 

1946 38. 3 100 90.0 10.0 100 
1947 35.6 100 90.7 9.3 100 
1948 39.0 100 91.6 8.4 100 
1949 38.4 100 92. 8 dea 100 
1950 42.5 100 92.1 7.9 100 
1951 43.5 100 89.5 10.5 100 
1952 48.0 100 83. 4 16.6 100 
1953 52.2 100 81.5 18.5 100 
1954 2 50.7 100 76.5 23. 5 1) 
1955 2 53.9 100 66.0 34.0 100 





! Tennessee Valley Authority, Bonneville Power Administration, Bureau of Reclamation, Southwestern 
Power Administration, Southeastern Power Administration. 
? 1954 and 1955 added to task force table, based on information from the agencies. 


Source: Hoover Commission Task Foree Report on Water Resources and Power. Vol. 2. Table A-20 
p. 374. 
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The following tables give more detailed information on the effect of the pref- 
erence provision on sales during fiscal years 1954 and 1955, as compared with 
1953. They show, for the five marketing agencies, the amount of kilowatts sold 
to various classes of customers, number of customers in each class, and the 
percentages distributed to each class. 


TABLE IIl—a.—Bureau of Reclamation 

















1953 1954 1955 
‘Fehr weet ee i ae Le ee eee eee nee 
re Num-} Per- | py. |Num-| Per-| py... |Num-| Per- 
| Kilowatts ~}o, | cent | Kilowatts (“hor | cent Kilowatts |“ por | cent 
Preferred customers.........| 6,469,000 | 691 52 5, 497, 000 511 52 6, 654, 000 545 64 
Privately owned _______- <7 5, 245, 000 33 42 4,173,000 31 40 2, 648, 000 32 25 
i A OR 85, 000 30 1 83, 000 24 1 86, 000 24 I 
Federal agencies. _____-.- aa ! 68, 000 ils 1 84, 000 5 1 1 78, 000 5 I 
Interdepartmental.______-- 616, 000 58 5 723, 000 50 6 969, 000 42 9 
i | ee ae 12, 483, 000 817 100 10, 560, 000 621 100 10, 436, 000 648 100 





1 Does not include power sold to Bonneville, which amounted to 13,367,000 in 1953; 14,511,000 in 1954 
and 14,575,000 in 1955. 


TaBLe II-b.—Bonnerille Power Administration 


1953 1954 1955 


'Num-| Per- 








ws ‘ a Num.-, Per- sie Num-) Per- 
Kilowatts her | cent Kilowatts ber | cent Kilowatts ber | cent 
Preferred customers.-_-_-- 5,110,000 | 78| 31 5, 127, 000 78 27 | 6, 274, 000 89 29 
Privately owned______- : 2, 789, 000 8 18 3, 522, 000 7 19 4, 573, 000 9 21 
Industries ae : 7, 455, 000 16 45 | 8, 929, 000 17 48 | 9,612,000; 18 44 
Federal agencies 1, 038, 000 13 6 | 1,186, 000 12 6 | 1,364,000; 12) 6 
Total ‘ ee 16, 392, 000 115 100 | 18, 764, 000 114 100 | 21,823,000 | 119 100 


TABLE II-c.—NSoutheastern Power Administration 


1953 1954 1955 


|Num-)| Per- 


Num-| Per- Num- Per- 



































Kilowatts |“ por | cent | Kilowatts [yo | cent | Kilowatts ber | cent 
Preferred customers.....---- 223,000 | 12) 16 568, 000 19 | 32 519, 000 19 24 
Privately owned __....__..-- 253, 000 2) 18 441, 000 | 4 25 331, 000 4 15 
Federal agencies (TVA). _-. 950, 000 1 66 771, 000 1 43 1, 334, 000 l 61 
TS et pie Si 1, 426, 000 15 | 100 1,780,000 24 100 2,184,000 24; 100 

TABLE II-d.—Southwestern Power Administration 
1953 1954 1955 

St ee eS teeta 

sn Num-) Per- vey ae |Num-| Per-| py. Num-} Per- 

Kilowatts | ber | cent | Kilowatts her cont | Kilowatts | her | cent 
oats cal "Torres * —| nd re 
Preferred customers... ....... 218,000 | 39); 38) 439,000 | 42); 652 534, 000 46 | 69 
Privately owned _.......-.- 322, 000 5| 59) 366,000 5| 44 200,000, 4) 2% 
Federal agencies __.__....... 18, 000 2 3 30, 000 | 5 4 43, 000 5 5 


Es etinithedsienins . 558, 000 46 100 835,000 | 52) 100 777, 000 55} 100 








a 

Bey 
Vas 

"9 

ee 


spit Sealine diet Staccotil 2 RRA pct deci 


ees 


ne a 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 657 


TABLE II-e.—Tennessee Valley Authority 





1953 1954 1955 
——-—— 
- atte | NUm-| Per- rtp cee | NUM-| Per- > atte »NUM-| Per 
Kilowatts |"ber | cent | Kilowatts “her | cent | Kilowatts “yer cent 
Preferred customers 10, 961, 000 46 | 12, 065, 000 41 | 13, 557, 000 32 
Privately owned _- 25, 000 26, 000 31, 000 
Industries 5, 109, 000 22 5, 544, 000 18 6, 031, 000 14 
Federal agencies ; 6, 967, 000 29 ~—s«11, 800, 000 39 =. 21. 770, 000 52 
Interdepartmental 617, 000 3 624, 000 2 656, 000 2 
Total 23, 679, 000 100 | 30, 059, 000 100 42,045, 000 100 


Sources: Annual report of the Secretary of the Interior, 1953-54. Annual report of the Tennessee Valley 
(uthority, 1953-55. Audit report to the Congress of the United States by the Comptroller General for th: 
5 marketing agencies, 1954. Information received from the Department of the Interior. 


Comparing fiscal year 1953 with fiscal year 1955, it is noted that the per- 
centage of power sold to preference customers showed increases in the Bureau 
of Reclamation, Southeastern Power, and Southwestern Power marketing areas, 
with the largest increase taking place in the Southwestern Power area. There 
was a slight decrease in the percent of power sold to preference customers in 
the Bonneville Power Administration area, although the amount of power sold 
to publicly owned bodies in the area was increased by over 1 million kilowatts 
during the 2-year period. In the TVA, the percentage of power sold to municipali 
ties and cooperatives dropped because of the large increase in power (primarily 
from fuel-burning plants) going to the Atomic Energy Commission. However, 
the amount sold to these publicly owned bodies was increased over 2% billion 
kilowatts during the period. 

In all areas except that of the Bonneville Power Administration and the TVA, 
there was a marked decrease in the percentage of power sold to private utilities. 
There was also a decrease in the total kilowatts sold to private utilities, with 
the above exceptions and Southeastern Power Administration. 

In the Bonneville Power Administration area, several contracts were made 
about 2 years ago for the sale of power to major utilities of the area. This 
was done, it is understood, because of the implied utility responsibility of the 
Federal Government in that particular area. In the TVA area, where the led- 
eral Government has assumed a recognized utility responsibility, power sold to 
private utilities uniformly runs under 1 percent of the total. 


VII. MAgor RECOMMENDATIONS BEARING ON THE PREFERENCE CLAUSE 
A. PRESIDENT’S WATER RESOURCES POLICY COMMISSION * 


The Commission based its reappraisal of Federal power and water resources 
policy on three fundamental considerations which are paraphrased below : 

(1) Although private operation of power systems has predominated throughout 
the history of the power industry, we have in fact a mixed system in which 
publicly operated power systems have played an important and influential part. 

(2) Modern developments require the Federal Government to undertake an in- 
creasing responsibility in the development and marketing of power in such a 
manner as to protect the rights of citizens in any community to exercise their 
right of local autonomy in meeting their power requirements on a public or 
cooperative basis. 

(3) The country’s expanding power requirements can be best met by coopera- 
tion between Federal, local, public, cooperative and private power systems all 
committed to the same objectives. 

The Commission went on to say that “to achieve these objectives, regional 
power resources should be viewed as a whole, regardless of ownership. It should 
he possible * * * to secure for all, the benefits of carefully integrated power 
system development, either by agreement or by common ownership of facilities.” 

In the interest of assuring this result the Commission makes several recom- 
mendations, four of which bear on the marketing of Federal power, as follows: 

4. Congress should continue its present policy of authorizing Federal power 


» Peas tates President’s Water Resources Policy Commission. Report, vol, 1, 1950, 
pp. 245-246. 





65S POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


marketing agencies to construct transmission facilities, to grant preference to 
public and cooperative distribution systems, and to foster particularly residen- 
tial and rural consumption of electricity. It should, however, clarify its intent 
in this particular. Congress should enable all agencies responsible for marketing 
power from a river-basin program to pool power from all basin projects for 
ratemaking purposes so as to establish systemwide rate schedules. 

5. The marketing of Federal power in accordance with the above principles 
should be carried out flexibly, as more fully set forth above, so as to assure sound 
adaptation of Federal power supply responsibility to the characteristics of the 
power resources of the basin or region and the most effective possible cooperation 
of all power systems, both private and public, in the region in the task of assur- 
ing ample supplies of power at low rates. 

6. In those regions in which the Federal Government assumes a major re- 
sponsibility for the supply of power to distribution systems, this should be 
recognized as a utility responsibility requiring the planging and financing of new 
generating capacity, whether hydroelectric or steam-electric, well in advance 
of the expanding needs of its markets. 

7. Where possible without interfering with the meeting of the Federal obliga- 
tion to afford the people the best possible utilization of the water resources of 
the basin or region, the responsible Federal agencies should cooperate with 
public and cooperative systems in furthering their desire to develop water-power 
resources in connection with the operation of their own systems, with the under- 
standing that all generating capacity will be operated in terms of the best 
possible regional integration. This will be in general accord with the preferences 
to public bodies provided in the Federal Power Act. 


B. COMMISSION ON ORGANIZATION OF THE EXECUTIVE BRANCH OF THE GOVERNMENT ™ 


The Commission presents statistics to show that the preference customers are 
receiving a constantly increasing proportion of the Federal power sold. It 
quotes the task force in stating that in the zeal of promotional activities to give 
preference, there are cases of uneconomic transmission lines and the sale of 
power at less than even production cost—that in the Southwestern and South- 
eastern Power Administration systems, Federal power has been transmitted and 
sold to preference customers at prices below even the cost of the power as com- 
puted under the present Federal Government practices. It states that the 
preference clause has resulted in serious inequities and discrimination between 
citizens of the various States and cites two Northwest States as examples. 

The Commission further quotes its task force as insisting that in equity the 
private utilities and their customers should be able to secure a fair share of the 
Government power on equal terms with preference organizations, also that in 
view of the transmission grids spread over the country, the building of com- 
petitive transmission lines should cease. The Commission recommends in recom- 
mendation No. 11: : 

(a) That the private utilities be permitted to purchase a fair share of 
Federal power. 

(b) That no further building of transmission lines be undertaken where 
such transmission service can be provided by non-Federal agencies. 

The Commission makes also a related recommendation No. 10 concerning steam 
power: 

That the Government or its agencies cease the building of steam plants and 
provide for the equation of their power loads by interconnection with the grids 
of neighboring power systems. 

Recommendation No. 15 of the Commission relates to the announced policy of 
President Eisenhower of private enterprise participation in the electrical cost 
of multiple-purpose power project. The Commission stated: 

In respect to the power component of new multiple-purpose projects, we make 
the following recommendation : 

(a) That private enterprise be offered the opportunity to provide the capi- 
tal for the electrical component of multiple-purpose dams and dispose of the 
power through their own systems (they being subject to regulation of rates 
by Federal and State authorities), but the management of the dams should 
remain in the Federal Government. 


1” Commission on Organization of the Executive Branch of Government, Water Resources 
and Power, vol. 1, A Report to Congress, June 1955. 
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(b) That if such capital be not available, the power should be offered for 
sale to the private utilities, the States, or the municipalities and cooperatives 
prior to construction, on terms that will protect the Federal interest 


DISSENT OF COMMISSIONER HOLIFIELD 


In a separate statement Commissioner Holifield dissents from the majority 
views of the Commission outlined above. Bearing on “preference” for powei 
he states : 

The proposed repeal of the ‘preference’ provision and stopping the con 
struction of Government-owned transmission lines, taken together with proposed 
rate increases for Federal power and other provisions, would virtually spell the 
ia sentence for public agencies and cooperatives in the power field. Loca! 

uterprise and initiative reflected in such public agencies do not figure in the 
Commission’s concern for local development. 

The Commission would turn new multiple-purpose projects (electrical 
facilities) over to private operators as a continuation of President Eisenhower's 
‘partnership policy’.” 

“Is. As an alternative to private ownership and operation of such electric 
power facilities, the Commission would require that advance contracts be made 
for power sales before any new projects are built. This is an attempt to apply 
the special conditions of Hoover Dam construction to all future projects.” 

‘ommissioner Holifield discusses at length the reasons for his dissenting state 
iam The portion relating to the “preference” provision is attacked as ex- 
hibit VI. Concerning the Commission recommendation No. 15, Mr. Holifield is 
critical of the so-called partnership policy of the administration and also en- 
deavors to show that a revival of the pattern of the Hoover Daim project would 
he a backward step—that if this concept had been followed, the other great mul 
tiple-purpose projects never would have been built.’ 





10 THE COMMISSION ON 
GOVERN MENT ** 






FORCE ON WATER RESOURCES AND POWER REPOR' 
OF THE EXECUTIVE BRANCH OF TILE 





C. THE 






TASK 
ORGANIZATION 





The task force in its report on Water resources and power has taken what 
might be termed a more extreme view in its reconunendations than the Com 
mission, 

It endeavors, first, in a group of policy objectives and recommendations to 
realine programs into a body of consistent water policy. The task force properly 
warns against treating the many resolutions or recommendations as separate 
answers to unrelated problems. However, bearing specifically on the “prefer- 
ence” provision the task force recommends 

“13.7 That the Congress enact Seaialntloss to repeal the so-called preference 
clause from all legislation wherein it appears, and substitute therefor a provision 
that no purchaser of federally generated power shall receive more than a fair 
return from the resale thereof, and further enact legislation to prohibit Federal 
agencies from fixing resale rates, except to the extent that these may come under 
the jursidiction of the Federal Power Commission.” “ 

The task force makes several related recommendations concerning transmis- 
sion and marketing of power including a recommendation that “the Congress 
enact legislation to provide that the appropriate Federal agency or agencies invite, 
and be receptive to, proposals from non-Federal interests, public or private, to 
purchase or lease all Federal electric-power facilities not needed for the conduct 
of oGvernment business * * *.” The full text of these recommendations is 
inclosed as exhibit VII. 

The basis for these recommendations is contained in a chapter entitled “Exaim- 
ples, Facts, and Analyses” ” of which section 4A is directed to the power-prefer- 
ence clause. This is inclosed as exhibit VIII. 

It is pertinent to mention, also, a study entitled “The Preference Clause in 
Federal Electric Power Development and Distribution” by John B. O’Brien, Jr., 
legal adviser.” This study is divided in two parts: (1) Evolution of Govern- 
ment Power Policies, and (II) Acts of Congress Providing the Basis for a 
Preference to Public Agencies and Cooperatives. 








1 Thid., vol. 2, pp. 14-15. 
2 Tbid., vol. 2, pp. 81-90. 
18 Commission on Organization of the Executive Branch of the Government, Task Force 
Report on Water Resources and Power, vol. 1, June 1955 
4 Tbid., vol. 1, p. 97. 
*Thid., vol. 1, pp. 111-225 
we Ibid. vol. 3, pp. 1107-1150. 
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Exuisir I 


SECERTARY OF THE INTERIOR, 
Washington, January 3, 1946. 
MEMORANDUM ON Power Voricy 


To Au Staffs of the Department of the Interior: 


The Congress over a 40-year period has enacted a large number of laws relating 
to electrical power activities. Most, but not all, of these acts relate specifically 
to the Department of the Interior. The others serve equally to fix the genera! 
policy that must guide all Interior Department staffs and officials in their 
administration of power programs. In recent years the Congress has greatly 
increased the responsibilities of the Department for the development and dis- 
position of electrical energy. It is, therefore, appropriate to recapitulate the 
guiding principles which emerge from the individual acts of Congress, and 
which must govern the administrative actions of this Department in discharging 
its responsibilities relating to electrical power. 

The primary objectives of the acts of Congress (excerpted in the attachment ) 
nay be summarized as follows: 

1. Federal dams shall, where feasible, include facilities for generating elec- 
trical energy (Reclamation Act of April 16, 1906; act of July 25, 1912; the 
Tennessee Valley Authority Act of 1933; the Flood Control Acts of 1938, 1944, 
and 1945). 

2. Preference in power sales shall be given to public agencies and cooperatives 
(Reclamation Act of April 16, 1906; the Raker Act of December 19, 1913; Federal! 
Water Power Act of 1920; Boulder Canyou Act of 1928; Tennessee Valle) 
Authority Act of 1933; Rural Electrification Act of 1936; Bonneville Act of 
1937; Fort Peck Act of 1988; Reclamation Project Act of 1939; Flood Control 
Act of 1944). 

3. Power disposal shall be for the particular benefit of domestic and rural 
consumers (Tennessee Valley Authority Act of 1933; Rural Electrification Act 
of 1936; Bonneville Act of 1937; Fort Peck Act of 1938). 

4. Power shall be sold at the lowest possible rates consistent with sound 
business principles (Tennessee Valley Authority Act of 1933; Bonneville Act 
of 1937: Fort Peck Act of 1938; Flood Control Act of 1944). 

>. Power disposal shall be such as to encourage widespread use and to prevent 
monopolization (Tennessee Valley Authority Act of 1933; Rural Electrification 
Act of 1936; Bonneville Act of 1937; Fort Peck Act of 1938; Flood Control 
Act of 1944). 

These basic policies are prescribed by Congress. It is the job of the Depari- 
ment of the Interior to carry them out, and to see that the administration of 
its power progranrs will in fact secure these objectives. The following prin- 
ciples are designed to implement the congressional policy. They will guide all 
staffs and officials of the Department who deal with power. 


I. PLANNING AND CONSTRUCTION 


(a) Hydroelectric generating facilities shall be designed and installed in all 
projects where feasible. The project shall have its own steam standby and 
reserve facilities where necessary to independent operation on an economical 
and efficient basis. 

(b) Facilities shall be designed and installed to provide the type of power 
and service required by public agencies and cooperatives. 

(¢) Construction shall be economical and efficient. 

(d) Government hydroelectric plants within a region shall be integrated by 
transmission ties. 

(e) Transmission outlets to existing and potential wholesale markets shall 
be adequate to deliver power to every preferred customer within the region 
upon fair and reasonable terms. They must be owned and controlled by the 
Government unless privately owned facilities should be made available upon 
terms which assure full accomplishment of the basic objectives of the con- 
gressional power policy and which do not reward the private company simply 
because of its strategic location or monopolistic position. 

(f) Allocations of costs on multiple-purpose projects shall not result in power 
consumers paying for facilities not fairly to be attributed to the operation of 
the power system, except as may be necessary to make the project feasible as 
required by law. 
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OPERATION AND SALES 


(a) Active assistance, from the very beginning of the planning and authoriza 
tion of a project, shall be given to the organization of public agencies and 
cooperatives for the distribution of power in each project area. The statutory 
objectives are not attained by merely waiting for a preferred customer to come 
forward and offer to purchase the power. 

(b) Operations shall be economical and efficient. 

(¢) Wholesale rate schedules shall be nondiscriminatory and shall be de 
signed to bring power at the lowest possible rates to distributors that are 


' principally serving domestic and rural consumers. 
(d) Resale rate and other provisions shall be included in wholesale contracts 
ith distributors to insure that power is furnished to the ultimate consumer 
% aut the lowest possible rates, which shall reflect as nearly as may be the cost 
of the service. 
(©) Public agencies and cooperatives shall be encouraged to build diversified 
> 


loads and markets and neither the operations nor the markets of these agencies 
or of the Government facilities shall be restricted by contracts or operating 
agreemeuts which might serve to limit the widespread use of the power from 
ihe Federal project. 

(f) No contracts shall be made that operate to foreclose public agencies and 
cooperatives from obtaining power from the Government project. Contracts with 
these organizations shall recognize their preferential character and assure them 
full opportunity to secure the benefits of Federal power. Contracts with pri 
vately owned companies shall be limited in time and shall contain provisions for 
the cancellation or modification by the Government as necessary to insure pref 
erence to public agencies and cooperatives. 

(g) Rates, contracts, and financial data shall be made public. 

(h) A diversified development of the industries and resources of the region 
shall be given active encouragement in order to benefit the load factor and 
to promote the economic stability of the project as well as to aid in regional 
development. 

(i) Public agencies and cooperatives which are existing or potential customers 
of the Federal project shall be given every assistance in promoting sound pro- 
grams and operations. 

This list of guiding principles is not intended to be exhaustive but is designed 
to serve as the primary operating basis for attaining the objectives which Con- 
zress has prescribed for Federal power programs. These principles will guide all 
staffs and reviewing official of the Department of the Interior who are adminis- 
tering power activities. The administration and review of these activities will 
be continued by the agencies and officials heretofore designated. 

HaAro_p L, IcKEs, 
Secretary of the Interior. 


z . 4 agi Suto iaits pili 


ACTS OF CONGRESS PROVIDING THE BASIS OF THE FEDERAL POWER POLICY 


The Reclamation Act of April 16, 1906 (34 Stat. 117: 48 U. S. C., see. 522): 
The Secretary of the Interior may lease surplus power from irrigation projects, 
“giving preference to municipal purposes” (sec. 5). 

Act of July 25, 1912 (37 Stat. 201; 33 U. S. C., see. 609) : Works desirable for 
development of water power authorized to be provided in all navigation dams 
“In order to make possible the economical future development of water power” 
(see. 12). 

The Raker Act of December 19, 1913 (38 Stat. 242) : Use of national park land 
sranted to the city of San Francisco for the purpose of storing water for domes- 
Be tic use and developing power (sec. 1). City “prohibited from ever selling or 
F letting to any corporation or individual, except a municipality or a municipal 

water district or irrigation district, the right to sell or sublet the water or the 
electric energy sold or given to it or him” by the city (sec. 6; see U. S. ¥. San 
Francisco, 310 U. 8. 16 (1940) ). 

The Federal Water Power Act of June 10, 1920 (41 Stat. 1063; 16 U. S. C., 
sec. 800): Federal Power Commission “shall give preference to applications 
* * * by States and municipalities” for permits and licenses to build and operate 
works upon navigable waters (sec. 7). 

Boulder Canyon Project Act of December 21, 1928 (45 Stat. 1057) ; 43 U. S. C., 
sec. 617d (ce) : Contracts for use of hydroelectric energy to be let “in conformity 
with the policy expressed in the Federal Water Power Act as to conflicting 
applications” (sec. 5 (¢) ). 
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Tennessee Valley Authority Act of May 18, 1933 (48 Stat. 58, as amended; 
16 U. S. C., sec. 831 et seq.) : Surplus power “shall be considered primarily as 
for the benefit of the people of the section as a whole and particularly the domestic 
and rural consumers to whom the power can economically be made available, 
and accordingly that sale to and use by industry shall be a secondary purpose, 
to be utilized principally to secure a sufficiently high load factor and revenue 
returns which will permit domestic and rural use at the lowest possible rates 
and in such manner as to encourage increased domestic and rural use of elec- 
tricity” (see. 11). 

Rural Electrification Act of May 20, 1936 (49 Stat. 1363; 7 U. S. C., see. 901 
et seq.) : Preference to be accorded public and cooperative bodies seeking loans 
under terms of act. (Sec. 4.) 

Bonneville Act of August 20, 19387 (50 Stat. 731; 16 U.S. C., sec. 832 et seq.) : 
To prevent monopolization of electric energy generated at Bonneville project, 
transmission facilities to be constructed and operated (sec. 2 (b)). Preference 
and priority to be accorded to public bodies and cooperatives to insure operation 
of project “for the benefit of the general public, and particularly of domestic 
and rural consumers” (sec. 4 (a)). Policy of Congress declared to preserve 
preferential status of public bodies and cooperatives and to give people within 
economic transmission range reasonable time and opportunity to organize such 
bodies for purchase of electric energy (sec. 4 (d)). Contracts with privately 
owned utilities to contain cancellation clauses to permit power to be diverted 
to preferred customers (sec. 5 (a) (2)). 

Fort Peck Act of May 18, 1988 (52 Stat. 403; 16 U. S. C., sec. 833 et seq.) : 
To encourage widest possible use of electric energy and prevent monopolization 
thereof by limited groups, transmission lines and appurtenant facilities to be 
provided at Fort Peck project (sec. 2 (b)). Preference to be accorded public 
bodies and cooperatives to insure operation of project “for the benefit of the 
general public, and particularly of domestic and rural consumers (sec. 4.) 

Flood Control Act of June 28, 1938 (52 Stat. 1215: 33 U. S. C., sec. 701j) : 
Penstocks to be installed in any dam “adapted to possible future use in the 
development of hydroelectric power” (sec. 4). 

Reclamation Project Act of August 4, 1939 (53 Stat. 1187: 48 U. S. C., see. 
485h (c): Preference in sales of power to be given public bodies and to coopera- 
tives and other nonprofit organizations financed in whole or part by the Rural 
Electrification Administration (sec. 9 (¢)). 

Flood Control Act of December 22, 1944 (58 Stat. 887): Surplus electric energy 
developed at reservoir projects to be disposed of “in such a manner as to encour- 
age the most widespread use thereof at the lowest possible rate to consumers 
consistant with sound business principles ;” preference to be given in sale of such 
energy to “public bodies and cooperatives :” and, where necessary, transmission 
lines and related facilities to be constructed or acquired to make such energy 
available, in wholesale quantities, “on fair and reasonable terms and conditions 
to facilities owned by the Federal Government, public bodies, cooperatives and 
privately owned companies” (sec. 5). Penstocks to be installed in any dam 
adapted to possible future use in the development of hydroelectric power (sec. 10). 

Flood Control Act of March 2, 1945 (Public Law 14, 79th Cong.) : Penstocks 
adapted to possible future use in the development of hydroelectric power to be 
installed in any dam when approved by the Secretary of War upon recommenda- 
tion of Chief of Engineers and of Federal Power Commission ; such recommenda- 
tions to be based upon consideration of the proper utilization and conservation 
in the public interest of the resources of the region (sec. 2). 


Exuipit II 
DEPARTMENT OF THE INTERIOR POWER POLICY 


(August 18, 1953) 


The Reclamation Act of 1902, as supplemented by the act of 1906, and various 
other acts of Congress since that date, to and including the Appropriation Act 
of 1953, have served to make the Department of the Interior the marketing 
ageney for electric energy produced at many Federal Government owned plants. 
These various acts of Congress have served to establish some basic policies for 
the marketing of this power as well as the planning of facilities for generation 
and transmission. Supplementary to these acts of Congress, the Department 
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has, on Various occasions in the past, stated policies on this important matter. 

The statement herewith of power policy is a summary of the guiding prin 
ciples which the Department of the Interior will hereafter follow in the planning 
a and operating facilities for the generation and transmission, and marketing of 
4 electric energy. It is based upon the various acts and statements of Congress 
3 und statements of this administration’s policy. It supersedes all statements of 
power policy heretofore issued by the Department. 

The policies hereinafter stated will be modified if at any time this is necessary 
to» better serve the paramount requirements of national defense 


1. GENERATING FACILITIES 


the primary responsibilities of the Department are the reclamation of arid 
and semiarid lands under the Federal reclamation laws and the development of 
nutural resources as authorized by Congress. These responsibilities include 
the disposal of surplus electric energy which can be economically produced in 
ihe course of the development of these resources. The Department of the In 
terior will, therefore, actively plan and recommend construction of generating 
facilities in hydro projects under its jurisdiction when such facilities are eco 
nomically justified and feasible. The Department will particularly emphasize 
those multipurpose projects with hydroelectric developments which, because of 
size or complexity, are beyond the means of local, public or private enterprise. 

It is recognized that the primary responsibility for supplying power needs of 
aun area rests with the people locally. The responsibility of the Department ot 
the Interior is to give leadership and assistance in the conservation and wise 
utilization of natural resources. The Department does not assume that it has 
the exclusive right or responsibility for the construction of dams or the genera- 
tion, transmission, and sale of electric energy in any area, basin, or region. In 
general, it will not oppose the construction of facilities which local interests, 
either public or private, are willing and able to provide in accordance with 
licenses and other controls of the Federal Power Commission or other appro- 
priate regulatory bodies and which are consonant with the best development of 
ihe natural resources of the area. 


Citations 


a. Address by the President—state of the Union message to 1st session of 83d 
: Congress 

“* * * The best natural resources program will not result from exclusive 
dependence on Federal bureaucracy. It will involve a partnership of the States 
and local communities, private citizens, and the Federal Government, all work 
ing together. This combined effort will advance the development of the great 
river valleys of our Nation and the power that they can generate.’ 





, ; bh. Reclamation Act of 1906, 43 United States Code, section 522 

‘ “Whenever a development of power is necessary for the irrigation of lands, 
8 under any project undertaken under the said reclamation law, or an opportunity 
a is afforded for the development of power under any such project, the Secertary 
Pa of the Interior is authorized to lease for a period not exceeding 10 years, giving 
oS preference to municipal purposes, any surplus power or power privilege _s 
ie Provided, That no lease shall be made of such surplus power or power privileges 
ES us will impair the efficiency of the irrigation project ea? 

S c. House Committee on Interior Department appropriation bill, 1949 

a “Statement of policy.—The committee desires to reemphasize its statement in 
: former reports on the bill, that the reclaming of arid lands by the construction 
a of reclamation projects is and always has been the primary purpose of the recla- 
‘ mation laws. Development of hydroelectric power is incidental to irrigation 
b and is made as a means of financially aiding and assisting such undertakings. 


This policy should not be departed from without specific legisiation by the 
Congress.” 
d. Address of Secretary McKay at Boston, Mass., May 14, 1958 

“It should be our objective in these multipurpose reservoir projects to utilize 
this water resource to the maximum in the generation of hydroelectric power, 
so far as that can be done, without taking away what we need for consumption 
purposes, such as reclamation, municipal water, and other uses in that category. 

* * * * * * * 
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“We will continue within the limits that the national budget will permit 
with construction of such of these projects as are economically feasible and a 
fall in the proper category of Federal projects.” _ 


2. TRANSMISSION FACILITIES * 


The Department of the Interior will construct and operate transmission lines 
that are economically feasible and necessary for proper connection and operation 
of federally owned generating plants. Transmission facilities will also be built 
and operated to carry power to load centers within economic transmission dis- 
tances unless other public or private agencies have or will provide the necessary 
facilities upon reasonable terms. These terms shall generally be such that the 
federally produced power will be made available to customers at costs not higher 
than would result from the construction of transmission facilities by the Federal] 
Government. 


Citations 


a. Bonneville Act of 1937 (16 U.S. C. Sec. 832a (b)) 


“In order to encourage the widest possible use of all electric energy that can be 
generated and marketed and to provide reasonable outlets therefor, and to pre 
vent the monopolization thereof by limited groups, the Administrator is au- 
thorized and directed to provide, construct, operate, maintain, and improve such 
electric transmission lines and substations, and facilities and structures ap- 
purtenant thereto, as he finds necessary, desirable, or appropriate for the purpose 
of transmitting electric energy, available for sale, from the Bonneville project 
to existing and potential markets, and, for the purpose of interchange of electric 
energy, to interconnect the Bonneville project with other Federal projects and 
publicly owned power systems constructed on or after August 20, 1937.” 


b. Fort Peck Act of 1938 (16 U. 8. C. 838a (bd) ) 


“In order to encourage the widest possible use of all electric energy that can be 
generated and marketed and to provide reasonable outlets therefor, and to pre- 
vent the monopolization thereof by limited groups, the Bureau is authorized and 
directed to provide, construct, operate, maintain, and improve such electric 
transmission lines and substations, and facilities and structures appurtenant 
thereto, as it finds necessary, desirable, or appropriate for the purpose of trans- 
mitting electric energy, available for sale, from the Fort Peck project to existing 
and potential markets, and, for the purpose of interchange of electric energy, 
to interconnect the Fort Peck project with either private or with other Federal 
projects and publicly owned power systems now or hereafter constructed.” 


c. Flood Control Act of 1944 (16 U. 8. C. Sec. 5) 


“The Secretary of the Interior is authorized, from funds to be appropriated be 
by the Congress, to construct or acquire, by purchase or other agreement, only £ 
such transmission lines and related facilities as may be necessary in order to 
make the power and energy generated at said projects available in wholesale 
quantities for sale on fair and reasonable terms and conditions to facilities owned 
by the Federal Government, public bodies, cooperatives, and privately owned 
companies.” 





d. Senate Committee on Interior Department apropriation bill, 1954 


“The committee reiterates its view that efforts should be made to secure wheel- 
ing contracts wherever possible, and that the Federal Government should build 
transmission lines only when such agreements cannot be negotiated at comparable 
cost to consumers; the only exception to this policy should be with respect to 
main lines for the purpose of connecting Federal hydroelectric plants, where the 
benefits from the integration justify the expenditure.” 





3. PREFERENCE TO PUBLIC AGENCIES AND COOPERATIVES 


The Department of the Interior will operate the federally owned generating 
and transmission facilities under its control for the benefit of the general public, 
and particularly of domestic and rural customers, and the Department will give 
preference and priority to public bodies and cooperatives in disposing of electric 
energy generated at Federal plants. It will be the policy of the Department to 
dispose of power, remaining after provision for existing preference customers, 
to privately owned public utilities serving domestic and rural customers in the 
area. The Department will not ordinarily undertake to dispose of power directly 
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to consumers except to carry out existing contracts or renewals or expansion 
thereof, nor will it use or permit the use of the preference privilege as a means 
to provide power for large industrial consumers at the expense of domestic and 
rural customers served by either publicly or privately owned public utilities. 


Citations 


a. Reclamation Act of 1906 


“* * * The Secretary of the Interior is authorized to lease, for a period not ex- 
ceeding 10 years, giving preference to municipal purposes, any surplus power 
or power privilege * * *.” 

». Reclamation Act of 1939 (sec. 485h (c)) 

~* * * That in the sale or lease preferences shall be given to municipalities 

and other public corporations or agencies; and also to cooperatives and other 


nonprofit organizations financed in whole or in part by loans made pursuant to 
sections 901-914 of title 7 (Rural Electrification Administration) .” 


c. Bonneville Act of 1937 


“In order to insure that the facilities for the generation of electric energy at 
the Bonneville project shall be operated for the benefit of the general public, 
and particularly of domestic and rural consumers, the Administrator shall at 
all times, in disposing of electric energy generated at said project, give preference 
and priority to publie bodies and cooperatives.” 


i. Fort Peck Act of 1938 


“In order to insure that the facilities for the generation of electric energy at 
the Fort Peck project shall be operated for the benefit of the general public, and 
particularly of domestic and rural consumers, the Bureau shal! at all times, in 
disposing of electric energy generated at such project, give preference and priority 
to public bodies and cooperatives.” 


e. Flood Control Act of 1944 


“* * * The Secretary of the Interior * * * shall transmit and dispose of 
such power and energy in such manner as to encourage the most widespread 
use thereof at the lowest possible rates to consumers consistent with sound 
husiness principles, the rate schedules to become effective upon confirmation 
and approval by the Federal Power Commission. Preference in the sale of 
such power and energy shall be given to public bodies and cooperatives. The 
Secretary of the Interior is authorized, from funds to be appropriated by the 
Congress, to construct or acquire, by purchase or other agreement, only such 
transmission lines and related facilities as may be necessary in order to make 
the power and energy generated at said projects available in wholesale quanti- 
ties for sale on fair and reasonable terms and conditions to facilities owned 


by the Federal Government, public bodies, cooperatives, and privately owned 
companies * * *” 


4. RATES FOR SALE OF ELECTRIC ENERGY 


The Department of the Interior will dispose of power and energy at the lowest 
possible rates to consumers consistent with sound business principles. Rate 
schedules will be prepared on a basis which will provide for the cost of pro- 
ducing and transmitting the energy and will return the capital investment in 
generation and transmission facilities together with interest in not more than 
o) years. If reclamation costs are assigned to power, rates for power shall 
be such as to recover these additional costs within a reasonable time. 

Rates will be reviewed at periodic intervals, generally not exceeding every 
* years, and at such times adjustments will be made to reflect actual costs 
where only estimates were available before, to reflect additions to the system 


which are in operation at the time of application of the new rates, and other 
proper items. 


Citations 
a. Reclamation Project Act of 1989 (48 U. S. C. sec. 485h (c)) 


_ * * * Any sale of electric power or lease of power privilege made by the 
Secretary in connection with the operation of any project or division of a .project, 
shall be for such periods, not to exceed 40 years, and at such rates as in his 
judgment will produce power revenues at least sufficient to cover an appropria- 
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priate share of the annual operation and maintenance costs, interest on an ap- 
propriate share of the construction investment at not less than 5 percent per 
annum and such other fixed charges as the Secretary deems proper.” 

b. Bonneville Act of 1937 (16 U.S.C.) 

“Schedules of rates and charges for electric energy produced at the Bonneville 
project and sold to purchasers as in this chapter provided shall be prepared by 
the Administrator and become effective upon confirmation and approval thereof 
by the Federal Power Commission; and such rates and charges shall also be 
applicable to the disposition of electric energy to Federal agencies. Subject to 
confirmation and approval by the Federal Power Commission, such rate schedule 
may be modified from time to time by the Administrator * * *.” (sec. S382e). 

* * Rate schedules shall be drawn having regard to the recovery (upon 
the basis of the applicaton of such rate schedules to the capacity of the electric 
facilities of the Bonneville project) of the cost of producing and transmitting 
such electric energy, including the amortization of capital investment over a 
reasonable period of years” (sec. 882f). 

“Contracts entered into under this section shall be binding in accordance with 
the terms thereof and shall be effective for such period or periods, including 
renewals or extensions, as may be provided therein not exceeding in the aggregate 
20 years from the respective dates of making such contracts. Contracts entered 
into under this subsection shall contain such provisions as the Administrator 
and purchaser agrees upon for the equitable adjustment of rates at appropriate 
intervals, not less frequently than once in 5 years” (sec. 832d). 
¢. Fort Peck Act of 1938 (16 U.S. C., see. 833d) 

“Schedules of rates and charges for electric energy produced at the Fort Peck 
project and sold to purchasers as in this chapter provided shall be prepared by 
the Bureau and become effective upon confirmation and approval thereof by the 
Federal Power Commission. Subject to confirmation and approval by the Fed- 
eral Power Commission, such rate schedules may be modified from time to time 
by the Bureau and shall be fixed and established with a view to encouraging the 
widest possible diversified use of electric energy. The said rate schedules may 
provide for uniform rate or rates uniform throughout prescribed transmission 
areas in order to extend the benefits of an integrated transmission system and 
encourage the equitable distribution of the electric energy developed at the Fort 
Peck project.” 

d. Flood Control Act of 1944 

“* * * The Secretary of the Interior * * * shall * * * dispose of * * 
power and energy * * * at the lowest possible rates to consumers consistent with 
sound business principles, the rate schedules to become effective upon confirma- 
tion and approval by the Federal Power Commission. Rate schedules shall be 
drawn having regard to the recovery (upon the basis of the application of sucli 
rate schedules to the capacity of the electric facilities of the projects) of the cost 
of producing and transmitting such electric energy, including the amortization 
of the capital investment allocated to power over a reasonable period of 
years * * *” 

5. RESALE RATES OF ELECTRIC ENERGY 

Ordinarily in contracts with public agencies or cooperatives for the sale of 
electric energy no resale rate controls will be imposed by the Department of the 
Interior. It will be presumed that such bodies are responsible directly to 
customers they serve and are fully protecting the interests of these customers. 

In all contracts with customers other than public agencies or cooperatives, 
provision will be made to prohibit the resale of energy unless the purchaser is 
au public utility serving principally domestic and rural customers. In the latter 
event, provision will be made to insure that power is furnished to ultimate con- 
sumers at the lowest rates which shali reflect as nearly as possibie the cost of 
the service plus a reasonable return on the investinent at work. 


Citation 


a, Bonneville Act of 1937 (16 U.S. C. sec. 832d) 

“* * * Contracts entered into with any utility engaged in the sale of electric’ 
energy to the general public shall contain such terms and conditions, including 
among other things stipulations concerning resale and resale rates by any such 
utility as the Administrator may deem necessary, desirable, or appropriate to 
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p- effectuate the purpose of this chapter and to insure the resale by such utility to 

er the ultimate consumer shall be at rates which are reasonable and nondiscrim- 
inatory.” 

STATEMENT RELATIVE TO POWER POLICY OF THE DEPARTMENT OF THE INTERIOR 
lle 

by (August 18, 1953) 

i The high standard of living of its citizens and the success of the industrial 

to might of the United States depends today in a large measure on a plentiful 
ule supply of low-cost electric energy for all consumers throughout the land. The 
Department of the Interior is especially aware of this fact since it is the marketing 

On agent for a great deal of the energy produced at federally owned plants. Thus, 

ric the Department’s policy in carrying out this function is of great importance to 

ing both the consumers of energy and to the taxpayers. For this reason a depart- 
roa mental basic power policy has been developed. It is simple and it is fair to all. 
It is based fundamentally upon the various acts of Congress that have become 

‘ith the law of the land over the last 50 years. 

ing It recognizes, of course, that the paramount requirements of national defense 

ate may at any time dictate variations and under such circumstances the Department 

red i will always be prepared to adjust to the emergency. 

‘tor This power policy fully recognizes and protects the preference customers— 

ate public bodies and cooperatives—and proposes to set rates just as low as possible 

3 without unjustified charges against the taxpayer. 

: The policy of the present administration is to actively encourage the develop- 

2 ment of the natural resources of the country. This will involve a partnership of 
eck the States and local communities, private citizens, and the Federal Government, 
lby & all working together. It is not a policy of monopoly by any one of these 
the parties. In fact, the job to be done is so tremendous that it will require the 

‘ed- very active efforts of all of the parties if the Nation is tu be kept abreast of its 

ine i needs. 

the i Insofar as water resource development is concerned, it is expected that the 

may Federal Government will undertake the large multiple-purpose projects that for 

sion one reason or another are not within the capacity of the other members of the 
and partnership. 

Fort The administration has already moved forward in line with the new power. 
policy of the Department of the Interior. For example, of the total Bureau 
of Reclamation construction program of $174 million for the present fiscal year, 

F more than one-third, some $63,400,000, will be spent on hydroelectric power devel- 
; opment and distribution facilities or on construction of multiple-purpose dams 
with which will have power production as a major function. 

Panat- In all cases the Department has recommended that appropriations be for as 

ll be much money as can be used to continue work at the most economical rate of 

such construction. The new transmission line program is such that in combination 

Cost with various wheeling agreements facilities will be available to transmit all 

Tot power from Reclamation or Army engineers hydroelectric plants now under con- 

0 


struction as soon as they are placed in operation. 

Notable in the construction schedule for this year is the start of installation of 
the 17th and final generator at Hoover Dam. This new generator will be the 
largest at the dam with a capacity of 104,500 kilowatts and will greatly improve 
the peaking capacity of the Hoover Dam plant. 

In addition to construction for hydroelectric production purposes the Bureau 
of Reclamation is this year initiating work on two major irrigation developments, 


. 
le of Te 
f the ee 
y to a 


ners. £ both of which have the full support of the new administration. A $7,682,991 con- 
‘lives, — tract has just been let for the Monticello Dam which will turn destructive flood- 
er 1s ', water to useful consumption by irrigation and domestic use in several communi- 
atter’ ties in Solano County, Calif. 
| con- : An initial appropriation of $1 million was made by Congress to initiate work 
st of > on the Sacramento canals projects which has been incorporated into the Central 
' Valley project in California. 
5 In the planning of further water resource development work the Department 
, of the Interior recently recommended to the Congress the authorization of the 
: F ryingpan-Arkansas project in Colorado which will have seven powerplants 
. with a total installed capacity of 104,800 kilowatts. 
ectric 2 A supplemental report on the San Luis Valley project, also in Colorado, which 
rons Will call for the installation of a 50,000-kilowatt powerplant, has been approved 
such 


Se to 76239—56——43 
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by the Department of the Interior and forwarded to the affected States for their 
comment preliminary to submission of the report to the Congress. 

The administration made a strong representation to the Congress for funds 
for the planning of further water resource projects, most of which involve hydro- 
electric power features. As a result, the Congress has just appropriated $3 
million to the Bureau of Reclamation for these investigations during the current 
fiscal year. This will permit investigation work to proceed in an orderly fashion 
to provide an inventory of projects for further conatruction. 


Exnuistr III 


DEPARTMENT OF THE INTERIOR, 
BUREAU OF RECLAMATION, 
Washington 25, D. C., September 9, 1953. 


MEMORANDUM 


To: Secretary of the Interior. 

From: Commissioner, Bureau of Reclamation. 

Subject: Marketing criteria for western division—Missouri River Basin, Colo- 
rado, Wyoming, and Western Nebraska. 


The present status of power supply from existing powerplants and those antici- 
pated to go into operation in the near future, and its relation to the power re- 
quirements of existing and prospective customers, have caused us to review the 
Bureau's entire plan of power marketing in the western division of the Missouri 
River Basin. Asa result of our study, we propose and recommend the following 
plan for disposal of available power in Colorado, Wyoming, and western Ne- 
braska. For your convenience in considering the plan, a map of the affected area 
is attached. This map shows the lines of the Bureau which exist and are under 
construction as well as delineating generally the areas covered by existing wheel- 
ing arrangements. 

The plan is discussed in the following paragraphs under the respective head- 
ings of “Power Supply,” “Marketing Criteria,” and “Rates.” 


Power supply 


1. The power and energy available for sale on a firm-power basis will be deter- 
mined after taking into consideration the hydrology of stream flow, the length 
and severity of less than average water conditions, the integration of water op- 
erations on different streams, the load pattern of separate sections of the mar- 
keting area, and other pertinent factors. Determinations also anticipate the 
purchase of thermal generated energy from available sources in the area to sup- 
plement energy available in low-water years to an amount not exceeding that 
which would be available under average water conditions. As a minimum, firm 
energy capabilities may be considered to be not less than 110 percent of adverse 
year energy provided this does not result in greater than average year energy. 
Experience has shown that sale of power on an average year basis has not re- 
quired curtailment of service due to insufficiency of water and inability to aug- 
ment such energy to average year conditions. In the application of this cri- 
teria, it must be recognized that the Federal Government does not assume a 
“utility” responsibility and therefore the purchase of thermal generated energy 
to firm the hydro, as indicated above, will be kept to a minimum. 

2. Peaking capacity will be considered as that system capacity on a minimum- 
water-year basis which is in excess of the capacity required for firm power. 
No energy will be considered associated with peaking capacity, as sale of such 
capacity will only be to customers having generating equipment. The conditions 
of sale of peaking capacity will normally require that the purchased supply to 
the Bureau, during off-peak period, energy equivalent to the energy delivered by 
the Bureau during the period of use of peaking capacity, but other ratios of 
energy exchange may be considered. 

3. Unless there are contributing factors which would dictate otherwise, no 
part of the system’s firm power capubility will be held as a reserve since integra- 
tion of several widely separated powerplants is possible and the limiting factor 
on firm power capability is energy and not machine capacity. 
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Marketing criteria 


1. While the Reclamation Act of 1939 provides that the term of power contract 
shall not be in excess of 40 years, contracts will not be made for terms exceeding 
”) years unless there are special conditions which will warrant a greater con- 
tract term. 

» The amount of power which the Bureau commits itself to deliver will 
remain as a commitment throughout the term of the contract and there will be 
no condition of sale which will permit the power thus committed to be withdrawn 
for service to other existing or potential customers. 

3. The conditions of sale will not be predicated upon the proposed use of the 
power by the customer. 

No commitments relative to the rates at which power will be resold will be 
required from the customer. The use of the present resale rates articles will 
be eliminated, but contracts with nonpreference utilities will require that savings 
by reason of purchase of power be passed on to ultimate consumers and that 
the contractor will make demonstration of such fact when so required by the 
secretary. 

4. The Bureau power systems are normally designed to supply firm power to 
customers at the normal load factor of the market area. Since those customers 
which purchase Bureau power for use in conjunction with other power sources, 
could use energy at a load factor greater than their system load factor, restric- 
tions will be imposed as necessary to preclude the use of Bureau power at a 
load factor greater than normal system load factor. 

5. No provisions will be made in the terms and conditions of sale which will 
result in automatic increases in the initial power commitment without a proper 
compensation for the increased power reserved. 

f. The contract will state that it is the customer’s responsibility to have or 
secure other sources of power to meet his needs in excess of the amounts stipu- 
lated in his contract with the Bureau. 

In order to give equal opportunity to all potential purchasers of power which 
will be produced in powerplants which will begin operation in the indefinite 
future, announcement of power to be available will be made at an appropriate 
time prior to such initial generation. Applications for power will then be 
received and sales of power made in accordance with such criteria as may then 
exist. 

7. The available power will be disposed of in the following priority of con- 
sideration: (a) present power commitments, (0) requests of customers which 
can be served from present facilities and arrangements, and (c) requests for 
power requiring new facilities or arrangements. 

(a) The existing contracts of all customers, to the extent requested by the 
customer, will be amended to extend the term thereof in accordance with Item 1 
of these marketing criteria, i. e., a maximum of 20 years from the present time, 
and to eliminate, if included therein, the option of the United States to withdraw 
power for service to other customers and to eliminate all control except a re- 
quirement that nonpreference utilities pass savings on to ultimate consumers. 

(b) Remaining available power will be allocated to fulfill the requests of 
first (i) preference type customers and next (ii) nonpreference type customers 
for power for use in areas covered by and which can be supplied from Bureau 
of Reclamation transmission lines, existing or under construction, or by existing 
wheeling arrangements. 

For the purposes of this section, modifications of present wheeling contracts 
to cover new points of delivery on the wheeling contractor’s power system and 
additional wheeling arrangements with others will be considered as “existing 
wheeling arrangements,” so long as the service area is not generally extended. 

Power hereunder not contracted for within a reasonable period following its 
proffer will be available for allocation elsewhere. 

(c) Any power remaining after fulfilling the requirements under items (a) 
and (b) above will be available for disposal over transmission facilities to be 
constructed by the Bureau or by new wheeling arrangements to first (i) 
preference-type customers and next to (ii) non-preference-type customers. It 
will be the objective to dispose of power available in this category so thnt the 
use of power will be within an area considered to be within a reasonable trans- 
inission distance from the point of generation. 

S. The market criteria outlined in 7 (a), (b), and (c¢) above will apply to 
lirm power, secondary energy. and peaking capacity. 
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9. Dump energy sales will be made with a view to obtaining the maximum 
revenue. When the revenue from such sales from several customers falls 
within the same rate block, the preference in delivery of dump energy will be 
given to the preference class customers. Rate blocks will be established in the 
following manner: i. e., block 1—4.5 to 4.01 mills, block 2—4.0 to 3.51 mills, 
block 3—3.5 to 3.01 mills, ete. 

10. In connection with power sold and transmitted over the lines of others under 
wheeling arrangements, the Bureau will absorb not more than 1.0 mill per kilo- 
watt-hour and associated losses of the wheeling charge for transmission of firm 
power. Care will be taken to hold wheeling commitments to less than 1.0 mill 
where, because of short distance or other reasons, a smaller amount is adequate 
compensation. The customer will pay all wheeling fees and power and energy loss 
allowances incurred in the delivery of secondary or dump energy. 

11. In lieu of wheeling power and energy over the transmission lines of public 
bodies and generating and transmission cooperatives for electric service to non- 
profit cost-of-service customers or member cooperatives of such agencies (which 
nonprofit customers or member cooperatives have representation with the parent 
agency and which purchase power and energy for resale), the Bureau may make 
arrangements with these agencies as contractors for direct delivery and sale of 
firm power and energy to them for resale to nonprofit cost-of-service customers 
or member cooperatives subject to the following conditions as conclusively deter- 
mined by the Department: 

(a) Delivery of such firm power and energy shall be at the points of intercon- 
nection of the integrated transmission systems of the Contractor and the Bureau 
and, although the power and energy so delivered are resold to cost-of-service mem- 
bers or member cooperatives, the responsibility of the Bureau shall not extend 
beyond such points of delivery. 

(b) Such arrangements will be made by the Bureau only when a substantial 
number of cost-of-service customers or member cooperatives are served by the 
contractor for each point of interconnection between the Bureau and the con- 
tractor. 

(c) The contract terms and conditions for such service to the contractor shall 
be those normally contained in contracts with public bodies and cooperatives. 

(d@) In view of the savings made by the Bureau under such arrangements (such 
savings including cost of transmission either by wheeling or by transmission over 
Bureau lines, transmission losses, processing of individual power contract with 
cost-of-service customers or member cooperatives, reading of meters of such 
customers over rather large areas, accounting and billing for such customers, 
ete.), the contractor will be afforded a discount from the rate schedule otherwise 
applicable in an amount equal to the savings per kilowatt-hour made by the Bu- 
reau, but not in excess of the lesser of the contractor’s service cost per kilowatt- 
hour or 1 mill per kilowatt-hour of firm energy sold and delivered to the con- 
tractor. 

(e) Whenever the contract rate of delivery is increased or decreased, the dis- 
count per kilowatt-hour will be redetermined. 

(f) The contractor shall furnish the Bureau with a list of cost-of-service cus- 
tomers or member cooperatives and the Bureau will not in any month allow the 
discount to the contractor on a greater number of kilowatt-hours, plus reasonable 
allowance for losses, of firm energy that such cost-of-service members or member 
cooperatives received from the contractor. 

(9g) No discount will be afforded on the rate for secondary and dump energy 
purchased by the contractor. 

12. In respect to contracts for the sale of power in western Nebraska, the 
Bureau will continue to require the clearances of the present public power 
agencies in Nebraska in accordance with the procedures defined in the existing 
contract with the Consumers Public Power District. This procedure is therein 
stated as follows: 

“GENERAL MARKETING PROVISIONS 


“52. The United States, in recognition of the contractor’s status as a political 
subdivision of the State of Nebraska, will not contract for the sale of power to 
any customer served or under contract to be served from the contractor's trans- 
mission system unless and until such customer has made arrangements which 
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protect the financial position of the contractor insofar as any investment in 
venerating plants, transmission lines, substations, and related facilities made by 
the contractor to supply power to the customer is involved. Prior to entering 
iuto a contract with a customer served or under contract to be served by the 
contractor the United States is to be satisfied that the specified arrangements 
have been made, either by voluntary arrangement between the customer and the 
contractor, or by proceedings under the laws of the State.” 


Rates 

1. Asa result of the criteria which will permit customers to contract for power 
for a relatively long term on a nonwithdrawable basis, many customers may 
desire to contract for amounts of power in excess of their present needs in order 
to provide for anticipated future load growth. On the other hand, the Bureau 
of Reclamation power generating plants generally have a fixed limit on power 
capabilities, and rate levels have been established in contemplation that demand 
or capacity charges will be received on the full amount of firm power, except for 
possibiy a rather short development of load period. In order to assure this 
objective, the present firm power rate schedule will be modified to provide that 
the aggregate of demand charges in any contract year shall not be less than $9.60 
per kilowatt of the contract rate of delivery, the contract rate of delivery for this 
purpose being considered during— 

First year of contract as 80 percent of full contract rate of delivery, 
second year of contract as 90 percent of full contract rate of delivery, and 
subsequent vears of contract as 100 percent of full contract rate of delivery. 

2. Modification will be made in rate schedules as necessary to conform with 
item 1 above. 

3. The Bureau will generally sell dump energy at 85 percent of the decremental 
fuel cost of the purchaser but with a ceiling at the level of the first block of 
the energy section of the firm power rate schedule: i. e., presently 4.5 mills per 
kilowatt-hour. 

4. Rates will be subject to review and adjustment as often as deemed neces- 
sary. Such review shall be made at least once in every 5 years. 

A fuller discussion of the background and proposals in connection with rates 
for the sale of power, including rate schedules for departmental approval, is 
included in the attached Report on Rate Schedules for the Western Division, 
Missouri River Basin. 

The proposals herein are confined to the western division, Missouri River 
Basin. Many of the same problems existing in the western division today also 
exist in the eastern or main stem area of the Missouri River Basin project. 
Other additional problems may exist in the main stem area in the future. The 
3ureau is studying the relationship of present and contemplated loads in the 
eastern division in respect to present and foreseeable power supply. The work- 
ability of these proposals for the western division has been considered in relation- 
ship to the eastern division, subject to appropriate and comparable changes in 
eastern division rate schedules and possible delineation of initial and subsequent 
marketing areas, and appears satisfactory. Our particular recommendations in 
respect to the eastern division have been submitted to you in a separate 
memorandum. 

If you approve the western division proposals contained in this memorandum, 
the Bureau will implement your decision by publicly announcing the amount 
of available power for which it will entertain applications. The time during 
which such applications would be received would be limited to 90 days after 
the general announcement. The Bureau will then proceed to negotiate and 
present for your approval contracts consistent with the plan herein described. 

The Bureau recommends your approval of this plan and authority to carry 
it into effect. 

W. A. DeExHEIMER, Commissioner. 

Approved: September 11, 1953. 

Frep G. AANDAHL, 
Assistant Secretary of the Interior. 
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Unrrep STATES DEPARTMENT OF THE INTERIOR, 
BUREAU OF RECLAMATION, 
Washington 25, D. C., September 10, 1953. 


MEMORANDUM 

To: Secretary of the Interior. 

From : Commissioner of Reclamation. 

Subject: Marketing criteria for eastern division, Missouri River Basin, com- 
prised of all or portions of Montana, North and South Dakota, Nebraska, 
Iowa, and Minnesota. 


The present status of power supply from existing powerplants and those antici- 
pated to go into operation in the near future, and its relation to the power 
requirements of existing and prospective customers, have caused us to review the 
Bureau’s entire plan of power marketing in the eastern division of the Missouri 
River Basin. As a result of our study, we propose and recommend the following 
plan for disposal of available power in the eastern division. For your con- 
venience in considering the plan, a map of the affected area is attached. This 
map shows the lines of the Bureau which exist and are under construction as 
well as delineating generally the areas covered by existing wheeling arrange- 
ments. 

The plan is discussed in the following paragraphs under the respective head- 
ings of “Power Supply,” “Marketing Criteria,” and “Rates.” 


Power supply 


1. The power and energy available for sale on a firm power basis will be 
determined after taking into consideration the hydrology of streamflow, the 
length and severity of less than average water conditions, the integration of water 
operations on different streams, the load pattern of separate sections of the mar- 
keting area, and other pertinent factors. Determinations also anticipate the 
purchase of thermal-generated energy from available sources in the area to sup- 
plement energy available in low water years to an amount not exceeding that 
which would be available under average water conditions. As a minimum, firm 
energy capabilities may be considered to be not less than 110 percent of adverse 
year energy provided this does not result in greater than average year energy. 
Experience has shown that sale of power on an average year basis has not 
required curtailment of service due to insufficiency of water and inability to 
augment such energy to average year conditions. In the application of this cri- 
teria, it must be recognized that the Federal Government does not assume a utility 
responsibility, and therefore the purchase of thermal-generated energy to firm 
the hydro, as indicated above, will be kept to a minimum. 

2. Peaking capacity will be considered as that system capacity on a minimum 
water-year basis which is in excess of the capacity required for firm power. 
No energy will be considered associated with peaking capacity, as sale of such 
capacity will only be to customers having generating equipment. The con- 
ditions of sale of peaking capacity will normally require that the purchaser 
supply to the Bureau, during off-peak period, energy equivalent to the energy 
delivered by the Bureau during the period of use of peaking capacity, but other 
ratios of energy exchange may be considered. 

3. Unless there are contributing factors which would dictate otherwise, no 
part of the system’s firm power capability will be held as a reserve since integra- 
tion of several widely separated powerplants is possible and the limiting factor 
on firm power capability is energy and not machine capacity. 


Marketing criteria 


1. While the Reclamation Act of 1939 provides that the term of a power con- 
tract shall not be in excess of 40 years, contracts will not be made for terms 
exceeding 20 years unless there are special conditions which will warrant a 
greater contract term. 

2. The amount of power which the Bureau commits itself to deliver will 
remain as a commitment throughout the term of the contract and there will be 
no condition of sale which will permit the power thus committed to be withdrawn 
for service to other existing or potential customers. 

8. The conditions of sale will not be predicated upon the proposed use of the 
power by the customer. 

No commitments relative to the rates at which power will be resold will be 
required from the customer. The use of the present resale rates articles will 
be eliminated, but contracts with nonpreference utilities will require that savings 
by reason of purchase of power be passed on to ultimate consumers and that 
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contractor will make demonstration of such fact when so required by the 
secretary. 

4. The Bureau power systems are normally designed to supply firm power to 
customers at the normal load factor of the market area. Since those cus- 
tomers which purchase Bureau power for use in conjunction with other power 
sources, could use energy at a load factor greater than their system load factor, 
restrictions will be imposed as necessary to preclude the use of Bureau power 
at a load factor greater than normal system load factor. 

5. No provisions will be made in the terms and conditions of sale which will 
result in automatic increases in the initial power commitment without a proper 
compensation for the increased power reserved. 

6. The contract will state that it is the customer’s responsibility to have or 
secure other sources of power to meet his needs in excess of the amounts stipu- 
lated in his contract with the Bureau. 

In order to give equal opportunity to all potential purchasers of power which 
will be produced in powerplants which will begin operation in the indefinite 
future, announcement of power to be avaialble will be made at an appropriate 
time prior to such initial generation. Applications for power will then be 
received and sales of power made in accordance with such criteria as may then 
exist. 

7. The available power will be disposed of in the following priority of con- 
sideration: (@) Present power commitments, (0) requests of customers which 
can be served from present facilities and arrangements, and (c) requests for 
power requiring new facilities or arrangements. 

(a) The existing contracts of all customers, to the extent requested by the 
customer, will be amended to extend the term thereof in accordance with item 1 
of these marketing criteria, i. e., a maximum of 20 years from the present time, 
and to eliminate, if included therein, the option of the United States to with- 
draw power for service to other customers, and to eliminate all control except 
a requirement that nonpreference utilities pass savings on to ultimate consumers. 

(b) Remaining available power will be allocated to fulfill the requests of first 
(i) preference-type customers and next (ii) nonpreference-type customers for 
power for use in areas covered by and which can be supplied from Bureau of 
Reclamation transmission lines, existing or under construction, or by existing 
wheeling arrangements. 

For the purposes of this section, modifications of present wheeling contracts 
to cover new points of delivery on wheeling contractor’s power system and addi- 
tional wheeling arrangements with others will be considered as existing wheeling 
arrangements, so long as the service area is not generally extended. The extent 
of Eastern Division service area is described as Montana east of the Continental 
Divide, all of North and South Dakota, Nebraska east of the 101° meridian, Iowa 
west of the 941%4° meridian, and Minnesota west of a line on the 94%4° meridian 
from the southern boundary of the State to the 46° parallel and thence north- 
westerly to the northern boundary of the State at the 96%° meridian. 

Power hereunder not contracted for within a reasonable period following its 
proffer will be available for allocation elsewhere. 

(c) Any power remaining after fulfilling the requirements under items (a) 
and (b) above will be avaialble for disposal in extended areas over transmission 
facilities to be constructed by the Bureau or by new wheeling arrangements to 
first (i) preference-type customers and next to (ii) non-preference-type cus- 
tomers. It will be the objective to dispose of power available in this category 
so that the use of power will be within an area considered to be within a reason- 
able transmission distance from the point of generation. 

8. The market criteria outlined in 7 (a), (0), and (c) above will apply to firm 
power, secondary energy, and peaking capacity. 

9. Dump energy sales will be made with a view to obtaining the maximum 
revenue. When the revenue from such sales from several customers falls within 
the same rate block, the preference in delivery of dump energy will be given to 
the preference class customer. Rate blocks will be established in the following 
manner, i. e., block 1—3.5 to 3.01 mills; block 2—3.0 to 2.51 mills; block 3—2.5 
to 2.01 mills; ete. 

10. In connection with power sold and transmitted over the lines of others 
under wheeling arrangements, the Bureau will absorb not more than 1.0 mill per 
kilowatt-hour and associated losses of the wheeling charge for transmission of 
firm power. Care will be taken to hold wheeling commitments to less than 1.0 
mill where, because of short distance or other reasons, a smaller amount is ade- 
quate compensation. 
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The customer will pay all wheeling fees and power and energy loss allowances 
incurred in the delivery of secondary or dump energy. 

11. In lieu of wheeling power and energy over the transmission lines of public 
bodies and generating and transmission cooperatives for electric service to non- 
profit cost-of-service customers or member cooperatives of such agencies (which 
nonprofit customers or member cooperatives have representation with the parent 
agency and which purchase power and energy for resale), the Bureau may make 
arrangements with these agencies as contractors for direct delivery and sale 
of firm power and energy to them for resale to nonprofit cost-of-service customers 
or member cooperatives subject to the following conditions as conclusively de- 
termined by the Department: 

(a) Delivery of such power and energy shall be at the points of interconnec- 
tion of the integrated transmission systems of the contractor and the Bureau 
and, although the power and energy so delivered are resold to cost-of-service 
members or member cooperatives, the responsibility of the Bureau shall not 
extend beyond such points of delivery. 

(b) Such arrangements will be made by the Bureau only when a substantial 
number of cost-of-service customers or member cooperatives are served by the 
contractor for each point of interconnection between the Bureau and the 
contractor. 

(c) The contract terms and conditions for such service to the contractor shall 
be those normally contained in contracts with public bodies and cooperatives. 

(d) In view of the savings made by the Bureau under such arrangements 
(such savings including cost of transmission either by wheeling or by trans- 
mission over Bureau lines, transmission losses, processing of individual power 
contracts with cost-of-service customers or member cooperatives, reading of 
meters of such customers over rather large areas, accounting and billing for 
such customers, etec.), the contractor will be afforded a discount from the rate 
schedule otherwise applicable in an amount equal to the savings per kilowatt- 
hour made by the Bureau, but not in excess of the lesser of the contractor’s 
service cost per kilowatt-hour or 1 mill per kilowatt-hour of firm energy sold 
and delivered to the contractor. 

(e) Whenever the contract rate of delivery is increased or decreased, the dis- 
count per kilowatt-hour will be redetermined. 

(f) The contractor shall furnish the Bureau with a list of cost-of-service 
customers Or member cooperatives and the Bureau will not in any month allow 
the discount to the contractor on a greater number of kilowatt-hours, plus 
reasonable allowance for losses, of firm energy that such cost-of-service mem- 
bers or member cooperatives received from the contractor. 

(9) No discount will be afforded on the rate for secondary and dump energy 
purchased by the contractor. 

12. In respect to contracts for the sale of power in the Nebraska area, the 
Bureau will continue to require the clearances of the present public power 
agencies in Nebraska in accordance with procedures stated as follows: 


“GENERAL MARKETING PROVISIONS 


“__. The United States, in recognition of the Contractor’s status as a political 
subdivision of the State of Nebraska, will not contract for the sale of power to any 
customer served or under contract to be served from the Contractor’s Transmis- 
sion System unless and until such customer has made arrangements which protect 
the financial position of the Contractor insofar as any investment in generating 
plants, transmission lines, substations, and related facilities made by the Con- 
tractor to supply power to the customer is involved. Prior to entering into a 
contract with a customer served or under contract to be served by the Contractor 
the United States is to be satisfied that the specified arrangements have been 
made, either by voluntary arrangement between the customer and the Contractor, 
or by proceedings under the laws of the State.” 


Rates 


1. Asa result of the criteria which will permit customers to contract for power 
for a relatively long term on a nonwithdrawable basis, many customers may 
desire to contract for amounts of power in excess of their present needs in order 
to provide for anticipated future load growth. On the other hand, the Bureau of 
Reclamation power generating plants generally have a fixed limit on power 
eapabilities, and rate levels have been established in contemplation that demand 
or capacity charges will be received on the full amount of firm power, except for 
possibly a rather short development of load period. In order to assure this 
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objective, the present firm power rate schedule will be modified to provide that 
the aggregate of demand charges in any contract year shall not be less than 
$7.20 per kilowatt of the contract rate of delivery, the contract rate of deliver) 
for this purpose being considered during— 

First year of contract as 80 percent of full contract rate of delivery, second 
year of contract as 90 percent of full contract rate of delivery, and subsequent 
years of contract as 100 percent of full contract rate of delivery. 

2. Modification will be made in rate schedules as necessary to conform with 
item 1 above. 

3. The Bureau will generally sell dump energy at 85 percent of the decre- 
3 mental fuel cost of the purchaser but with a ceiling at the level of the first block 
bg of the energy section of the firm power rate schedue, i. e., presently 3.5 mills 

per kilowatt-hour. 

4. Rates will be subject to review and adjustment as often as deemed neces- 

sary. Such review shall be made at least once in every 5 years. 
Q A fuller discussion of the background and proposals in connection with rates 
4 for the sale of power, including rate schedules for departmental approval, is in- 
j cluded in the attached Report on Rate Schedules for the Eastern Division, Mis- 
g souri River Basin. 

If you approve the eastern division proposals contained in this memorandum, 
the Bureau will implement your decision by publicly announcing the amount of 
available power for which it will entertain applications. The time during which 
such applications would be received would be limited to 90 days after the gen- 
eral announcement. The Bureau will then proceed to negotiate and present for 
your approval contracts consistent with the plan herein described. 

Your approval will also be your authority to the Bureau to transmit to the 
Federal Power Commission for confirmation and approval the rate schedules 
for the Fort Peck project included in the attached report. 

The Bureau recommends your approval of this plan and authority to carry 
it into effect. 





W. A. DEXHEIMER, 
Commissioner. 
Approved: September 14, 1953. 
FRED G. AANDAHL, 
Assistant Secretary of the Interior. 






UNITED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., October 27, 1953. 


MEMORANDUM 






To: Commissioner of Reclamation. 
From: Assistant Secretary Aandahl. 
Subject: Missouri Basin power marketing criteria. 


Questions and interpretations coming in from the Bureau of Reclamation 
personnel and from power customers and other interested parties indicate that 
a supplemental statement and a more detailed explanation of the Missouri Basin 
marketing criteria would be helpful. This memorandum will serve as a guide in 
interpreting the criteria. 


A. The expected timetable under procedure as set up in criteria 


1. Present contracts will continue in full force and effect unless it is mutually 
agreed to change them. ‘ 

2. The first round of applications is to be in by January 1, 1954. Immediate 
tabulation will be made to see how requests check with power declared to be 
available in 1954, 1955, and 1956. Several months then will very likely be 
needed to complete contracts with preference customers who have made applica- 
tion and to enter into additional, wheeling contracts necessary to reach them. 
Many of these contracts will be in whole or in part for power that will not be 
available until 1955 or 1956. The capacity charge in the rate schedule on this 
delayed delivery power will not start to apply in any instance until power is 
available. 

3. After these contracts with preference customers are reasonably well under- 
way and before any contracts with nonpreference customers are made, further 
analysis will be made of preference customer additional needs and also of 
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problems associated particularly with rural electrification cooperative growth 
in specific areas. In some instances (as in the case of Canyon Ferry power), 
it may be necessary to enter into temporary power sales contracts until wheeling, 
transmission, and preference customer needs can be fully worked out. Under 
the criteria ample time is contemplated for full study of problems and necessary 
adjustments. There will be no rushing into longtime contracts with non- 
preference customers. 


B. The purpose of the criteria: 


1. To provide for the orderly marketing of new blocks of Federal hydroelectric 
power in an area, a sizable portion of which has not had Federal power previ- 
ously, and to make this Federal power as helpful as possible in bringing wide- 
spread low-cost power to domestic and rural consumers. 

2. To establish a recognition that such power is incidental to and a part of 
multipurpose water development, and that the Federal Government is in the 
power business only because in the process of this natural resource development 
such power can be economically produced. 

8. To sell the power in such a way that it will have the least possible influence 
in upsetting the established retail sales pattern in the area, either publicly or 
privately owned, that has been instituted or accepted by the local people, At- 
tention should be called to the fact that the rural electrification cooperatives 
are established and wel-recognized systems. They are organizations that reach 
an entirely new field of customers who have not previously had electrical serv- 
ice, and they are entitled to all reasonable help and encouragement. 

4. To enlist the cooperation and active assistance of local interests in meet- 
ing the full power needs of the people of the area, including the needs of Recla- 
mation’s customers beyond the amounts of power that Reclamation has for sale, 
as the Bureau of Reclamation does not have responsibility to supply all future 
needs of its customers. The Federal Government in developing the hydroelectric 
potential of multipurpose water development projects makes its greatest con- 
tribution toward supplying the power needs of the area. Steam plants lend 
themselves efficiently to the ownership and management of local interests. It 
is not economically advantageous or desirable for the Bureau of Reclamation to 
own, operate, or be responsible for the sale of electrical energy from steam plants. 
Our transmission lines, however, should be available in their excess capacity for 
transmission of non-Federal power. In some cases we will recommend increas- 
ing their capacity for this purpose. Local interests have indicated on numerous 
occasions that they will supply all steam power needed in the area. They just 
want to know where the Government will stop. With a definite Federal criteria 
laid out, local interests can take the steps required for an adequate power supply 
at the lowest possible cost. With the great increase of the use of electrical energy, 
Federal hydro will constitute only about 20 percent of the basin’s requirements. 

5. To fully recognize in the sale of hydroelectric power the letter and the spirit 
of the preference clauses applicable to the region. 

6. To place firm, secondary, and dump power under satisfactory sales contracts 
at an early date so that the Government may receive revenue badly needed to 
meet the charges to be properly covered by income from power sales. 


C. The effect of the criteria 


1. It is expected that with the exception of several relatively small non- 
preference customers, who are largely dependent on the Bureau of Reclamation 
for their power and who have been customers of the Bureau of Reclamation for 
many years, preference customers will contract for all firm power offered for 
sale at this time. 

2. It is not expected that the capacity charge of 80 percent of the contract 
amount during the first year, 90 percent during the second year, and 100 percent 
during the third year should cause any customer to pay for unused power. This 
provision is intended to discourage the contracting for excess amounts of power 
by an individual customer. This should result in remaining power being avail- 
able for other preference customers during the initial period when the power 
supply is short. It also is essential to protect the Government’s badly needed 
revenue. Particularly in the eastern division of the Missouri Basin there should 
be additional blocks of power becoming available in years after 1956 which should 
to a large degree meet the growing needs of customers in addition to the amounts 
that they needed and placed under contract in the first instance. 

3. The offer to sell power direct to generation and transmission cooperatives 
and similar groups with an allowance to them of up to 1 mill (comparable to 


wheeling allowed in other instances) is a new and important advantage they did 
not formerly have. 
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4. No new contracts have as yet been written. They will not get started until 
after the first of the year. They will be carefully studied and negotiated in the 
light of all information and problems that have been brought to our attention. 
The criteria as issued September 9 and 10 is a starting directive and will be 
subject to additions and clarification as information and specific problems come 
to our attention. Such additions and clarifications will be in harmony with our 
basic power policy statement of August 18 and the general objectives which 
are outlined in this memorandum under the subject, The Purpose of the Criteria. 
5. Thinking people willingly adjust their detailed procedure in the light of 
working experiences. We, the people in Interior, will join with the people of 
customer groups in such adjustment. We intend to work closely with local 
groups in working out 20-year contracts. The sale of Federal power in sizable 
amounts in the Missouri Basin is a relatively new and growing adventure and 
subject to the pains of such an experience. Out of them will ceme the strength 
and the capacity to do a good job. We solicit constructive suggestions from our 
staff and from the public in general. 
Frep G. AANDABL. 


During the Thanksgiving season, I spent 2 weeks in North Dakota, and while 
I was out there I was down to Pierre, 8S. Dak., where the South Dakota State 
REA Association was holding its annual convention, and at that time I had an 
opportunity to meet with some 15 or 16 managers of REA cooperatives from the 
State of South Dakota. We talked over a number of the problems that con- 
fronted them as they were interpreting the power-niarketing criteria and as they 
were preparing to make applications for power under the eriteria. I felt that 
many of the questions they were asking were preity well answered in the memo- 
randum of October 27 to which I have just referred. However, the managers 
said “Cannot we have that as a part of the criteria itself?” 

While I was out in the two States, I had a telephone call from Ancher Nelsen, 
REA Administrator, here in Washington. I also had a call or two from Clarence 
Davis, Solicitor of the Department of the Interior, with whom Ancher Nelsen 
had been in consultation along about that time, and we had pretty well agreed 
that as soon as I got back to Washington we would see if there was not something 
further that could be done to give a more complete explanation to the problems 
that were confronting REA managers. 

On December 11, we expanded article 7 of the Missouri Basin power-marketing 
criteria. In the expansion of article 7 we left every word in the article that 
was in the original draft. One sentence had a clause or two added to it which 
modified the meaning of that sentence. The other additions were in the form of 
explanatory paragraphs that went with other sections of article T. 

(COMMITTEE NOTE.—Following are the December 11, 1953, memorandums re- 
ferred to:) 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
BUREAU OF RECLAMATION, 
Washington, D. C., December 11, 1958. 


MEMORANDUM 

To: Secretary of the Interior. 

From: Acting Commissioner of Reclamation. 

Subject: Marketing criteria for western division, Missouri River Basin, Colo- 
rado, Wyoming, and western Nebraska. 

For clarity and more detailed explanation, article 7 of this criteria dated 

September 9, 1953, is hereby expanded. This completely replaces article 7 of 
the criteria. 
7. The available power will be disposed of in the following priority of con- 
sideration: (@) Present power commitments, (0) requests of customers which 
can be served from present facilities and arrangeme.ts, and (c) requests for 
power requiring new facilities or arrangements. 

(a) The existing contracts of all preference customers and of those non- 
preference customers that serve communities which by long use have become 
dependent on such power, to the extent requested by the customer, will be 
amended to extend the term thereof in accordance with item 1 of these market- 
ing criteria, i. e., a maximum of 20 years from the present time, and to eliminate, 
if included therein, the option of the United States to withdraw power for service 
to other customers, and to eliminate all control except a requirement that non- 
preference utilities pass savings on to the ultimate consumer. 
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(b) Remaining available power will be allocated to fulfill the requests of 
first (i) preference-type customers and next (ii) non-preference-type customers 
for power for use in areas covered by and which can be supplied from Bureau 
of Reclamation transmission lines, existing or under construction, or by existing 
wheeling arrangements. 

(i) Power available but not needed until a later time by preference customers 
will be reserved for them as a class by selling it under short-term interim con- 
tracts under which it can be recaptured for the preference customers at the 
termination of such contract. 

(ii) Power should not be sold under this category until it is clearly apparent 
that it is in excess of the needs of the preference customers. If there is a 
question, it should be sold under a short-term interim contract. 

For the purposes of this section, modifications of present wheeling contracts 
to cover new points of delivery on the wheeling contractor’s power system and 
additional wheeling arrangements with others will be considered as “existing 
wheeling arrangements,” so Jong as the service area is not generally extended. 

In all negotiations great care should be taken to avoid placing excess power 
under contract to a point where the minimum annual capacity charge provisions 
become burdensome. If existing contracts are changed to avoid burdensome 
minimum charges, such contractors will have first choice for new power or power 
held in reserve for preference customers. 

In all negotiations existing contracts will be recognized as in full force and 
effect and they will be administered under their stated terms and conditions 
unless it is mutually agreed to change them. 

Applications received subsequent to January 1, 1954, will be as closely asso- 
ciated with the first round of contract negotiations as possible and processed 
expeditiously. 

Power hereunder not contracted for within a reasonable period following its 
proffer will be avaialable for allocation elsewhere. 

(c) Any power remaining after fulfilling the requirements under items (a) 
and (b) above will be available for disposal in extended areas over transmission 
facilities to be constructed by the Bureau or by new wheeling arrangements to 
first (i) preference-type customers and next to (ii) non-preference-type cus- 
tomers, in a manner similar to that outlined in (b) above. It will be the objective 
to dispose of power available in this category so that the use of power will be 
within an area considered to be within a reasonable transmission distance from 
the point of generation. 

H. F. McPuHatt, 

Acting Commissioner. 

Frep G. AANDAHL, 


Assistant Secretary of the Interior. 
Approved: December 11, 1953. 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
BUREAU OF RECLAMATION, 
Washington 25, D. C., December 11, 1953. 


MEMORANDUM 

To: Secretary of the Interior. 

From: Acting Commissioner of Reclamation. 

Subject: Marketing criteria for eastern division-Missouri River Basin, comprised 
of all or portions of Montana, North and South Dakota, Nebraska, Iowa, and 
Minnesota. 

For clarity and more detailed explanation, article 7 of this criteria dated 
September 10, 1953, is hereby expanded. This completely replaces article 7 of 
the criteria. 

7. The available power will be disposed of in the following priority of con- 
sideration: (a) present power commitments, (0) requests of customers which 
can be served from present facilities and arrangements, and (c) requests for 
power requiring new facilities or arrangements. 

(a) The existing contracts of all preference customers and of those nonpref- 
erence customers that serve communities which by long use have become de- 
pendent on such power, to the extent requested by the customer, will be amended 
to extend the term thereof in accordance with item 1 of these marketing criteria, 
i. e., a maximum of 20 years from the present time, and to eliminate, if included 
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therein, the option of the United States to withdraw power for service to other 
customers, and to eliminate all control except a requirement that nonpreference 
utilities pass savings on to the ultimate customer. 

(b) Remaining available power will be allocated to fulfill the requests of first 
(i) preference-type customers and next (ii) nonpreference-type customers for 
power for use in areas covered by and which can be supplied from Bureau of 
Reclamation transmission lines, existing or under construction, or by existing 
wheeling arrangements. 

(i) Power available but not needed until a later time by preference customers 
will be reserved for them as a class by selling it under short-term interim con- 
tracts under which it can be recaptured for the preference customers at the 
termination of such contract. , 

(ii) Power should not be sold under this category until it is clearly ap- 
parent that it is in excess of the needs of the preference customers. If there is 
a question, it should be sold under a short-term interim contract. 

For the purposes of this section, modifications of present wheeling contracts 
to cover hew points of delivery on wheeling contractor’s power system and ad- 
ditional wheeling arrangements with others will be considered as “existing 
wheeling arrangements,” so long as the service area is not generally extended. 
The extent of eastern division service area is described as Montana east of 
the Continental Divide, all of North and South Dakota, Nebraska east of the 
101° meridian, Iowa west of the 9414° meridian, and Minnesota west of a line 
on the 941%4° meridian from the southern boundary of the State to the 46° 
parallel and thence northwesterly to the northern boundary of the State at the 
9644° meridian. 

In all negotiations great care should be taken to avoid placing excess power 
under contract to a point where the minimum annual capacity charge provisions 
become burdensome. If existing contracts are changed to avoid burdensome 
minimum charges, such contractors will have first choice for new power or power 
held in reserve for preference customers. 

In all negotiations existing contracts will be recognized as in full foree and 
effect and they will be administered under their stated terms and conditions 
unless it is mutually agreed to change them. 

Applications received subsequent to January 1, 1954, will be as closely asso- 
ciated with the first round of contract negotiations as possible and processed 
expeditiously. 

Power hereunder not contracted for within a reasonable period following its 
proffer will be available for allocation elsewhere. 

(c) Any power remaining after fulfilling the requirements under items (a) 
and (b) above will be available for disposal in extended areas over transmission 
facilities to be constructed by the Bureau or by new wheeling arrangements to 
first (i) preference-type customers and next to (ii) non-preference-type cus- 
tomers, in a manner similar to that outlined in (b) above. It will be the objective 
to dispose of power available in this category so that the use of power will be 
within an area considered to be within a reasonable transmission distance from 
the point of generation. 
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H. F. McPHatrL, 
Acting Commissioner. 
Approved : December 11, 1953. 


c Frep G. AANDAHL, 
: Assistant Secretary of the Interior. 


OXHIBIT LV 
STATEMENT OF ASSISTANT SECRETARY AANDAHL BEFORE THE CHUDOFF COMMITTEE 


EXPLANATION OF WHITNEY-TYPE CONTRACT 








E Mr. Austin. You heard the testimony of Mr. Wright this afternoon as to the 
| necessity of firming this hydro up. What is your theory on the firming «of the 
hydro of SPA in order to make it available as firm power to fulfill the condition 
of section 5 of the Flood Control Act that says that that power must be marketed 
according to sound business principles? 
Mr. AANDAHL. That can be fully accomplished under the Whitney-type 
contract. 


Mr. Austin. Explain the Whitney-type contract quickly again for us, will 
you? 
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Mr. AANDAHL. I am going to ask Mr. Wright to explain that, he is familiar 
with the details of it. 

Mr. WricuHt. Under the Whitney contract the entire output of the Whitney 
Dam is disposed of to the Brazos transmission and generating cooperative. In 
that contract it recognized by attaching a contract between Brazos and the 
Texas Power & Light Co. to the contract that Brazos is going to take that power 
and resell it to the Texas Power & Light Co., or exchange it with them, with a 
monetary value assigned to it, the full amount exactly as they bought it from 
the Government, plus this expense of moving it from where they bought it to 
the Texas Power & Light Co.’s system. In return for that the Texas Power & 
Light Co. agrees to sell them up to 30,000 kilowatts, the capacity of the dam, fully 
firmed up, but they sell the steam power to the Brazos G. and T. cooperative, 
the cooperative has the further right in that contract that if at any time they 
desire to integrate that hydro power with their own thermogeneration of thermo- 
generation they purchased from somebody else, they can withdraw it from the 
Texas Co. and use it for that purpose. 


Source: Hearings held before Subcommittee on Public Works and Resources of the 
Committee on Government Operations, October 1955 (not yet printed). 


ExHIBIT V 


JULY 15, 1955. 
The honorable the SEcRETARY OF THE INTERIOR. 

My Dear Mr. SEcRETARY: Pursuant to our conference at the White House this 
afternoon, I am enclosing herewith my opinion concerning the proposed contract 
with the Georgia Power Co. for the marketing of electric energy generated at 
the Clark Hill Reservoir project. The Department of Justice will be pleased to 


confer with you at any time concerning the form of contract that is to be 
tendered to the preference customers. 
Sincerely, 


HERBERT BROWNELL, Jr., Attorney General. 


JULY 15, 1955. 
The honorable the SECRETARY OF THE INTERIOR: 

My Dear Mr. Secretary: I have your letter of February 28, 1955, endorsing 
the request of the Under Secretary for my opinion as to the legality of a contract 
which your Department, through the Southeastern Power Administrator, pro- 
poses to execute with the Georgia Power Co. for the marketing of electric energy 
generated at the Clark Hill Reservoir project. I also have your Department’s 
letters of February 14, 15, March 4, 1955, regarding this matter. 

It appears that your question is whether the proposed contract is authorized, 
in view of the provision of section 5 of the Flood Control Act of 1944 (58 Stat. 
890, 16 U. S. C. 825s), for preference in the sale of power and energy to public 
bodies and cooperatives. My opinion is confined to this question. I have not 
considered either the wisdom or expediency of the contract as such, which are 
matters solely for your decision. 

Section 5 of the Flood Control Act reads as follows: 

“Electric power and energy generated at reservoir projects under the control 
of the Department of the Army and in the opinion of the Secretary of the Army 
not required in the operation of such projects shall be delivered to the Secretary 
of the Interior, who shall transmit and dispose of such power and energy in such 
manner as to encourage the most widespread use thereof at the lowest possible 
rates to consumers consistent with sound business principles, the rate schedules 
to become effective upon confirmation and approval by the Federal Power 
Commission. Rate schedules shall be drawn having regard to the recovery (upon 
the basis of the application of such rate schedules to the capacity of the electric 
facilities of the projects) of the cost of producing and transmitting such electric 
energy, including the amortization of the capital investment allocated to power 
over a reasonable period of years. Preference in the sale of such power and 
energy shall be given to public bodies and cooperatives. The Secretary of the 
Interior is authorized, from funds to be appropriated by the Congress, to con- 
struct or acquire, by purchase or other agreement, only such transmission lines 
and related facilities as may be necessary in order to make the power and energy 
generated at said projects available in wholesale quantities for sale on fair and 
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reasonable terms and conditions to facilities owned by the Federal Government, 
public bodies, cooperatives, and privately owned companies. All moneys re- 
ceived from such sales shall be deposited in the Treasury of the United States 
as miscellaneous receipts.” [Italic added.] 

The Clark Hill project is one of those authorized by Congress in the Flood 
Control Act of 1944. (See 58 Stat. 894.) Located on the Savannah River ap- 
proximately 18 miles northwest of Augusta, Ga., it is, as I understand it, a multi- 
purpose project for flood control, stream regulation, navigation, and power. Its 
power component, which began operations in 1953, has a capacity of 280,000 kilo- 
watts. Of this one-half has been allotted to the State of Georgia and is the sub- 
ject of the proposed contract. The Georgia Power Co. is a privately owned 
yublie utility organized under the laws of Georgia ; it is engaged in the business 
of selling electric power to the public and it owns and operates generating plants 
and transmission and distribution systems in Georgia. It further appears that 
there are in the area presently served by the power company in Georgia a num- 
ber of municipalities owning electric-distribution systems and electric-member- 
ship corporations, whch are public bodies and cooperatives within the meaning 
of the preference provision of section 5 of the Flood Control Act. 

It appears that none of the “preference customers” owns or controls trans- 
mission facilities connected with the Clark Hill project and that the Federal 
Government has no transmission facilities whereby it can transmit Clark Hill 
power to the preference customers. It is stated that the construction of such 
facilities by your department is dependent upon appropriations by the Congress 
which have thus far been denied. It is aiso said that the power company is 
presently serving all of the preference customers within its service area through 
its facilities, that such facilities are adequate to transmit power from Clark 
Hill to the preference customers, and that there exists no other medium within 
Georgia having electric facilities adequate to transmit power from Clark Hill 
to the ultimate consumers thereof in Georgia. Finally, you advise me that the 
energy is now being sold to the power company on a temporary basis. 

The proposed contract provides for the sale, at stated rates, of one-half of 
the Clark Hill power to the power company for a period of 15 years subject to 
cancellation by either party upon 3 years’ notice. The power company in turn 
agrees to sell power, at stated rates, to preference customers to be designated 
by the Southeastern Power Administration. I am advised that the additional 
cost to the preference customers will be no more than that due to carrying, 
transforming, and delivering the energy. It is further provided that the Gov- 
ernment may withdraw a specified amount of power during any one year, 
upon 6 months’ notice, in the event that either the Government or the preference 
customers shall have constructed transmission facilities adequate to receive 
power without the utilization of the facilites of the power company and that 
the entire amount may be withdrawn upon 3 years’ notice. The contract also 
contains a provision, as required by section 5 of the Flood Control Act, that the 
rates to be charged the power company, shall be subject to the approval of the 
Federal Power Commission. I note also that the contract recites that the 
sale of the power to the power company satisfies the provisions of section 5 
in that— 


(a) public bodies and cooperatives will obtain all benefits of such avail- 
able power at whatever price and other advantages as may be provided 
under section 5 of the Flood Control Act of 1944; (b) such public bodies 
and cooperatives may obtain any additional power required by them from 
the Company; (c) any power not used by said preference customers will 
be used to serve other customers of the company, thereby providing for the 
sale of the entire available output of the project; and (d) there will be 
a widespread use of such available power by public bodies, cooperatives, and 
others at the lowest possible rates, consistent with sound business prin- 
ciples; © © °. 


It also appears that if the above contract is executed it is the intention of 
your department to enter into a contract with the cooperatives whereby the 
Government will agree “that it will cause to be delivered monthly to the co- 
operative, in accordance with the terms and conditions of * * * (the contract) 
hetween the Government and the (Georgia) power company” a stated amount of 
electric energy. 

I am given to understand that the Georgia Electric Membership Corp., a coop- 
erative organized under the Georgia Electric Membership Corporation Act 
(Georgia Code, No. 34A-101, et seq.), and the members of which consist of local 
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rural cooperatives, objects to the above arrangement for the disposition of the 
Clark Hill power and has submitted competing proposals which are pending 
before your department. It proposes to purchase all of the power involved “at the 
bus bar” at rates to be fixed by the Government and approved by the Federal 
Power Commission. One of its proposals contemplates that it would enter into 
an agreement with the Georgia Power Co. for “wheeling” of the power to prefer- 
ence customers, or in the event the power company refused to wheel the power 
that it would apply to the proper regulatory body for an order requiring the power 
company to do so. Under its alternate proposal, it would sell the power to the 
power company or exchange it with the company, and in return the company 
would sell power to the member cooperatives. It describes these proposals as 
“firm and continuing offers to purchase all of the power and energy assigned to 
Georgia from the Clark Hill project,” and states that it is willing to negotiate with 
respect to any provisions of the proposals as to which there may be disagreement. 
The cooperative’s letter of February 8, 1955, asserts that somewhat similar ar- 
rangements have been entered into by the Department of the Interior with respect 
to power generated at other dams. Specific reference is made to an agreement of 
November 17, 1953, between the Southwestern Power Administration and the 
Bravos Electric Power Cooperative, Inc., a Texas rural cooperative, for the sale 
to the cooperative of power generated at the Whitney Dam under an arrangement 
whereby the cooperative resells the power to the Texas Power & Light Co. You 
inform me, however, that in the instant case the Georgia Power Co. refuses to 
enter into any such arrangement. For the purpose of this opinion it is assumed 
that the Georgia statute is sufficiently comprehensive to permit the Georgia 
Electric Membership Corp. to proceed in this manner. 

In your department’s letter of February 14, 1955, it is said that during the past 
4 years the Georgia cooperatives “have made no progress toward securing any 
finances, either by borrowing or by Federal appropriation, and are, therefore, 
utterly unable to actually receive * * * (the) power or to pay for it,” and that 
an analysis made by the Rural Electrification Administration of the amount of 
the investment necessary by the Federal Government or the cooperatives to enable 
the latter to receive the power without the intervention of the Georgia Power Co. 
discloses that some $74 million would be required. This, it is stated, would 
increase the cost of the power from 6.23 mills per kilowatt-hour provided in the 
proposed contract with the Georgia Power Co. to 10 mills per kilowatt-hour, 
And, in the letter of March 11, 1955, your department states the following: 

“* * * Georgia Electric Membership Corp. arguments are grounded upon an 
assumption that it is equipped to buy, transmit, and deliver power. Nothing 
could be further from fact. The corporation is largely a paper corporation. It 
does not own or control transmission facilities. It has no contracts to build such 
facilities. It is not financially able to construct transmission facilities required. 
In other words, the corporation does not have the physical means to take eleetric 
energy nor to deliver that energy to preference customers. If the corporation 
cannot deliver the energy, it cannot receive payment. If it cannot receive pay- 
ment, it cannot pay the Government for the energy. How, then, can the Govern- 
ment contract to sell and deliver energy to the corporation? 

“The Georgia Electric Membership Corp.’s current proposals have this ultimate 
objective in mind. The ownership and title to federally produced power must, 
from the instant of generation, pass into the corporation’s hands. From that 
point on the corporation will (1) deal with Georgia Power Co. to resell the power 
to it and the consumer co-ops will then buy firmed up or supplemental power from 
the company; or (2) the GEMC will have to revert to its former position that the 
Government is obligated to transmit and deliver the power to the consumer 
co-ops, which means the Government must construct extensive transmission lines. 
The power company has steadfastly refused to consider number (1). The 
Congress has not appropriated money to accomplish (2).” 

It is also said that the proposed contract “is as favorable to the cooperatives as 
any other arrangement would be” and from the standpoint of the preference cus- 
tomer “is the equivalent of the widely accepted wheeling contracts used by the 
Government and which are recognized as being in full accord with ‘preference’ 
laws.” It appears, however, that the cooperative does not agree. It alleges that 
there is a wide disparity in the economic benefits which would accrue to its 
members should the power company’s proposal be accepted rather than its own. 
Finally, your solicitor’s memorandum, a copy of which was submitted with your 
department’s letter of February 14, concludes that under the circumstances here 


present you are authorized, in your discretion, to contract for the sale of the power 
to the Georgia Power Co. 
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The cooperative, in the memorandum submitted by its counsel to your depart 
ment in support of its offer, makes the following argument (p. 25) : 
“It is the position of the GEMC that when it as a nonprofit cooperative member 
ship corporation organized under the laws of Georgia composed of S37 rural 
electric cooperative members offers to purchase the power at the dam from the 
Government at the price fixed by the Government, the facts require the applica 
tion by the Secretary of the preference provision of section 5 of the Flood Control 
Act of 1944.. The transmission of the power would be GEMC’s problem and not 
the Government's ; however, it wishes the Secretary to be fully advised. It would 
undertake to work out an agreement with the Georgia Power Co. The GEMO 
does not believe and is not willing to anticipate that in the event its proposal to 
purchase the power is accepted the Georgia Power Co., which is a public utility 
exercising substantial rights, privilezes, and benefits given to it by the public, 
including the power of eminent domain. will so far disregard its corresponding 
obligations to the public as to refuse to carry the power to the preference cus 
tomers over its transmission facilities for a reasonable compensation. In the 
event that the power company did refuse to wheel the power for a reasonable 
compensation, the GEMC would utilize the statutes adapted to meet that situa 

tion.” 

The statutes referred to are section 202 of part II of the Federal Power Act 
(49 Stat. 847, 16 U. S. C. S24a), dealing with interconnection of facilities of public 
utilities engaged in the interstate transmission and sale of electric energy (see 
Federal Power Commission v. Idaho Power Co., 344 U.S. 17), and section 93-307 
of the Georgia Code of 1933. It is then said that “it is apparent that the proposal 
of GEMC contemplates that it must have a reasonable time to make arrangements 
for the transmission of the power if its proposal is accepted. What is a reason- 
able time depends upon all of the circumstances of the particular case. * * * 
The circumstances here are that the GEMC would need time to negotiate with 
the power company, who has the only transmission line to the load center, for a 
transmission agreement or, in the event the power company refuses to enter into 
such an agreement upon reasonable terms, would require time to obtain a ruling 
from the proper regulatory body permitting use of such facilities upon the 
payment of adequate transmission rates” (memorandum 29-30). 

Citations are given to the preference requirements of other Federal power 
statutes containing “reasonable time” provisions, such as the Boulder Canyon 
Project Act (48 U. S. C. 617d (e)), the Tennessee Valley Authority Act (16 
U. S. C. 831k), and the Bonneville Project Act (16 U. 8S. C. S32ce (d)). For 
example, the last cited provisions are that in order “to preserve the * * * pref- 
erential status of * * * public bodies and cooperatives” with respect to the 
disposition of electric energy, they shall be afforded “reasonable time and oppor- 
tunity to take any action necessary to authorize the issuance of bonds or to 
arrange other financing necessary to construct or acquire necessary and desirable 
electrie distribution facilities * * *.” And, it will be noted that the Bonneville 
Project Act further protects the preferential status of public bodies and coopera- 
tives by providing that an application of such an organization is not to be denied, 
or a competing application of a private corporation granted “until after a reason- 
able time, to be determined by the Administrator (of the project), has been 
afforded such public body or cooperative” to issue or market securities needed to 
enable it to sell and distribute the electric energy proposed to be purchased 
(16 U. S. C. 832e (c) ). 

I note that in the memorandum of your Solicitor it is stated with reference 
to the cooperative’s intention ‘‘to secure an order from the Federal Power Com- 
mission or the Public Utility Commission of the State of Georgia, compelling 
the Georgia Power Co. to carry this power” that an examination of the law 
leaves “considerable doubt” as to the jurisdiction of those agencies to enter 
such an order. However, the memorandum does not foreclose the possibility 
of successful legal action. Moreover, it is said that, apart from the legal ques. 
tion, it is apparent that it would be “a matter of months and possibly of years 
before such an order can be made effective and before any power will be actually 
transmitted by the company to the co-ops.” 

The problem which confronts me is to ascertain the meaning which the Con- 
cress intended to give to the provision of section 5 of the Flood Control Act 
that “preference in the sale of * * * power and energy shall be given to publie 
hodies and cooperatives.” As one of my predecessors has aptly observed: “In 
construing any statute the legislative intent, if it can be ascertained, must con- 
trol; and in arriving at the legislative intent the entire statute, its form, its 
several parts, its purposes, its relation to other statutes, and the effect of con- 


76239—56——_-44 





684 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


struing it one way or another, must be considered” (39 Op. Atty. Gen. 42, 44). 
Applying these criteria to the case at hand, it is my opinion that section 5 means 
that when the Secretary of the Interior has before him two competing offers 
to purchase power, one by a preference customer and the other by a nonprefer- 
ence customer, and the former does not have at the time the physical means 
to take and distribute the power, he must contract with the preference customer 
on condition that such customer will, within a reasonable time to be fixed by 
the Secretary, obtain the means for taking and delivering the power. If within 
the period fixed the preference customer does not do so, the Secretary is then 
free to contract with the nonpreference customer. Such a contract, however, 
would have to contain, in the situation here involved, adequate provision enabling 
the Secretary to deal with the preference claimant should it subsequently obtain 
the means to take and deliver the power. It is not necessary for me at this time 
to delineate the terms of such a provision. Nor, in the circumstances here 
present, does the Secretary, in my judgment, discharge his statutory duty of 
giving a preference in “the sale” of power to public bodies and cooperatives by 
disposition to a private company under an arrangement whereby the latter 
obligates itself to sell an equivalent amount of power to preference customers 
to be designated by the Secretary (Cf. United States v. City and County of San 
Francisco, 310 U. S. 16). This is what the proposed contract amounts to; it 
is not a wheeling arrangement for transmission of power belonging to another 
over the lines of the Georgia Power Co. 

It is also to be noted, as pointed out above, that the cooperative does not 
appear to share your Department’s view that the contract would be as favorable 
to preference claimants as any other arrangement would be. However, even 
if there was no dispute on this score, it could not justify a disregard of the 
mandatory provision of section 5 that preference be accorded public bodies and 
cooperatives in “the sale” of power. 

I have also considered the statements that during the past 4 years the coop- 
eratives have achieved nothing in the way of obtaining the necessary financial 
means to take and distribute the power and hence that they are unable to 
receive it or pay for it. But it cannot be demonstrated, in my judgment, on 
the facts before me that should your department accept the offer of the coop- 
erative upon condition that it shall have a reasonable time to secure the means 
for taking and distributing the power, it cannot possibly succeed in accomplish- 
ing this. 

It could not be contended, of course, that the Secretary of the Interior would 
be free to pursue the course proposed to be taken here had section 5 of the 
Flood Control Act contained “reasonable time” provisions akin to those found 
in the Bonneville Project Act and the other acts cited above. In that case the 
Secretary would be obliged to grant a preference purchaser without existing 
ability to take and distribute the power a reasonable opportunity to obtain the 
necessary means. Since each of these statutes deals with the preferential 
disposition of Federal power, they should be read in pari materia to ascertain 
the intent of Congress. (See Vane v. Newcombe, 132 U. S. 220, 235-236.) 

I cannot conceive, in the face of a plain mandate for preference to public 
bodies and cooperatives and the congressional concern, as evidenced in related 
statutes, for protection of their preferential status, that it is possible to say 
apropos of section 5 that the Congress intended a preference purchaser to demon- 
strate its present ability to take and distribute the power in order to avail 
itself of its statutory privilege. It is reasonable to attribute to the Congress 
that enacted section 5 the same solicitude for preference customers that had 
been recognized as necessary on other occasions. Congress knew that public 
bodies or cooperatives whom it wished to benefit would hardly be likely to own 
or control transmission lines reaching out to a power project, and hence it 
could not have intended them, in order to contract for the power, to be possessed 
with those facilities in advance. 

You will note that with respect to the provisions of the Federal Power Act 
authorizing the Federal Power Commission to issue licenses for the construc- 
tion of hydroelectric projects the courts have not attributed to Congress an 
intention to bar the application of a cooperative which has not demonstrated 
its financial responsibility, or that it has firm or enforcible commitments for the 
sale of the power involved or for the financing of the proposed project (State of 
Towa v. Federal Power Commission, 178 F. 2d 421 (C. A. 8th, 1949), certiorari 
denied (339 U. S. 979)). To read into the section 5 grant of a preference to 
public bodies and cooperatives the requirement of a presently existing ability 
to take and distribute the power would, in the usual case, constitute its emascula- 
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tion; and it is well settled that such a construction of a statute should not be 
taken where a construction is possible which will preserve its vitality and the 
utility of the language in question (Sunshine Coal Co. v. Adkins, 310 U. 8S. 381, 
392; Armstrong Co. v. Nu-Enamel Corp., 305 U. 8, 315, 333). Nor can it be 
regarded as of moment that section 5 does not expressly contain a “reasonable 
time” provision. That which may be clearly implied in a statute is as effectual 
as that which is expressed (United States v. Sischo, 262 U. 8. 165, 169; Neslin v. 
Wells, 104 U. S. 428, 482-433 ; Pompton v. Cooper Union, 101 U. 8S. 196, 202). 

Turning to the legislative history of section 5 of the Flood Control Act as an 
aid to ascertainment of the congressional intent, I find that the section had its 
origin in an amendment—in somewhat different form than enacted—proposed 
by the Senate Committee on Commerce to the bill (H. R. 4485, 78th Cong., 2d 
sess.) passed by the House. (See S. Rept. 1030, 78th Cong., 2d sess.) Its pur- 
pose, according to the committee, was to provide a “general law governing the 
sale and distribution of power generated at projects under the control of the 
War Department” (id., p. 3). The committee further stated as follows (ibid.) : 

“In order to attain the greatest benefit to the general public from this hydro- 
electric power, the time has come to place by law the responsibility for disposal 
of such power in an existing Federal agency. In the Bonneville Power Adminis- 
tration Act and the Fort Peck Power Administration Act, Congress has author- 
ized the Secretary of the Interior to dispose of the power generated at the Bonne- 
ville and Fort Peck projects. More recently, under Executive Order No. 9366, 
the Secretary of the Interior has been made responsible for the disposal of 
power from the Denison and Norfork projects. 

“The committee has heard testimony from the Secretary of the Interior and 
from the Director of the Division of Power of the Department of the Interior on 
this subject. The latter official has informed the committee that the provisions 
of amendment No. 6 (sec. 5) contain sufficient authority and latitude for efficient 
administration and will satisfactorily enable the Department of the Interior 
to carry out the intent of the amendment.” 

It will be noted that the committee emphasized that the amendment was 
designed “to attain the greatest benefit to the general public” and that specific 
reference was made to the Bonneville Act, which, as has been pointed out above, 
contained “reasonable time” provisions with respect to preference purchasers. 
In order, however, to avoid “setting up a public power trust which would be 
unduly competitive with established private power utilities,” the committee 
stated that it had inserted a proviso authorizing the Secretary of the Interior 
to construct and acquire only such transmission lines or related facilities “as 
may be necessary in order to make the power and energy * * * available in 
wholesale quantities for sale on fair and reasonable terms and conditions to 
facilities owned by the Federal Government, public bodies, cooperatives, and 
privately owned companies.” But in this regard the committee states that it 
“recognizes the desirability of granting preferences in the sale of such power 
and energy to public bodies and cooperatives when the power is generated at 
projects financed by the Federal Government” (ibid.). 

The committee amendment gave rise to vigorous debate in the Senate, chiefly 
over an amendment sponsored by Senator Bailey that would have acquired the 
power to be sold “at the point of production” (90 C. R. 8315). He explained 
that the purpose of his amendment was to “permit private enterprise to live” 
because “li]f Mr. Ickes is given authority to build transmission lines, he will 
build them into the cities and take the cream of the private companies’ business 
at once” (id., 8319). The Bailey amendment was defeated (id., 8369). Senator 

sarkley read into the record a statement by the Secretary of the Interior that 
the amendment constituted ‘a fundamental reversal of the sound traditional 
policies of the Congress with respect to the sale of Federal power. By restrict- 
ing the construction of transmission facilities, it would place the Government 
in a poor bargaining position in the sale of its power and would permit the 
private utilities in the vicinity of each dam to monopolize, on its own terms, 
the power produced at the Federal project. Rather than giving the customary 
preference to public agencies and farmers’ rural electric cooperatives in the 
disposition of public power, the effect of the amendment would be to foreclose 
these public and nonprofit agencies from securing the power” (id., 8315). The 
Secretary went on to say (ibid.) : 

*Disposition of power generated at Government projects under public power 
policies, such as sales preference for municipalities and other public agencies 
and for farm cooperatives, has been a basic tenet of governmental policy since 
1906 when the Congress first authorized power developments on reclamation 
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projects. Subsequently the Congress has reiterated and extended these policies 

in the Tennessee Valley Authority, Bonneville, and Fort Peck Acts and in the 

reclamation laws. I cannot believe that the Congress will want to overthrow 

these sound policies that have been imbedded in our laws and have resulted in 
promoting the industrial development of the West and the South and in the 
protection of the consumers in those areas. The policy of the proposed amend- 
ment would deprive the ultimate consumer of the benefits of low-cost electric 
energy produced at public projects and would permit their monopoly by a few 
private utilities.” 

Senator Downey. speaking against the Bailey amendment, stated that coop- 
eratives were seldom in a position to “build transmission lines from their point 
of consumption to one of these power dams to be erected,” but that “Private 
utilities, of course, can build such transmission lines” (id., 8323). Senator Taft, 
however, urged that it was not necessary to provide authority for the Secretary 
of the Interior to build transmission lines “because we are backing the coop- 
erative to such an extent that if a particular cooperative has a good case, if it 
is a reasonably safe proposition, the Government, through the REA, can finance 
the building of a transmission line to that particular cooperative” (id., 8328). 
Senator Bailey then rose to state that he was willing to modify his proposition 
to permit the Government to “run transmission lines to a rural electric associa- 
tion if they have none, and they can borrow the money, or the Government can 
put up the money. I think that takes out * * * the objection on the ground 
of the needs of the rural population” (id., 8331). This, however, did not satisfy 
Senator McClellan because, in his opinion, many cooperatives would not be in 
a position to finance the construction of transmission lines (id., 8332). Senator 
Ellender pointed out that the Bailey amendment would nullify the preference 
provision by permitting the sale of power “to private concerns without first 
offering it to cooperatives and public bodies” (id., 8364) ; Senator Pepper stated 
that “unless provision is made in some way or other for the power to be trans- 
mitted to public bodies and cooperatives it will not get there, except through the 
instrumentality of the private company” (id., 8365). 

Although the Bailey amendment was defeated and the committee amendment 
was passed by the Senate, a significant revision was made in conference. The 
change was with respect to the authority of the Secretary of the Interior to 
construct or acquire transmission lines; it was provided that he could do these 
things only “from funds to be appropriated by the Congress.” (See H. Rept. 2051, 
78th Cong., 2d sess., p. 7, statement of the House managers.) However, it was 
again emphasized that section 5 “establishes a preference in the sale of * * * 
power and energy to public bodies and cooperatives” (ibid.). The conference 
modification of section 5 was agreed to by both Houses (90 C. R. 9262, 9269, 9277, 
9287). Representative Whittington, in presenting the conference report to the 
House, stated that provision had been made for the disposition of power “in 
substantially the same language which now obtains in legislation previously 
passed by the Congress for the disposal of power at Bonneville, at Forf Peck, 
* * * with amendments to the language as agreed to in the conference to the 
Senate amendment”; “* * * there is preference to the public bodies and.cooper- 
atives in this bill and in this agreement, just as there is in the existing law 
passed by this body on the disposal of power at Bonneville” (id., 9281, 9283). 

I have made this extended reference to the legislative history because it 
convinces me of the deep concern that Congress had, in making provision for the 
disposition of Federal power, for the preferential status of public bodies and 
cooperatives. It is clear that it wished generally to continue the policies it had 
theretofore formulated in other power acts. Hence it emphatically rejected, after 
full consideration, an amendment to section 5 which, according to the opponents 
of the amendment, would have to all intents and purposes completely devitalized 
its preference provision, the broad object of which, as Senator Ellender observed, 
precluded the sale of Federal power to private companies without first offering 
it to cooperatives and public bodies. It is true that, as enacted, the section does 
not confer upon the Secretary of the Interior an untrammeled authority to build 
or acquire transmission lines at the cost of the Government in order to make 
the power available to these organizations: he can do so only from funds to 
be appropriated by the Congress—and in this case no such funds have’ heen 
appropriated. Yet it is apparent to me that this restriction on the Secretary’s 
authority cannot be taken as evidence of an intention to circumscribe the prefer- 
ence provision to a degree that would render it inoperative as a practical matter. 
It seems to me that this would result from an interpretation of section 5 authoriz- 
ing the Secretary of the Interior to reject a purchase offer by a cooperative be- 
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cause it has no presently available means for taking and distributing the 
power. I am certain, in the light of all that was said in the debates on the 
subject of preference for public bodies and cooperatives, that such an interpreta- 
tion flouts the congressional purpose. In this regard, I may say that I have 
examined the statements of the individual Senators referred to in your Depart- 
ment’s Jetter of March 11. (See 98 C. R. 7964, and hearings on H. R. 3790, 
Interior Department Appropriations for 1952, before a subcommittee of the 
Senate Appropriations Committee, 82d Cong., Ist sess., pp. 1083, 1089, 1008.) 
These statements made long after the enactment of section 5 are, of course, of 
little value in ascertaining its meaning. Moreover, they do not persuade me. 

My views would appear to be consistent with those expressed by your Depart- 
ment in its power policy statement of August 1953 (printed at pp. 333-337 of 
power policy hearings (1953 before a subcommittee of the Senate Judiciary 
Committee, 88d Cong., 1st sess.), based upon the various statutes in this field, 
including the Flood Control Act of 1944. Those views are stated in the following 
terms : 

“The Department of the Interior will operate the federally owned generating 
and transmission facilities under its control for the benefit of the general public, 
and particularly of domestic and rural customers, and the Department will give 
preference and priority to public bodies and cooperatives in disposing of electric 
energy generated at Federal plants. It will be the policy of the Department to 
dispose of power, remaining after provision for existing preference customers, to 
privately owned public utilities serving domestic and rural customers in the area.” 

It is also pertinent to note the testimony of Assistant Secretary Aandahl that 
“everything in the power policy indicates that we recognize the rights of pref- 
erence customers and that we are leaning over backwards to do that” (id., p. 87; 
and see pp. 73, 79, 89). 

Nor do I regard my position as in conflict with that taken by Acting Attorney 
General Fowler in 1913 in connection with section 5 of the act of April 16, 1906 
(34 Stat. 116), which authorized the Secretary of the Interior “to lease” surplus 
power “giving preference to municipal purposes” (30 Op. Atty. Gen. 197). There, 
it was held that the Secretary was authorized to lease such power to a private 
company; but it does not appear, as here, that the Secretary was faced with 
choosing between conflicting offers by a preference user and a nonpreference 
user. 

For the reasons stated above, it is my opinion that section 5 of the Flood 
Control Act of 1944 does not authorize the Secretary of the Interior, under the 
circumstances here presented, to enter into the proposed contract with the 
Georgia Power Co. The documents submitted for my consideration will be 
returned separately. 

Sincerely, 
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HERBERT BROWNELL, Jr., Attorney General. 


Exuisit VI 


LocAaL PUBLIC AGENCIES JEOPARDIZED 





Without an assured supply of power from Federal agencies, without the 
# ability to take power from Government transmission lines at load centers, with 
q heavy increases in the rate paid for Federal power, the local public power agen- 
ca cies and rural power cooperatives would be strangled to death. The Commission 

= recommendations, if effected, would bring about this result. 
It is curious how insistent the Commission is on following the private utility 


< line in the face of congressional policies which have decreed in no less than 14 
x basie statutes since 1906, by the Commission’s own count, that public agencies 
at should have preference in purchasing power from Federal projects. 

a The Congress attached so much importance to the preference clause that in 
Py 1954 it decreed that byproduct heat and energy from atomic installations should 


be sold under preference provisions, this despite the fact that the Congress was 
unwilling to permit the Atomic Energy Commission to produce power solely for 
commercial purposes. In other words, even with incidental power, and in a 
ij wholly new field of energy development, the Congress insisted upon a preference 
A clause. 

This preference does not, as the Commission and task force reports say in a 
dozen different ways, set up a preferential class of consumers of electricity 
with resulting discrimination against other consumers who must buy their elec- 
tricity from private utilities which make profits and pay taxes. 
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What it does do, if effectively carried out, is to keep open to every American 
community and to rural cooperatives the right to obtain electric service on a 
nonprofit basis. That right should receive no less consideration than the right 
to conduct other essential public services on a nonprofit and publicly owned basis. 

Plainly, the Commission and task force have no use for local initiative when 
it takes the form of making electricity a community service. 

The farmers of America know from hard and sometimes bitter experience 
that private power companies refused to serve many rural areas on the ground 
that the service was uneconomic—that it would not pay for itself. Farmers 
have made this service economically feasible by establishing cooperatives, with 
Government financial assistance, and by struggling continuously to keep whole- 
sole power and all other costs down. 

In some areas of the United States, including the Central Missouri Basin, 
it was impossible to start rural electrification until a public power supply was 
assured. 

The Commission proposal to deny preference rights to public and cooperative 
groups would deprive them not only prior access but of the valuable bargaining 
instrument of an alternative power source. The competition of Federal power 
has, in repeated instances, persuaded private power companies to reduce their 
wholesale rates to feasible levels for cooperatives and to lower rates generally for 
their customers. 

The Commission recommendation against Government-owned transmission 
lines would have the same effect of blocking access to Federal power by munici- 
palities, other public agencies and cooperatives and denying them their alterna- 
tive source. In the unlikely event that any multipurpose project could ever 
be built by the Government in the face of the barriers contrived by the Com- 
mission, the prohibition against construction of transmission lines to carry 
the power to consumers would make the main beneficiaries of the public invest- 
ment the private utility companies with capital sufficient to build transmission 
lines. If the experience of the past can be taken as a guide, such a single buyer 
would have no difficulty in using his monopolistic position to arrange an accom- 
modating price. 


Hoover Commission Report on Water Resources and Power, vol. II, pp. 69-72. Com 
missioner Holifield. 


Exnursit VII 


RECOMMENDATIONS ON DrvIsION OF RESPONSIBILITY BETWEEN THE FEDERAL AND 
Non-FEDERAL AGENCIES 


13. It is recommended, to help establish a consistent national water policy, to 
increase local responsibility, and to fix the limits of Federal activities in the 
development and conservation of water resources and power— 

13.10. That the Congress declare it to be the policy of the United States— 

(a) That the mere presence of potential waterpower in connection with 
a Federal project does not constitute a mandate for its development ; 

(b) That power be developed at such projects only in conformity with 
sound business principles under the test that the sale of the actual or poten- 
tial power be on terms of fair return to the Federal Government; 

(c) That actual or potential power at such projects, when it conforms 
with the above requirements, be disposed of by the Federal Government at 
the lowest technological level at which the fair return can be realized, and 
the “lowest technological level” initially be interpreted as licensing develop- 
ment of potential water power; 

(d@) That, when development is licensed, generating facilities be built by 
others than the Federal Government in coordination with construction of 
other facilities ; 

(e) That, where it is now or may in the future become unavoidable in 
terms of fair returns that the Federal Government construct electric generat- 
ing facilities, except as provided in (f), the facilities be leased to a non- 
Federal entity; and 

(f) That, where it is now may in the future become unavoidable in terms 
of fair returns that the Federal Government itself install and operate the 
electric generating facilities, the power be disposed of at the generating 
station or at the nearest practicable point thereto. 

13.2. That the portion of the power facilities of the Tennessee Valley Authority 
devoted to atomic energy load promptly be transferred to the Atomic Energy 
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Commission; and that the miscellaneous non-power activities of TVA, such as 
navigation, flood control, fertilizer research and development, forest resource 
development, and other activities not directly related to power, be transferred to 
other Federal or State agencies; and that the Cumberland Basin power facili- 
ties be transferred to TVA. 

13.3. That the Congress enact legislation to provide that the appropriate Fed- 
eral agency or agencies invite, and be receptive to, proposals from non-Fed- 
eral interests, public or private, to purchase or lease all Federal electric power 
facilities not needed for the conduct of Government business, and that such sale 
or lease shall take place as soon as feasible, at a price or rental that will protect 
the investment of the Federal taxpayers; and that townsites and related build- 
ings at Federal power projects be similarly dealt with. 

13.4. That the Congress enact legislation to provide that no Federal agency 
shall make contracts for the sale of Federal power which have, or might have, 
the effeet of causing the agency to undertake a public utility obligation to any 
area or region, and that Congress enact legislation to provide that contracting 
agencies delete the “sole supplier” clause from existing and future contracts. 

13.5. That the Congress enact legislation to provide that no Federal agency 
construet steam electric plants or transmission lines as a direct or indirect 
appurtenance related to water-resource development. 

13.6. That the Congress enact legislation to authorize and direct the Federal 
Power Commission, following adoption by the States of appropriate interstate 
agreements, to make a fair and equitable allocation of surplus power at Federal 
projects to the several States within the power-producing river basin in con- 
formity with such agreements; to make the allocation without price preference 
on the basis of needs as well as of project location, without regard to local pref- 
erence situations within the States, leaving questions of preference within the 
States to the States. 

13.7. That the Congress enact legislation to repeal the so-called preference 
clause from all legislation wherein it appears, and substitute therefor a pro- 
vision that no purchaser of federally generated power shall receive more than a 
fair return from the resale thereof, and further enact legislation to prohibit 
Federal agencies from fixing resale rates, except to the extent that these may 
come under the jurisdiction of the Federal Power Commission. 

13.8. That the Congress enact legislation to provide that a condition prerequi- 
site to approval of loans by the Rural Electrification Administration to finance 
the construction of steam or hydroelectric generating plants and of transmission 
lines (but not distribution lines) be the approval of the project by the Board of 
Review as one necessary because of the inability of the borrower otherwise to 
secure an adequate supply of electric energy from private or public sources 
at reasonable rates. 

13.9. That the Congress enact legislation to authorize and direct the Atomic 
Energy Commission, as rapidly as military security will permit, and to the end 
that savings to the taxpayer be effected, to release all information on the vari- 
ous steps-involved in the use of nuclear reactors and nuclear energy for the 
development of electric energy so that the money, ingenuity, and facilities of 
private enterprise can be brought to play for maximum economic development 
of this new resource. 


oo" 4 Hoover Commission Task Force Report on Water Resources and Power, vol. I, 
pp. : 


Exuisit VIII 
4. ApDITIONAL FAcTsS AND ANALYSES OF SPECIAL APPLICABILITY TO 
SEPARATE FIELDS 


A. THE POWER-PREFERENCE CLAUSE 


The Task Force on Power Generation and Distribution reports that most 
Federal statutes dealing with power provide for a preference to public bodies 
and cooperatives in the sale of Federal power. Examples are the 1933 Tennessee 
Valley Authority Act, the 1944 Flood Control Act and the 1954 Atomic Energy 
Act. 

The preference provisions have been implemented both in the acts them- 
selves and by administrative interpretations and directives. To insure that 
publie bodies had the continuing first claim on power, some statutes provided 
that contracts for power made with privately owned utilities and with industrial 
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companies should be subject to cancellation within a specified time if the power 
were needed to satisfy preference customers. Such provisions are included in 
the Tennessee Valley Authority and Bonneville Administration Acts, covering 
the two largest Federal systems. In cases where the statute did not provide 
for such cancellation, the same objective was accomplished by administrative 
directive. 

Under interpretations by the Department of the Interior, prior to its change 
of policies in 1953, the Department’s activities implementing the so-called pref- 
erence clause have had these results : 

1. The Department of the Interior has sought out municipalities and coopera- 
tives or public utility districts, and has actively promoted their establishment, 
with the view to serving them with federally produced power. 

2. To reach preference customers, the Department of the Interior has con- 
structed transmission lines which, in many instances, have been unnecessary, 
even to reach those customers. Workable wheeling arrangements have been 
negotiated with privately-owned utilities in the regions, but full advantage has 
not been taken of such arrangements. 

3. In the case of the Southwestern Power Administration and the Cumber- 
land projects in the Southeastern Power Administration system, Federal power 
has been transmitted and sold to preference customers at prices below even 
the cost of the power as computed under the present Federal Government 
practices. 

4. Sales to preference customers have not resulted in the highest regional 
power economies. Federal hydro power to a very large extent is of a peaking 
eharacter, i. e., it has its greatest value within the region when it is utilized 
for carrying the short duration, high peaks of the regional powerload. The 
Southwestern Power Administration projects are prime examples of this type 
of power. This use leads to regional power economies from which all users in 
the area benefit. Sales to preference customers are for steady load use and 
are not of peaking character. 

Although Federal hydro power is to a large extent of a peaking character the 
marketing agencies offer its sale under firm power, utility type rates. As the 
percentage sales to preference customers increase, ending, in the ultimate, in 
100 percent sales to them, the marketing agency will find itself with a full 
utility responsibility but without the electric energy to meet the responsibility. 
This hag already been reflected in the efforts in the past of the Southwestern 
Power Administration, for example, to asquire steam-electric plants for 
firming purposes. 

Users of federally produced power off of the distribution lines of preference 
customers are made a select class of citizens, paying a price for power some 
35 percent less because of the tax-free character of the rate they pay. Their 
neighbors across the highway, purchasing from a private utility, which is re- 
fused equal call on the Federal power, pay a power bill 50 percent or more 
higher than the bill of the preference consumer, on account of the tax item alone. 
The discrimination has its economic impact on the consumer, rather than the 
utility company, because it is the householder and other ultimate consumers 
who pay the taxes imposed on the utility company by the Federal, State, and 
local governments, in their electric bills. 

Analyses of the results of Federal operations under the preference policy 
show that— 


Because of the availability of Federal power at low rates, public bodies 
have relief extensively on Federal power in lieu of meeting their require- 
ments by building their own generating facilities with local funds, despite 
the fact that the tax advantages of these public bodies in themselves permit 
low-cost operations. 

As a result of the availability of federally generated power, a number 
of public bodies have acquired by condemnation or otherwise the existing 
privately owned distribution systems, or have constructed their own, and 
have built no generating facilities. 

The preference customers are receiving a constantly increasing propor- 
tion of the total power which is sold by Federal projects to consumers 
other than Federal agencies. 


The preference clause also has resulted in serious inequities and discrimin- 
ation as between States. Thus, as of 1953, Washington, where there are 
numerous preference customers, received almost 85 percent of the Federal 
power produced by the Columbia River projects, and Oregon, where private 
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power enterprise in power distribution is more prevalent, received less than 
15 percent. 

The extent of the inequities and discrimination resulting from the preference 
policy is indicated by the fact that in fiscal 1953 about 50 percent of all Federal 
power sold to non-Federal users went to preference customers, and less than 25 
percent to private utility customers. 

There is no sound economic justification for the preference policy. 

The Task Group on Power’s report also shows that rural electric cooperatives 
purchase very substantial amounts of power from privately owned utilities 
more than half of all their electric energy purchases (6.4 billion kilowatt-hours 
out of a total of 12.4 billion in 1953). The preference clause restricts or denied 
Federal power to these private suppliers of rural cooperatives and thus to the 
rural customers of these cooperatives. Under such circumstances there is dis- 
crimination by law as between rural consumers, depending on whether their 
cooperative gets power from one source or another. 

Statements that the preference clause discriminates against private power 
customers were made at the public hearings of the task force in Denver and 
Portland. 

At the Denver hearing J. E. Corette, president and general manager of the 
Montana Power Co., cited the situation in his company’s service area which lies 
within the Bureau of Reclamation’s Missouri Basin marketing area. 

Mr. Corette said: “The Montana Power Co. supplies power to approximately 
123,000 electric consumers, including 14,700 rural customers who are served 
directly by the company and 14,700 rural customers who are members of Rural 
Electrification Administration cooperatives supplied at wholesale by Montana 
Power. In contrast, the REA cooperatives served by the Bureau of Reclamation 
in this area represent only 7,700 customers. 

“Yet, all of the Montana Power Co.’s 108,500 direct customers and 14,700 prefer- 
ence customers who are members of Rural Electrification Administration co- 
operatives supplied by the company are denied an equal right to a firm source of 
supply from Federal plants in Montana because interpretation of the preference 
clauses favors 7,700 users. In addition, the Bureau of Reclamation has pro- 
posed to grant a 20-year contract with no withdrawal provision to an oil pipe 
line company, placing this industrial customer ahead of the domestic and rural 
customers of the Montana Power Co. in the matter of preference.” 

Also at the Denver hearing, W. D. Johnston, vice president and division 
manager of the Mountain States Power Co., Casper, Wyo., said that because 
“* * * through exaggerated interpretations of the so-called preference clause 
the preference customers of the Bureau [of Reclamation] are not only claiming 
exclusive rights to all future developed Federal power but also to all such power 
now being distributed by Mountain States Power and other private utility dis- 
tributors in the area, we are impelled to call your attention to the inequities and 
unfairness in such claims and the rank discrimination that would ensue to our 
thousands of ultimate consumers.” 

At the Portland hearing, Edson Abel, assistant director of the water prob- 
lems department of the California Farm Bureau Federation, said that the 
customers of the Sacramento Municipal Utility District, a preference customer 
of the Central Valley project, represent only about 200,000 kilowatts of demand, 
while the private power system supplies demands up to 3,525,200 kilowatts. “In 
other words,” he said, “about 94 percent of the people in the private power sys- 
tem’s service area are denied the benefits of 2 of the best power-generating 
plants in the State in order to favor less than 6 percent. What virtue is there 
in the form of service selected by that 6 percent that entitles them to this 
largess at the hands of the other 94 percent?” 

At the Chattanooga public hearing of the task force, 8. V. O’Lenic, president 
of the Chattanooga Gas Co., submitted a statement charging that the Electric 
Power Board Chattanooga (a preference customer of TVA) “subsidizes the 
use of electric equipment for commercial use through a subterfuge known as a 
‘wiring allowance.’ ” 

He said the allowance consisted of payments to users of $5 per kilowatt for the 
first 5 kilowatts of installed load; $4 for the next 5 kilowatts; and $3 per kilo- 
watt for all over 10 kilowatts of installed load. 

“In short,” Mr. O’Lenic said, “a customer installing a 100-kilowatt water heater 
receives a subsidy payment of $315 which appears to be a rather generous ‘wiring 
allowance.’ How this money is charged and accounted for is difficult to deter- 
mine. Incidentally, I have not been able to determine why it is necessary to pay 
people money to use such ‘cheap electricity’ which is theoretically sold on a ‘non- 
profit’ basis.” 
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Testifying at the New York hearing, Clyde T. Ellis, executive manager of the 
National Rural Electric Cooperative Association, declared: ““The key factor in 
the Federal power program insofar as it has been beneficial to the farmer's elec- 
tric systems is the preference clause * * * the ‘homestead act’ of the rural elec- 
tric systems, giving them access to the public domain of Federal power instead 
of leaving that power to be grabbed by the great private corporations. 

“But the preference clause is relatively meaningless, in most areas, without 
the transmission lines, or the possibility of building them, to bring the wholesale 
power to our load centers. This is true because if the Federal Government can- 
not build transmission lines there are few of our cooperatives or power districts 
which can get access to Federal power * * *” 

The National Rural Electric Cooperative Association recommended to the 
task force “* * * the maintenance and strengthening of the preference rights of 
nonprofit electric systems to first call on all federally generated power as essen- 
tial to the promotion of rural electrification and the maintenance of a yardstick 
of competition in the electric industry. All Federal power should be available to 
preference customers at all times, giving consideration to the necessity for due 
and legal notice to nonpreference users.” 

The task group on power reports that the general Federal policy of prefer- 
ence to public bodies on waterpower uses, including hydroelectric generation, 
developed at a time when utility rate regulation did not exist or was in its in- 
fancy, and at a time when the element of taxes for the support of Government 
was a minor element of cost of production, Both of these circumstances have 
changed, not only from the time the policy was first inserted in the statutes, but 
even from the time in the 1930’s when it was applied to the first of the Govern- 
ment’s large-scale multiple-purpose projects. 

The modern era of State regulation of electric utility rates did not begin until 
1907, and was not generally established until the period of the 1920’s. Federal 
regulation of electric utilities was not established as to interstate rates until 
1935; as to the regulation of the extensive utility holding companies which had 
developed during the period of the 1920's, it began with the Public Utility Hold- 
ing Company Act of 1935. 

Presently no privately owned electric utility is allowed, either by the regulat- 
ing State commissions as to intrastate rates or by the Federal Power Commission 
as to interstate rates, to include as a cost of operation anything except the actual 
price it pays for power purchased from a Federal plant and, with respect to 
transmission thereof, only the actual operating costs and a reasonable return upon 
either its investment in or the value of its transmission facilities. 

The tax situation has likewise changed. Prior to 1913 there were no Federal 
income taxes. During the 1920’s the highest corporate income tax was 13% per- 
cent, and during the 1930’s the highest corporate income tax was 19 percent. 
These rates contrast with the 52 percent of today. State and local taxes are now 
about twice as high as they were in the first decades of the century. Nonrecogni 
tion of the costs of Government—local, State, and Federal—in the cost of pro- 
ducing power was a matter of substantially no significance at the time of the first 
statutory preference provisions, and a matter of relatively much less importance 
until the 1940’s. Table A-16, section E-2 in the report of the Task Group on 
Power Generation and Distribution shows its extreme significance today. 

The present preference policies and practices divide the individual and company 
consumers of electric power generated by the Federal Government into two 
classes, one of which is favored and the other of which is not only not favored, 
but must in effect pay higher Federal taxes because the first is favored. These 
classes are respectively : 

(a) Those electric power consumers who live within the areas served b) 
public bodies or cooperatives. 

(b) Those electric power consumers who live outside the foregoing areas. 

Both classes of power users are Federal taxpayers. 

The preference is given to a class of Federal power users which already enjoys 
a substantial advantage which operates to the detriment of the Federal revenue. 
In the generation and distribution of their own power, preference customers have 
a substantial cost advantage over the privately owned utility for the reasons that: 

(a) Their operations are exempt from all Federal taxes, including Federal 
income taxes. 

(b) They have lower financing costs because the interest on their bonds is 
also exempt from Federal income taxes, and, therefore, these bonds are ac 
cepted by the investor on a relatively lower yield basis than the securities of 
the privately owned utilities, the income from which is fully taxable, and 

(c) They provide relatively little for local taxes. 
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These existing power cost advantages of preference customers are not only 
substantial, but affect Federal tax revenues adversely to the detriment of general 
Federal taxpayers. 

In August 1953, the agencies of the Department of the Interior presently mar 
keting power from Federal projects changed some of the policies referred to above 
In general they have abandoned the policy of encouraging the organization of 
preference units, they have given privately owned utilities priority over indus 
trials in the matter of supply, and they have endorsed the policy that taxes fore- 
gone should be included in cost in justifying a new project. They have also sup 
ported the partnership arrangement whereby all parties interested in power dis 
tribution are enabled to cooperate in furnishing the power supply required for a 
given area in which the Federal Government operates. However, the preference 
policy as set forth in the statutes cannot be modified without legislation. 


Source: Hoover Commission Task Force Report on Water Resources and Power, vol. I, 
pp. 196-202. 
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What the SPA continuing fund is. 
The hundred thousand dollar continuing fund. 

The $300,000 continuing fund. 

References to legislative history of the act. 

1950 Interior Appropriation Act. 

References to the 1951 act. 

Limiting funds and congressional approval. 

References to the 1952 act. 

1952 Interior Appropriation Act. 

1953 appropriation. 

References to the 1953 act. 

1953 Interior Appropriation Act. 

Appropriation for fiscal 1954. 

References to the 1954 act. 

1954 Interior Appropriation Act. 

Present congressional requests from Interior. 

Interior budget requests for fiscal 1955. 

REA generating cooperatives and February 28, 1954, deadline. 


Chapter IV. The REA power cooperatives. 


REA loans for generation-transmission loans. 

Statutory provisions. 

Basis of such legislation. 

History of the REA loans to generating cooperatives in SPA area. 

The six REA generating cooperatives. 

Chronological list of loans. 

What these loans were for. 

KAMO Electric Cooperative, Inc., Vinita, Okla. 

Western Farmers Electric Cooperative, Anadarko, Okla. 

Sho-Me Power Corp., Marshfield, Mo. 

M. and A. Electric Power Cooperative, Poplar Bluff, Mo. 

Central Plectric Power Cooperative, Jefferson City, Mo. 

N. W. Electric Cooperative, Cameron, Mo. 

Bird’s-eye view status of power co-ops. 

REA Power Cooperatives in SPA area. 

REA powerplants bring rates down. 

Annual savings in the cost of power supplied to REA. 

Cooperatives attributable to REA allotments for generation and transmis- 
sion. 

Rate reductions in the Southwest. 

Why the REA power loans were made. 

REA policy in general. 

Loans in SPA area are similar. 

What the power companies seek. 

Reducing power costs. 

A dependable power source needed. 

The power shortage. 

Power cooperative members. 

Expanding their programs. 

1951 REA loan to N. W. 

Uses for the loan 

Firming up power. 

KAMO and N. W. 

Assuring adequate power and savings. 

Wholesale rates of REA power cooperatives for REA distributors. 

Rates are for delivered power. 

High cost areas. 

No source of power. 

Overcharges recoverable. 

Building load. 

Planning for the future. 


Chapter V. Decisions of the commissions and the courts. 


Kansas. 

Arkansas. 
Missouri. 
Arkansas. 
Decision of the United States district court. 
Facts in the case. 
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The REA Federated Cooperatives. 
The REA agreements. 

The REA loan agreements. 

The separate trial. 

Findings of the court. 

Serving cities of over 1,500 persons. 

Loans are for the benefit of REA. 

The cooperatives are responsible. 

The contracts are for the benefit of REA Co-ops. 
Repayment of REA loans. 

Wheeling power. 

The Flood Control Act. 

Acquisition of transmission lines valid. 
Steam power may be purchased. 

The contracts are valid. 

The SPA continuing fund is valid. 

SPA actions are legal. 

These REA activities are constitutional. 

The REA lease and power contracts are legal. 


CHAPTER I. THE CONGRESSIONAL History or SPA 


THE FLOOD CONTROL ACT OF 1944 


The Administrator of SPA was appointed by the Secretary of the Interior to 
sell all surplus hydroelectric energy generated at Federal power projects that 
were under Army supervision in the southwestern power area. The term “sur- 
plus” refers to all power and energy generated at Federal reservoir projects, and 
“not required in the operation of such projects” for navigation and flood control.’ 
The basic powers and responsibilities of the Administrator are set forth in section 
5 of the Flood Control Act of 1944 which is as follows: 

“Electric power * * * generated at reservoir projects under * * * the Army 
und not required in the operation of such projects shall be delivered to the Secre- 
tary of the Interior, who shall * * * dispose of such power * * * in such manner 
as to encourage the most widespread use thereof at the lowest possible rates to 
consumers consistent with sound business principles, the rate schedules to become 
effective upon * * * approval by the Federal Power Commission. Rate schedules 
shall be drawn having regard to the recovery * * * of the cost of producing and 
transmitting such electric energy, including the amortization of the capital 
investment allocated to power over a reasonable period of years. Preference 
in the sale of such power and energy shall be given to public bodies and coopera- 
tives. The Secretary of the Interior is authorized, from funds to be appropriated 
by the Congress, to construct or acquire, by purchase or other agreement, only 
such transmission lines and related facilities * * * necessary * * * to make the 
power * * * generated at said projects available in wholesale quantities for sale 
on fair and reasonable terms * * * to facilities owned by the Federal Govern- 
ment, public bodies, cooperatives, and privately owned companies. All moneys 
received from such sales shall be deposited in the Treasury of the United States 
as miscellaneous receipts.” [Italic supplied.] 





THE SOUTHWESTERN POWER AREA 


The “southwestern power area,” as defined by the administrative order of the 
Secretary of the Interior on August 31, 1943, includes all of Arkansas and Louisi- 
ana, and parts of Kansas, Missouri, Oklahoma, and Texas. This is an area of 
aproximately 19 million people. 

SPA was created as an agency of the Department of the Interior in 1943 for the 
purpose of completing and operating the Pensacola Dam, also known as the 
Grand River Dam, a power and flood-control project of the State of Oklahoma. 
After the war, the operation of this project was returned to the State of Oklahoma. 
Meanwhile, the Flood Control Act had been passed, and SPA assumed the func- 
tions of marketing Federal hydroelectric power in the southwestern power area. 
Mr. Douglas G. Wright has been the Administrator of SPA since its ineeption. 


116 U.S. C. 825s. 
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ROLE OF TRANSMISSION LINES 


In passing the Flood Control Act, Congress recognized that the marketing of 
Federal hydroelectric power would require the construction and operation of 
transmission lines. It was equally clear that such marketing would necessarily 
involve some competition with the private power companies in the area.” In 
reporting out the bill which subsequently become section 5 of the Flood Control 
Act, the Senate Commerce Committee explained : * 

«“* * * Tn order to attain the greatest benefit to the general public from this 
hydroelectric power, the time has come to place by law the responsibility for 
disposal of such power in an existing Federal agency. 

“* ® ® The committee desires an amendment which provides a convenient 
und practical method of disposing of power at projects under the control of the 
War Department without setting up a public power trust which would be unduly 
competitive with established private power utilities. The committee, there- 
fore, ha8S inserted a proviso which authorizes the Secretary of the Interior to 
construet and acquire only such transmission lines or related facilities as may 
be necessary in order to make the power and energy generated at such projects 
available in wholesale quantities for sale on fair and reasonable terms and 
conditions to facilities owned by the Federal Government, public bodies, co- 
operatives, and privately owned companies. The committee recognizes the de- 
sirability of granting preferences in the sale of such power and energy to public 
bodies and cooperatives, when the power is generated at projects financed by 
the Federal Government.” 

COMPETITION EXPECTED 


In expressing an intention that the marketing of Federal hydro power should 
not be “unduly” competitive, the committee expressed an equally clear recogni- 
tion, and acceptance, of the fact that the marketing of such power would nec- 
essarily be competitive to some extent. The only question is, How much com- 
petition? Congress laid down several guidelines. 

From this report of the Senate Commerce Committee, we learn the competi- 
tion must not be so extreme as to amount to “setting up a public power trust.” 
Thus, from this it appears that one thing that the committee had in mind was that 
the power was to be made available only “in wholesale quantities.” While au- 
thorization is granted for the construction and acquisition of transmission lines, 
no reference is made to distribution facilities. Thus, the committee evidently 
desired to avoid the construction and operation of low-voltage distribution sys- 
tems, for delivery of energy in retail quantities. This sort of activity on the 
part of the Government, the committee seems to have felt, would have been “un- 
duly” competitive. 

CONGRESSIONAL INTENT 


The guides concerning this competition contained in the Flood Control Act are 
that there shall be as much competition as may be necessary in order to make 
the Federal power available in wholesale quantities, on fair and reasonable terms, 
with preference to public bodies and cooperatives. 

The Congress recognized that in order to sell such power to these preferred 
consumers, it would be “necessary” to “construct or acquire * * * transmission 
lines and related facilities.” 

The reason for this is simple. The private power companies can usually build 
their own transmission lines to the Federal reservoir projects, and take the 
power at the bus bar of the generating plant. However, unless wheeling ar- 
rangements could be made upon reasonable terms, municipalities and coopera- 
tives, on the other hand, with smaller systems and lesser funds, are generally 
unable to do so. Therefore, preference accorded such consumers would be 
meaningless in many cases unless the marketing agency itself builds and op 
erates the transmission lines to reach these preferred consumers. 











PROVISION TO SELL AT THE BUS BAR DEFEATED 
This congressional view is clearly indicated by the defeat of the Bailey amend- 
ment. The Bailey amendment was included in the bill reported by the Senate 
Commerce Committee. It would have required the sale of Federal power “at 


the point of production”; that is, at the bus bar. As such, it would have pro- 







®Hearings before subcommittee of the House Appropriations Committee on Interior 
Department Appropriations for 1952, 82d can” ist sess. (1951), p. 121. 
* 78th Cong., S. Rept. No. 1030, on H. R. 4485. 
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hibited the construction of transmission lines by the Government unless the 
private power companies failed to purchase at least 90 percent of such power at 
the bus bar.* 

In the Senate debate on this bill, Senator Bailey said that his amendment 
would not eliminate the preference to public bodies and cooperatives. It wouid 
merely require them to build their own transmission lines to the bus bar in 
order to obtain this preference. However, the Bailey amendment was rejected 
42 to 27.5 

A later attempt to do the same thing—i. e., require the sale of Federal power 
at the bus bar—was likewise defeated. In the 80th Congress, a bill was intro- 
duced which sought to amend section 5 of the Flood Control Act providing that 
the Government may not construct or operate transmission lines which would 
“duplicate” existing facilities. Under this bill, transmission facilities would 
have been allowable only in order to coordinate Federal plants, or to coordinate 
the operation of such plants with the private utility companies. While this pro- 
posed amendment resulted in extensive hearings before the House Public Works 
Committee, it was never reported out. 


COMPETITION EXPECTED 


From the Flood Control Act, and its congressional legislative history, we thus 
see that the sale of electric energy from Federal power projects was intended 
to result in some competition with the private utilities. The provision of the 
act making such power available “in wholesale quantities,” selling it “on fair 
and reasonable terms and conditions,” and the preference granted to coopera- 
tives and public bodies made such competition inevitable. 

Likewise, similar competition was to be expected when the Secretary of the 
Interior was directed to “transmit and dispose of such power and energy” in a 
manner which, while “consistent with sound business principles,” would accom- 
plish the two basic objectives set forth in the Flood Control Act. These purposes 
were: “To encourage the most widespread use thereof” ; and to obtain “the lowest 
possible rates to consumers consistent with such widespread use.” 


ADMINISTRATIVE DISCRETION 


These are broad general mandates. They are typical of the methods Congress 
employs to express its views. The brevity of section 5 of the Flood Control Act 
is very similar to the Rural Electrification Act, where a similar short provision 
affords the Administrator broad discretion in carrying out the act. 

An examination of its legislative history reveals that such discretion under 
the Flood Control Act has been examined closely by Congress. This is shown 
in congressional appropriations for construction under the Flood Control Act. 
Generally, they have designated particular transmission lines or facilities. As 
such, these appropriations may be used only for purposes designated by Congress." 
This can be seen by examining the hearings before subcommittee of the Senate 
Appropriations Committee on Interior Department appropriations for 1952 in the 
82d Congress, 1st session, in 1951, on pages 600 to 602. 

As we shall now see, the language and the legislative history of section 5 of 
the Flood Control Act, sustain the view that the leasing of transmission. facili- 
ties and the purchase of power are reasonable administrative acts. 


THE LEASING OF TRANSMISSION FACILITIES 


Under the Flood Control Act, the Secretary of the Interior has the right to 
construct or acquire transmission facilities “by purchase or other agreements.” 
Does “other agreement” include a lease which provides for rentals or eventual 
ownership through purchase? As uniformly interpreted, statutes should be in- 
terpreted so that their words render them meaningful. Under such statutory 
interpretation “other agreement,” clearly includes a lease agreement. 

This view was also reached by the Solicitor of the Department of the Interior 
in his opinion of July 15, 1949, which was presented to Congress. It can be 


490 Congressional Record 8232. 

590 Congressional Record 8369. 

*H. R. 3036. 

7A lump amount may be appropriated for “miscellaneous construction,” consisting of 
relatively short extensions. The 1952 pepeenese eae. for example, include $500,000 for 
such extensions. See Hearings before Subcommittee of the Senate Appropriations Com- 
em on Interior Department Appropriations for 1952, 82d Cong., 1st sess. (1951), 
p. 5 
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found in volume 95 of the Congressional Record, on pages 11449 to 11450, and in 
the hearings before the subcommittee of the Senate Appropriations Committee on 
the Department of the Interior appropriations for 1951, 81st Congress, 2d session, 
1950, pages 1436 to 1438. As regard the right of SPA to rent transmission lines, 
this opinion says: 

“Insofar as the rental of transmission lines and appurtenant facilities is con- 
cerned, the plain language of section 5 seems clearly to authorize the Secretary of 
the Interior (and the Southwestern Power Administration in the exercise of the 
Secretary’s delegated authority) to enter into such agreements. The action pro- 
vides that the Secretary may construct or acquire, by purchase or other agree- 
ment, transmission lines and related facilities if it is necessary to do so in order 
to accomplish the objectives stated by the Congress in the enactment of section 
5. [Italie supplied. ] 

“* * * The Secretary (or the agency exercising his authority under sec. 5) is 
not required to construct the necessary transmission lines and related facilities, 
but * * * he may acquire them already constructed, if that is possible and seems 
advisable. * * * In acquiring transmission lines and related facilities, the Sec- 
retary is not restricted to acquisition by purchase, but * * * he may acquire them 
by any other form of agreement—such as, for erample, a rental agreement. Hence 
the rental of transmission lines and related facilities by the Southwestern Power 
Administration, * * * under section 5 of the Flood Control Act * * *, within a 
prescribed region, seems to be plainly provided for in section 5.” [Italie sup- 
plied. } 

THE PURCHASE OF POWER 


Now let us consider the authority of SPA to purchase power. Under section 
5 of the Flood Control Act, the right of SPA to purchase thermally generated 
power and energy arises from the fact that such power is necessary in order to 
carry out the purposes of that act. 

To begin with, there is the basic purpose set forth in the Flood Control Act— 
that the energy produced at these Federal projects be disposed of “in such man- 
ner as to encourage the most widespread use thereof at the lowest possible rates 
to consumers consistent with sound business principles.” 

In the opinion of Interior’s Solicitor, he stated that it was necessary to pur- 
chase power, in order to attain the Congressional objectives of the Act: 


OPINION OF SOLICITOR OF THE INTERIOR 


“The need for the purchase of electric power and energy by the Southwestern 
Power Administration if it is to accomplish the statutory objective * * * is illus- 
trated by the interchange agreement which the administration has made with the 
Texas Power & Light Co. * * * The Senate Appropriations Committee referred 
approvingly to this agreement and indicated that the administration should 
make similar agreements with other utility companies." Under such an agree- 
ment, the Southwestern Power Administration puts a quantity of electric power 
into the system of a utility company, and is entitled to call upon the company to 
deliver electric power, up to a specific amount, to the Administration’s custo- 
mers. During any accounting period, the quantity of electric power receive 
from the company for the Administration’s customers may exceed the amount 
of power delivered to the company by the Administration. In such a sifuation, 
funds with which to pay the company for the deficit are needed. This, in effect, 
is a purchase of electric power from the company. Hence, the approval by the 
committee of the agreement between the Administration and the Texas Power 
& Light Co. necessarily involves an approval of the purchase of electric power 
by the Administration from the company. 

“It was clearly demonstrated at the hearings on the pending bill before the 
subcommittee of the Senate Committee on Appropriations that the full capacity 
of the hydroelectric projects from which the Southwestern Power Administration 
markets power can be utilized only by integrating their operations with other 
systems from which power can be obtained—i. e., purchased—for firming pur- 
poses. In other words, the purchase of some electric power by the Southwesiern 
Power Administration is necessary if the objective of section 5 of the Flood 
Control Act of 1944—‘the most widespread use thereof at the lowest possible 
rates to consumers consistent with sound business principles’—is to be effectively 
attained by the Administration in the distribution of the electric power gen- 
erated at Army reservoir projects in its region. 


®S. Rept. 661, 81st Cong., p. 4. 
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“* * * Tf, in order to obtain the most widespread use of the power generated 
at the Army hydroelectric projects in its region, it is necessary for the South- 
western Power Administration to purchase electric power from other sources 
for the purposes of firming up the hydroelectric power, then such purchase is 
authorized as a necessary means of carrying out a statutory duty * * * section 
5 of the Flood Control Act of 1944.” [Italics supplied. ] 


CONGRESS FAMILIAR WITH INTEGRATION 


This conclsion about the necessity of integrating hydro and steam power so as 
to obtain the maximum capacity of the Federal hydro power installations in 
the Southwest was very familiar to Congress, having been repeatedly set forth 
in testimony and debates. When the Administrator of SPA was testifying on 
the 1950 appropriations for SPA, he said: ° 

“Mr. Wricut. I agree; to get the full capacity out of hydro you have to have 
steam with it because you cannot get it alone. You get part of it but not all 
of it. 

“Senator THomas. That means in our country we have to have steam plants 
in order to make our system work satisfactorily ; is that correct? 

“Mr. Wricut. That is correct; to get the best capacity out of it. 

“Senator THomas. Have you any plans for building any steam plants at the 
present time? 

“Mr. Wricut. No, sir. We have to integrate with somebody. There are other 
people. The Sho-Me Cooperative has a plant of their own. We have a con- 
tract with them which contemplates integration. The M. & A. Cooperative is 
constructing now a generating station of their own at Poplar Bluff, Mo., which 
they plan to integrate with us. We have always planned, * * * that some day 
* * * the private utilities and the Government would properly integrate. 

“Senator THomas. You are doing that now; are you not? 

“Mr. Wricut. No, sir. We are getting integration in Texas. 

“Senator THomas. * * * Some kind of deal could be made to use these fa- 
cilities. If these standby plants we have in the Southwest are not used by your 
organization, then you are going to have to build some steam standby plants. 
I have seen the time * * * when you could step across the Grand River at the 
Pensacola site. * * * In times past they have drawn the water at Grand River 
Lake when there was not much power there. * * * By closing the gates they 
could have some power at certain hours provided they conserved. 

“* * * Tn our section of the country steam standby plants are an absolute neces- 
sity to firm up * * * hydroelectric power development. 

“Mr. Wricut. That is correct. 

“Senator THomAs. * * * When you need the power you have it, when you 
do not need the power you can cut down and use what you need? 

“Mr. Wricut. The cheapest way in the world today to meet a few hours of 
heavy power requirement is out of hydro.” 

Consequently SPA requires thermally generated energy, in order to carry out 
the preference provision of the Flood Control Act. In the absence of such auxil- 
iary, or firming up power, preferred consumers will not be able to obtain the 
full potentialities of the Federal reservoir projects. 


LEASING TRANSMISSION LINES 


Let us now turn to the actions of Congress which approved the right of SPA 
to lease transmission lines and to purchase power. 
Under the First Supplemental National Defense Appropriation Act, 1944,” 
Congress established a “a continuing fund.” This was to be maintained from 
SPA’s receipts and used for disbursement by SPA for emergency expenses. 

The appropriation act of 1950 contained Senator Robert S. Kerr’s amend- 
ment. This increased the amount of the continuing fund from $100,000 to $300,- 
000. SPA was authorized the use of this fund: 

“* * * To cover all costs in connection with the purchase of electric power 
and energy and rentals for the use of facilities for the transmission and distri- 
bution of electric power and energy to public bodies, cooperatives, and privately 
owned companies.” “ 





® Hearings before the subcommittee of the Senate Appropriations Committee on Depart- 
— = Interior Appropriation Act, 1950, 81st Cong., Ist sess. (1949) (pt. 1) 1344 and 
ollowing. 
10 Public Law 216, December 23, 1943, 57 Stat. 611, 621. 
1114, U. S. C, 825a-1. 
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The Senate Appropriations Committee recommended that Senator Kerr's 
amendment be killed. The reason given was that “no law exists authorizing ap 
propriations” to SPA for the purchase of power and energy and the payment 
of rentals for the use of transmission facilities. 

When this committee report was issued Senator Kerr requested the opinion from 
the Solicitor of the Department of the Interior set forth above, which Senator 
Kerr placed in the Congressional Record. 

There were thus two clear alternatives presented to the Senate, the Senate 
Appropriations Committee view that Senator Kerr’s proposed amendment was 
new legislation, and the opinion of the Solicitor of the Department of the Interior 
that it was not. When the Senate approved Senator Kerr’s amendment, this 
showed plainly that Congress intended that SPA could purchase power and lease 
transmission lines under the Flood Control Act. 


CHAPTER II. ORIGIN OF THE SOUTHWESTERN POWER ADMINISTRATION ™ 


SPA’S HISTORY 


The Southwestern Power Administration is now a branch of the Department 
of the Interior. The origin of what is now the Southwestern Power Adminis- 
tration can be traced to November of 1941, when the Federal Works Adminis- 
tration sent Mr. Douglas G. Wright as the engineer in charge to Vinita, Okla., 
to supervise the construction and operation of the Pensacola Dam on the Grand 
River. This dam had been started by the State of Oklahoma. However, the 
defense effort made it necessary for the Federal Government to speed up com- 
pletion of that project and utilize its electricity in serving the defense plants 
in that area. 

Two years later the Norfolk Dam in Arkansas and the Denison Dam on the 
Texas-Oklahoma border were added to the organization’s jurisdiction, and a plan 
was made to connect the three projects with a high-voltage transmission system. 


TRANSFER TO THE INTERIOR 

Then, on August 30, 1948, the President transferred to the Secretary of the 
Interior all of the power-marketing functions that had been vested in the Federal 
Works Administrator and the Southwestern Power Administration. Thus SPA 
became a part of the Department of the Interior. 


INTERIOR TAKES OVER ARMY POWER PROJECTS 


In December 1944 the Secretary of the Interior was given charge of mar- 
keting in wholesale quantities the electric power generated at all projects con- 
structed by the Army throughout the United States. Early in 1945 the Interior 
Department allotted to SPA its present power supply territory, which is formally 
described as follows: 

“The States of Arkansas and Louisiana, that part of the States of Kansas and 
Missouri lying south of the Missouri River Basin, and east of the 98th meridian, 
and that part of the States of Texas and Oklahoma lying east of the 99th meridian 
and north of the San Antonio River Basin.” 

In this territory projects already completed and producing electricity are 
Norfolk, Bull Shoals, and Narrows Dams in Arkansas and Fort Gibson and 
Denison Dams in Oklahoma. 

The projects being constructed are Tenkiller Ferry Dam in Oklahoma and 
Whitney Dam in Texas, both of which will start production of power this year: 
Blakely Mountain Dam in Arkansas, which will start in 1954; and Table Rock 
Dam in Missouri, construction on which was begun only last year. 

After the fighting stopped in World War II, SPA turned back the Pensacola 
Dam to the State of Oklahoma and concentrated its efforts on building the neces- 
sary lines and making arrangements for disposing of the power from its other 
projects. In 1947-49 SPA constructed a line from Norfolk Dam to Denison Dam, 
running through Arkansas and Oklahoma in such a way that Bull Shoals, Fort 
Gibson, and Tenkiller Ferry Dams could be tied to it by building just a few miles 
of connecting lines. Since then SPA has constructed lines from that main grid to 
Walters, Okla.; to Anadarko, Okla.; and to West Plains and Essex, in Missouri. 


2S. Rept. 661, 8ist Cong., p. 5, on H. R. 3838. 
Information supplied by the Department of the Interior, the Southwestern Power 
Authority, and the Rural Electrification Administration. 
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THE PROBLEMS FACING SPA IN FLOOD CONTROL ACT OF 1944 


The Flood Control Act of 1944 outlined the purpose for which SPA’s hydro- 
electric power should be marketed: “To encourage the most widespread use 
thereof at the lowest possible rates to consumers consistent with sound business 
principles. * * * Preference in the sale of this power and energy shall be given 
to public bodies and cooperatives.” 

The same act charged SPA with returning to the Treasury sufficient money to 
recover the costs of transmitting the power, and to defray the costs of the proj- 
ects allocated to the production of power. This posed a real administrative 
problem for SPA for these reasons. The projects constructed by the Army 
are designed to operate at full capacity for only about one-third of a day. How- 
ever, to carry out the purposes of this act, namely, to encourage the most wide- 
spread use of this hydroelectricity and give preference to public bodies and co- 
operatives, it is desirable that SPA market as much of its power as possible to 
these statutory designated customers and the rural electric cooperatives, which 
serve isolated homes, farms, businesses, and industries. However, these prefer- 
ence customers require service that would be adequate and dependable 24 hours 
per day. 

If the Federal projects are to be operated to supply adequate and dependable 
power 24 hours a day it would lower the power output of the generators and 
thereby reduce the amount of power and the widespread use thereof by approxi- 
mately 60 percent. By selling power at reduced capacity, SPA would be for- 
going millions of dollars which otherwise could be returned to the Treasury and 
applied to the cost of constructing the flood-control projects. 

The SPA resolved this dilemma by concluding that the only solution was the 
addition of thermal plants of double or triple the capacity of the hydroelectric 
xvenerators so that the thermal plants could supply a base load of 24-hour-per- 
day power, and the power from the hydroelectric generators would add to the 
thermal power during the approximately 8 hours per day when power use is at 
its peak in the Southwest. 


SPA’S COMPREHENSIVE PLAN 


To explain this situation to the Congress and to be prepared after the cessation 
of hostilities for the efficient and economical marketing of the Government's 
hydroelectric power in the Southwest, in 1945 SPA produced a comprehensive 
plan. It showed the amount of thermal generation that would be required for 
proper utilization of the hydroelectric generators, and the miles of high-voltage 
lines which would be required to transmit this power to the load centers in 
SPA’s marketing area. 

In this report SPA proposed, in the words of the plan: 

“That wherever existing facilities could be used they would be substituted 
wherever possible for the parts of the comprehensive system that could be re- 
placed” ; and 

“That every effort would be made to secure the amounts of energy required 
from fuel-burning plants from existing systems and to the extent that such energy 
could be so secured the amount of fuel-burning generation proposed in the com- 
prehensive plan would be reduced.” 


SELLING ITS POWER 


While exploring possibilities, and negotiating with other power suppliers in 
the Southwest, it was necessary for SPA to sell the output of Norfolk and Deni- 
son Dams on a temporary basis to the private utility companies which had al- 
ready constructed lines to these dams. For its long-range administration, how- 
ever, SPA started early and has never ceased to negotiate with the private 
utility companies, the municipalities which owned their own generating plants, 
and the wholesale cooperatives which were constructing their own thermal gen- 
erating plants and transmission systems to serve their member distribution 
cooperatives. These negotiations were conducted by SPA in an effort to secure 
i program which would utilize existing thermal plants for the base load, and the 
unused capacity of existing transmission lines for the disposition of SPA’s hydro- 
electric power. 


INTEGRATION WITH PRIVATE UTILITIES 


First, SPA attempted to negotiate with all the major private utility companies 
within its area. However, there was disagreement among the individual utility 
companies as to how SPA’s system should be integrated. As a result, they could 
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not arrive at a solution which would permit SPA to serve its wholesale cus- 
tomers who were entitiled to preference under the law. 

Finally, in 1947, Mr. T. J. Lynch, the president of the Texas Power & Light Co. 
ugreed to negotiate separately with SPA, and a long-term contract was executed 
between SPA and Texas Power & Light Co. for one-half the output of Denison 
Dam. Under the terms of this contract, SPA has the use of the entire Texas 
Power & Light system for delivery of firm power to its rural electric cooperative 
customers in Texas. In turn SPA was to deliver compensating amounts of hydro- 
electric peaking power into Texas’ Power & Light system for use during hours 
when it was most valuable to Texas Power & Light. 

Immediately, the private and public power groups questioned the desirability 
and the longevity of this integration. In 1950, another agreement was made 
providing for the integration of SPA’s system with the systems of the two major 
Oklahoma utility companies, the Oklahoma Gas & Electric Co., and the Public 
Service Co. of Oklahoma. This contract became effective upon approval of its 
rates by the Federal Power Commission, early in 1951. 

At this same time, another contract similar to the Texas Power & Light Co. 
agreement was executed between SPA and the Southwestern Gas & Electric Co., 
of Shreveport, La. This contract provided for disposing of the output of the 
Narrows Dam on the Little Missouri River in southwestern Arkansas. This 
latter contract provides for the delivery of firm power by SPA over all the lines 
of Southwestern Gas & Electric Co. to rural electric cooperatives in Texas and 
Louisiana. Likewise, it calls for the delivery by SPA of the entire output of the 
Narrows Dam into the Southwestern Gas & Electric system during times when 
it is most valuable to that company. 

SPA believes that the Oklahoma contract is the best arrangement from all 
points of view, and is the pattern which it would like to apply throughout its 
area. The integration secured by this agreement is not limited to specific hydro- 
electric projects or to rural electric cooperatives as wholesale customers. It pro- 
vides for delivery by SPA of power and energy from its entire system into various 
points in the systems of the companies. At the same time SPA may deliver firm 
power from any point on the companies’ systems to any customer desiring SPA’s 
wholesale service. 


A SAVING IN INVESTMENT 


When the Oklahoma contract was consummated, SPA asked Congress to reduce 
its proposed appropriation by $6 million, which had been earmarked for lines no 
longer considered necessary. This was due to the fact that the use of existing 
facilities had been substituted for them under the provisions of the Oklahoma 
contract. 

At present, SPA is engaged in negotiating with 12 other private utility com- 
panies in its area on an arrangement which would allow SPA to serve wholesale 
customers with firm power at almost any point in its far-flung territory without 
building major additions to its present transmission system. 


REA WHOLESALE COOPERATIVES 


During all these negotiations with the private utility companies, SPA was also 
executing contracts with the wholesale cooperatives in its area. Most of them 
were in the process of planning or constructing their generation and transmis- 
sion systems. These contracts also provide for complete integration of the co- 
operative systems with the system of SPA. Thus SPA can use the excess capac- 
ity built into the lines. Likewise, SPA can serve other customers not served by 
the cooperatives, and can utilize the cooperatives’ thermal power for base load 
with SPA’s hydroelectric power added on top for peaking purposes. These whole- 
sale cooperatives are located in Texas, Oklahoma, Missouri, and Arkansas. 


HOW IT WORKS 


The story of Wetumka, Okla., is a good example of how SPA functions. 
Wetumka is a small town in east-central Oklahoma, with a population of 2,340. 
It owned its own electrical system. By 1950, however, its generating machinery 
was just about worn out. Replacement had been impossible during the years of 
war when strategic metals were under tight control. Rising costs during the 
postwar years caused Wetumka to look longingly to SPA for its low-cost whole- 
sale power supply. 
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The town is situated almost on top of SPA’s 132,000-volt line from Denison 
Dam. Wetumka’s total needs, however, were only 400 kilowatts, and it would 
not have been feasible to connect with this main grid for direct service. 

Then on April 20, 1951, Wetumka started receiving electric service from SPA, 
This was years before the town had hoped to, and it was received over facilities 
especially constructed for the purpose by the Public Service Company of Okla- 
homa 2 months after the integration between SPA and the private company 
became effective. 


SPA DAY 


In honor of the switch-throwing, Wetumka, which is noted throughout Okla- 
homa as the little town which puts on the big festivals, staged a day-long celebra- 
tion which was labeled “SPA Day.” They had a huge parade to start festivities, 
with more than 25 floats, 2 bands, a couple of Oklahoma saddle clubs, and other 
spectacular features. They imported a circus to keep the entertainment going. 
They staged contests between old fiddlers and contestants in other fields. They 
had a 2-hour speaking program in the evening which was broadcast statewide, 
and they climaxed the gala day by blocking off the main street and kicking 
their heels in a square dance which lasted until midnight. 


MOST UNUSUAL 


Most unusual, perhaps, was the sight of officials from both SPA and the public 
service company sitting together on the speakers’ stand and taking part one 
after the other in the speaking program. 


TWO YEARS LATER—THE PROOF 


That was early in 1951. Proof of the advantage of this cooperation for the 
Wetumkan who flips the switch and pays the bill was rather humorously set 
forth recently in the Wetumka Gazette, when its issue of April 2, 1953, carried 
these words: 

“Starting with a little over $2,000 in the till on June 30, 1951, when the city 
tied up with SPA, and after spending several thousand dollars for needed im- 
provements, the city still has accumulated $13,756.06 as of April 1. If we don’t 
spend it for needed improvements the city will probably need to set up a loan 
office soon for those unable to pay their electric bills.” 

Other municipalities served over the lines of the Oklahoma utility companies 
with wholesale power from SPA report similar stories of saving thousands of 
dollars within the past 2 years. 


FINANCIAL Status or SPA* 


ELECTRIC PLANTS AND RELATED ASSETS 


How large is the SPA operation? Compared with other large Federal power 
projects, SPA is a comparatively small-sized agency. As will be seen from the 
following table, the total assets for its electric utility plant, based upon original 
cost, are a little over $20 million, and its total assets, including electric plant, 
are under $30 million. 


1% Source: Southwestern Power Administration ; Financial Report, Southwestern Power 
Administration, Tulsa, Okla., Quarter Ended September 30, 1953. 
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Assets and liabilities, Sept. 30, 1953 


Assets and other debits: 
Electric utility plant at original cost: 
Utility plant in service (schedule 1) $13, 765 
Less accumulated depreciation and 
amortization________ ih ela 837, 176. 22 
- $12, 928, 559. ¢ 
Property held for future use_- 2, 319, 717. OS 
Less accumulated depreciation DO, 525. 


D6 

2, 269, 191. 5% 
Construction work orders in process of Classification— 1, 962, 606. : 
Construction work in progress (schedule 2)- : 3, 160, S86. - 
Other utility plant accounts___-~~_- 1, 094. 


Total electric utility plant___~_ es : 
Other property and investments: Special funds and trust 
funds on deposit— 


Current assets: 

Cash and appropriated funds_.........__._._.._- 7, 024, 160. : 
Deposit funds (Contra) (schedule 3) _- ; 126, 339. &$ 
Accounts receivable: 

Customers —__---~- panitaigide ; $441, 983. 5 

Other 

—— b, 159. 2 

Materials and supplies___ - 510, 439. 6 
Travel advances Sips 996. 
Other current and accrued as: ‘ets. (schedule 3)_ 122, 486. 


CI UROIS TO asida si se es ee este ne 


Deferred debits: Other deferred debits : 
Preliminary survey and investigation costs_ 
Clearing accounts (schedule 3)___ ss 
Miscellaneous deferred debits (se hedule 3). 


Total deferred debits_ ; $e f 45, 532. 81 


Total assets and other debits_______ : . 29, 588, 807.! 53 
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ELECTRIC PLANT IN USE 


In examining the principal item in the previous table, namely, the $13,765,735.18 
for electric utility plant, we note from the following figures that most of it is 
in transmission facilities, nearly $13 million, and a little over $800,000 only in 
general plant: 


Utility plant in service as of Sept. 30, 1953 





Balance, | Additions 
June 30, and adjust- 
1953 ments ihe. dill 


Balance, 
J 30, 


Transmission plant: 

340 Land and land rights 

341 Clearing land and rights-of-way 
342 Structures and improvements | , 753. 
343 Station equipment , 622, 933. (2, 092. 00)| 2, 620, 841. 38 
344 Towers and fixtures , 739. (336. 39) | 337, 402. 91 
345 Poles and fixtures | 3, 207, 076. (38. 69)| 3, 207, 038. 24 
346 Overhead conductors and devices_____.......------- _| 4, 666, 261. 288.48 | 4, 666, 549. 48 
362 Leased property on customers’ premises... -..._-..-- aC} eee 318, 676. 50 


Total, transmission plant 112, 953, 535. 50 (2, 092. 00)| 12, 951, 443. 50 


General plant: 
371 Structures and improvements___.__..__..__._-_---__-_| 3, 305. 27 | 
372 Office furniture and equipment--.__.-.-.....--.--....| 167, 320. 69 | 
373 Transportation equipment 434, 240. 37 
374 Stores equipment 7 42, 656. 51 42, 668. 51 
376 Laboratory equipment | 16, 644. 14 19, 818. 50 


| 169, 455. 12 
377. Tools and work equipment ; 98, 243. 51 3 100, 126. 76 
iy Saeeeee 


469, 091. 14 


378 Communication equipment 6, 354. 67 7, 774. 91 
Total, general plant | 768, 765. 16 43, 475.05 


812, 240. 21 
Retirement work in progress 4, 371. 50 | (2, 319. 43) | 


2, 052. 07 
Total, utility plant in service 13, 726, 672. 16 39, 063.62 | 13, 765, 735. 78 








CUSTOMERS OF SPA 


SPA now has a total of 46 customers. The RBA cooperatives lead with 26, 
while cities, private utilities and public authorities follow in that order. The 
exact breakdown and changes from last year are now indicated: 


Number of SPA customers 





Increase or 


This ‘ 7e8 
nis year Last year deenense 


|——___— 


ee ee 
Class of customer: 
Electric cooperatives 
Municipalities . 
Private electric utilities_ 
Public authorities (Government agencies) --.-._.........-- 


Total number of customers. 
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REVENUE RECEIVED BY SPA 


Let us now turn to the revenue received by SPA from its four kinds of customers, 
The following table indicates the amount of money paid to SPA. For the current 
quarter this amounted to $1,237.131. All the prior years yielded $16,154,439, and 
the total revenues received by SPA to date are $17,391,571: 


Revenues received 


Quarter 
|} ended Sept 


30, 1953 


July 1, 1953, 
to date 


Operating revenues: 
Sales to electric cooperatives _-- = $489, 520. 01 $489, 520. 01 
Sales to municipalities __- Sia aeeiinbtiit ‘ 100, 852. 80 100, 852. 80 
Sales to private electric utilities ___- 616, 320. 15 616, 320. 15 
Sales to public authorities (Government agencies) - - - 30, 438. 55 30, 438. 55 


Total operating revenues. -----.--- 1, 237, 131. 51 1, 237, 131. 51 
a 16, 154, 439. 79 


Total operating revenues to date - - ----- is ; ‘ .----+} 17,301, 871. 30 





The demand for electricity is increasing constantly. The same is true of 
SPA’s sale of energy to all of its customers, as shown below: 


Operating revenues, Sept. 30, 195. 


| Quarter ended Sept. 30, 1953 


| This year Last year Increases 


Revenue from sales of electrie energy: | 
Electric cooperatives | $489, 520. 01 $253, 054. 21 $236, 465. 80 
Municipalities ___--_____-- Pet ba A ak a eseke een cesee 100, 852. 80 41, 534. 26 59, 318. 54 
Private electric utilities 616, 320. 15 293, 006. 77 323, 313. 38 
Public authorities (Government agencies) - 30, 438. 55 | 25, 915. 20 4, 523. 35 


Total revenue from sales of electric energy --...-._------] 1, 237,131.51 | 613, 510. 44 623, 621. 07 


Fiscal year to date 


Revenue from sales of electric energy: | 
Electric cooperatives 2 | $489,520.01 | $253,054.21 | $236, 465. 80 
Municipalities | 100, 852. 80 | 41, 534. 26 | 59, 318. 54 
Private electric utilities | 616,320.15 | 293,006.77 323, 313. 38 
Public authorities (Government agencies) 30, 438. 55 | 25, 915. 20 4, 523. 35 


Total revenue from sales of electric energy 1, 237,131.51 | 613, 510. 44 623, 621. 07 





PERCENT VARIOUS CUSTOMERS PURCHASED 


It is of interest to note that from the beginning to date, 80.2 percent of all the 
power revenue received came from the private utilities, or $13,945,254.31. They 
were SPA’s best customers. Next, and with a much smaller amount, came the 
REA cooperatives with 16.3 percent of its power revenues or $2,836,356.48. 

The municipalities were third best customer, giving SPA 2.6 percent of its 
power revenues, or $455,055.35. Public authorities were responsible for only 
0.9 percent of the SPA power revenues, or $154,905.16. 
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COSTS OF OPERATIONS 


In connection with annual appropriations from Congress, the cost of SPA’s 
operations is always an important matter. All operating expenses for the quarter 
ended September 30, 1953, which is typical of present operations, amounted to 
$621,245.18. The cost of the entire SPA operation to date—$6,628,991—has not 
been large as compared with other Federal power operations: 


Operating expenses and related items, Sept. 30, 19538 


Quarter | " 4 
ended Sept. | July 7D ape 
‘ 1953 | to te 


Operating expenses: 
Production_. 
Transmission: 
Operation 
eieeseeote OO). 2. pia cencmebbunnseeewennneine ans e 
Miscellaneous - - Sich Whi luke ira Sgenieeniteeteele , 237. 
Customers accounting ‘and collecting expenses - pe See eee as Se 4, 020. 
Sales expenses -- 12, 630. 
Administrative and general expenses 143, 163. 
Total operating expenses 386, 176. 26 


CONSTRUCTION WORK IN PROGRESS 


In its latest financial report, SPA lists $799,896.30 for construction work in 
progress for the quarter ending September 30, 1953. The total amount of con- 


struction work beginning to date is $3,160,886.45, which is a comparatively small 
Federal program. 


CHAPTER III. THE SPA ContTINUING FuND” 


WHAT THE SPA CONTINUING FUND IS 


The continuing funds of the Southwestern Power Administration is not a 
congressional appropriation. Rather, it is a congressional authorization for the 
Southwestern Power Administration to use a part of the revenue that it receives 
from the sale of its power, up to a dollar limit that has been specified by Congress. 
The principal use for this fund is to purchase electric energy that firms up ex- 
isting power, or to lease electric transmission facilities. 

These arrangements are based upon contracts that are entered into between 
the Southwestern Power Administration and the private utilities, or, in the 
case of the present study, with the Rural Electrification Administration coopera- 
tives that are located in the marketing area of the Southwestern Power Admin- 
istration. The money from this continuing fund is used to pay either these utili- 
ties or the REA cooperatives once each month. 


THE $100,000 CONTINUING FUND 


The continuing fund was first provided for the Southwestern Power Admin- 
istration in 1944. Provision was made for it in the First Supplemental National 
Defense Appropriation Act of 1944. This act made $100,000 available to the 
Southwestern Power Adminisration from receipts of the sale of electric energy. 
It was to be used to defray emergency expenses as well as to insure continuous 
operation.” 


THE $300,000 CONTINUING FUND 


The continuing fund was provided for in the 1950 Interior Appropriation Act.” 
The 1950 Interior Appropriation Act authorized the Treasury to establish a con- 
tinuing fund of $300,000 out of the receipts of the Southwestern Power Admin- 
istration that were received from the sale of its energy. This included the 


15 Source : REA, Washington, D. C.; SPA, Washington, D. C. 
16 First Supple mental National Defense Appropriation Act, 1944, Public Law 216, Decem- 
ber 23, 1943, 57 Stat. 611, 621, 78th Cong., 1st sess., H. R. 3598, H. Rept. 822, p. 37. 


Hearings, House ggg ary!  cecceeeen First Supplemental National Defense Appro- 
priation Act for 1944, pp. 379-410 


17 Public Law 350, 81st Cong., October 12, 1949. 
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$100,000 continuing fund previously established. The continuing fund had 
two designated purposes. First, it was to insure the continuity of electric 
service and the continuous operation of that service. In addition, it was de- 
signed : 

“* * * to cover all costs in connection with the purchase of electric power 
and energy and rentals for the use of facilities for the transmission and dis- 
tribution of electric power and energy to public bodies, cooperatives, and pri- 
vately owned companies.” 


REPERENCES TO LEGISLATIVE HISTORY OF THE ACT 





The following references cover the actions of Congress on the continuing fund 
in various reports and the debates in Congress: 
¥ 1950 Interior Appropriation Act, Public Law 350, 8lst Congress, Ist session: 
‘s H. R. 3838: House Report 324, p. 7; Senate Report 661, pp. 45; House 
= Report 1380, p. 9 (amendment No. 7). 
Congressional Record (citations to daily record) : 
August 15, 1949, vol. 95, Congressional Record, pages 11646—64, 
11680-87. 
August 18, 1949, vol. 95, Congressional Record, pages 11967—74. 
August 19, 1949, vol. 95, Congressional Record, pages 12053-60. 
4 August 22, 1949, vol. 95, Congressional Record, page 12141. 
August 31, 1949, vol. 95, Congressional Record, A5929—42. 
Hearings: 
House Appropriations Committee, Interior Department appropriation 
bill for 1950, part 2: SPA, pp. 1-75; 755-2. 
Senate Appropriations Committee, Interior Department appropria- 
ent? for 1950, parts 1 and 2; SPA, pp. 104-12; 1291-1579; 1855-56; 
2024. 






























REFERENCES TO THE 1951 ACT 


For a record of the 1951 act, reference should be made to the following con- 
gressional sources : 
1951 General Appropriation Act, Public Law 759, 81st Congress, 2d session: 
H. R. 7786, Senate Report 1941, page 130. 
Hearings: 
Senate Appropriations Committee, Agricultural Appropriations for 
1951. 
Joint meeting of the Subcommittee on Agriculture and Subcommittee 
on Interior, pages 1057-1128; 1183-1468. 


LIMITING FUNDS AND CONGRESSIONAL APPROVAL 


In the Appropriation Act for the Department of the Interior for 1952, which is 
Public Law 136, 82d Congress, the 1950 act thereon was amended. Congress 
limited the amount of the continuing fund, and also required congressional 
approvals. These conclusions were developed in a conference committee. Con- 
gress provided : 

“That expenditures from this fund to cover such costs in connection with the 
purchase of electric power and energy and rentals for the use of facilities are 
to be made only in such amounts as may be approved annually in appropriation 
acts and for the fiscal year 1952 such expenditures may be made not in excess 
of $250,000.” 


sic ae seat Se naan i Ra PRA haa AS sae 


REFERENCES TO THE 1952 ACT 















The following congressional references indicate the legislative history and 
debates upon the 1952 Interior Appropriation Act that relate to the continuing 
fund: 
1952 Interior Appropriation Act, Public Law 136, 52d Congress, 1st session: 
H. R. 3790, Senate Report 499, p. 6. 
Congressional Record (citations to daily record) : 
April 23, 1951, vol. 97, Congressional Record, pages 4254-57. 
April 24, 1951, vol. 97, Congressional Record, pages 4405-12. 
July 5, 1951, vol. 97, Congressional Record, pages 7805-07. 
July 9, 1951, vol. 97, Congressional Record, pages 7961-71; 7975-83. 
July 10, 1951, vol. 97, Congressional Record, pages 8023-46. 
July 11, 1951, vol. 97, Congressional Record, pages 8125-31. 
August 17, 1951, vol. 97, Congressional Record, pages 10425-26; 10429. 
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Hearings: 
House Appropriations Committee, Interior Department appropriations 
for 1952: Part 1, pp. 118-52; part 2, pp. 1593-1634. 
Senate Appropriations Committee, Interior Department appropria- 
tions for 1952: Part 1, pp. 597-802 ; part 2, pp. 1717-26 ; 1839-40; 1951-54. 


1953 APPROPRIATION 


For the fiscal year 1953, Congress appropriated $1 million for the continuing 
fund. 


REFERENCES TO THE 1953 ACT 


The following congressional documents relate to the actions of Congress on the 
1953 act pertaining to the Southwestern Power Administration: 
1953 Interior Appropriation Act, Public Law 470, 82d Congress, 2d session : 
H. R. 7176, House Report 1628, pages 3-4: Senate Report 1803, page 3; 
House Report 2451, page 5 (amendment No. 4). 
Hearings: 
House Appropriations Committee, Interior Department appropriations 
for 1953: Part 1, pp. 46-85; part 4, pp. 1577-1609. 
Senate Appropriations Committee, Interior Department appropria- 
tions: pages 55-76; 1289-95; 1305-1428. 

















REA GENERATING COOPERATIVES AND FEBRUARY 28, 1954 DEADLINE 




































As a result of the action of Congress in connection with its fiscal 1954 appro- 
priation, the Department of the Interior entered into interim contracts with Cen- 
tral Electric Power Cooperative of Missouri and Western Farmers Electric 
Cooperative of Oklahoma. These contracts are due to expire February 28, 1954, 
the final date authorized by Congress for the use of the continuing fund for fiseal 
1954 in connection with certain REA federated cooperatives. These two REA 
cooperatives were the only REA borrowers with completed generating or trans- 
mission facilities that were affected by the conditions for the use of the South- 
western Power Administration’s continuing fund which was limited in its activ- 
ities as a result of the above congressional actions for fiscal 1954. 

The Department of the Interior has requested an extension of the congressional 
deadline of February 28, 1954, to June 30, 1954, because the negotiations between 
the REA federated cooperatives, the Department of the Interior and other sup- 
pliers in the area for a permanent arrangement have not been concluded. In 
order that the REA generating cooperatives might be in a position to carry out 
their operations in an orderly manner between now and the end of fiscal 1954, 
at least three necessary conditions are indicated: (1) The extension of the 
February 28, 1954, deadline to June 30 by Congress. (2) The corresponding 
extension of the existing interim contracts between Central Electric Power 
Cooperative and Western Farmers Electric Cooperative, on the one hand, and the 
Department of the Interior on the other. (3) Similar suitable contracts should 
be entered into between the Department of the Interior and such other REA 
federated cooperatives having lease-operating arrangements with the Depart- 
ment of the Interior as may have facilities completed between now and June 30. 


























CHAPTER IV. THE REA PowER CoopEeRATIVES 


REA LOANS FOR GENERATION-TRANSMISSION LOANS 





Statutory provisions 


In addition to its basic statutory authority to make loans for distribution lines 
that carry the electric service to the individual establishments, the Rural Elec- 
rification Act makes specific provision for loans to generate electricity and to 
transmit it: 

“Sec. 4. The Administrator is authorized and empowered, from the sums herein- 
before authorized, to make loans for rural electrification to persons, corporations, 
States, Territories, and subdivisions and agencies thereof, municipalities, peo- 
ples’ utility districts and cooperative, nonprofit, or limited-dividend associations 
organized under the laws of any State or Territory of the United States, for the 
purpose of financing the construction and operation of generating plants, electric 


18 Source : Rural Electrification Administration, Washington, D. C. 
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transmission and distribution lines or systems for the furnishing of electri: 
energy to persons in rural areas who are not receiving central station service 
*** ”” TItalics supplied. ] 


Dilis ss ROM 


Basis of such legislation 

Congress inserted this provision in order to provide for a source of power where 
none might be available. This was due to the fact that REA was providing 
service on an area basis. Often, hinterlands were removed from all sources of 
power. 


7 . ay Ye - 
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APPROPRIATION FOR FISCAL 1954 


































¥ For the fiscal year 1954, Congress made available to the Southwestern Power 
ES Administration, from its continuing fund, $1,200,000. However, the conference 
" report limited the use of such funds for implementing the REA cooperative con- 
tracts to February 28, 1954. In addition, Congress provided further that no 
funds were to be used for the purpose of implementing existing contracts with 
REA cooperatives which provide for the lease-purchase of transmission or gen- 
erating facilities. 


sleehdlecne aii Ast 


REFERENCES TO THE 1954 ACT 





The following references relate to the actions of Congress on the 1954 Interior 
Appropriation Act concerning the Southwestern Power Administration: 
1954 Interior Appropriatoin Act. Public Law 172, 83d Congress, lst session: 
H. R. 4828: House Report 314, page 3; Senate Report 445, page 4; House 
Report 947, page 5 (amendment No. 6). 
Congressional Record (citations to daily record) : 
April 27, 1953, volume 99, Congressional Record, pages 4064; 4070; 
4074-75. 
April 28, 1953, volume 99, Congressional Record, pages 4181-92 ; 4210; 
A2355-56. 
July 27, 1953, volume 99, Congressional Record, pages 10168—70: 
' 10310-12 ; 1031447 ; 10318-22. 
Es Hearings: 
: House Appropriations Committee, Interior Department Appropriation 
for 1954: Part 1, pp. 361-406; Part 2, pp. 429-578. 
Senate Appropriations Committee, Interior Department Appropriation 
for 1954: Part 1, pages 104-27; part 2, pages 1266-68 ; 1274-1308; 1323-— 
33 ; 1425-1521; 1617-27 ; 1724-31; 2141-77 ; 2353-56. 


Sarasin RS. 


PRESENT CONGRESSIONAL REQUESTS FROM INTERIOR 






On January 27, 1954, the Department of the Interior addressed letters to the 
Senate and House Appropriations Committees. In them, the Department of 
Interior requested that the February 28, 1954, deadline on the purchase of power, 
and the rental of facilities by the use of funds from the Southwestern Power 
Administration’s continuing fund be extended until June 30, 1954. 










INTERIOR BUDGET REQUESTS FOR FISCAL 1955 
















In the budget for the fiscal year 1955 (p. 718), which begins on July 1, 1954, 
the Department of the Interior has requested $1,030,000 for operation and main- 
tenance of the Southwestern Power Administration’s program. Accordingly, the 
Southwestern Power Administration is now requesting funds for the purchase of 
power and the rental of facilities. 

Of the $1,030,000 request for fiscal 1955, $450,000 will be used for the purchase 


FE of power and rental of facilities. This sum takes the place of the amounts for- 
c merly requested for the continuing fund. The total needed for operation and 
: maintenance for fiscal 1955 is $1,550,000. A lesser amount was requested due 


to a carryover. 
The above amounts provide for cooperation with the REA generating coopera- 
tives on some new basis. However, they do not contemplate the continuation of 
5 the old contracts between the REA cooperatives and the Southwestern Power 
f Administration. Additional funds would be required if Congress wants to con- 
tinue the old contracts that were entered into by the REA generating cooperatives 
and the Southwestern Power Administration. 


1® Rural Electrification Act of 1936, as amended, sec. 4. 
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Another basis for the provision for generating plants and transmission lines 
in the Rural Electrification Act was the necessity of obtaining electricity at 
wholesale rates which would make the projects economically feasible and 
thereby repay the Government loan as required by this act: 

“Loans under this section and section 5 shall not be made unless the Adminis- 
trator finds and certifies that in his judgment the security therefor is reasonably 
adequate and such loan will be repaid within the time agreed * * *.” 

The private utilities generally were not convinced of the permanent nature of 
these early REA systems. They did not particularly like this kind of com- 
petition which they regarded as of a transitory nature. The wholesale rates 
commonly quoted were excessive, if these projects were to pay out. Conse- 
quently, the REA cooperatives were constantly seeking loans for generating 


plants and transmission lines, The same was true of the REA borrowers in the 
SPA area. 
















HISTORY OF THE REA LOANS TO GENERATING COOPERATIVES IN SPA AREA 
The six REA generating cooperatives 


Let us turn now to the REA power cooperatives in the SPA area and review 
their origin and progress to date. Although there are six such generating 
cooperatives, and they are as follows: 

1. KAMO Electric Cooperative, Vinita, Okla. (Arkansas 32).” 

2. Western Farmers Electric Cooperative, Anadarko, Okla. (Oklahoma 32). 
3. Sho-Me Power Corp., Marshfield, Mo. (Missouri 59). 

4. M. and A. Electric Power Cooperative, Poplar Bluff, Mo. (Missouri 60). 
5. Central Electric Power Cooperative, Jefferson City, Mo. (Missouri 71). 
6. N. W. Electric Power Cooperative, Cameron, Mo. (Missouri 72). 


Chronological list of loans 


From the following chronological tabulation we can see the origin of the REA 
loans to these power cooperatives. The first one began in 1941 and they con- 
tinued until October 1951. The total of all these REA loans for these 6 power 


cooperatives was $77,082,037. The dates, the borrowers, and the amounts are as 
follows: 































Borrower Amount 








May 1941 












eek ee elise eae bates BEE aa ade eee ae oe EE eee o ctu oaeke ete naa $58, 000. 00 
UD EL 5 cic covesnctetenceen evn ene a= ee ASRS ok KAMO. p4ane..-. 200, 000. 00 
ER ee Western Farmers. ___---_-_- 4 500, 000. 00 
RR ee Sentai mentee ieetinkelent EE nah coo peed nines sen 1, 542, 000. 00 
PED MO Sane nca cess giereens spot ap aasataudee as teas NES cs cab whack een dect as 1, 985, 490. 45 








This loan was originally approved in the amount of $4,275,000, but was later 
reduced to $1,985,490.45. 
























Date Borrower | Amount 
accra ssiaiatainiantapackane sehabenisatpalionimnciaics Western Farmers-......-.-..- $427.00 00 
NED ok oon ckslnanedeenbos sagnecesnessmtises way IS tat a capes akene ean 169, 346. *2 
a TE aki. ern on ie sa ck cc hs Soe st whe ccc ces [ome TE Lcececeundesocandéiindads 





The above two loans to Sho-Me represent an assumption of indebtedness and 
assignment of funds that originally were loaned by the REA to the Howell- 


Oregon Electric Cooperative, West Plains, Mo., in May 1947. They were assigned 
to Sho-Me in April 1952. 














Borrower Amount 


———_. 


April 1948. _- 











ES rn cektinabeesttde $251, 546. 24 











2 Tbid. 


21 (Arkansas 32) and the following are the designations used by REA to identify the 
project in that State. 
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Originally, this loan was for $340,000, but $52,812.84 and $35,640.92 of the 
indebtedness was transferred to another borrower, thereby reducing the loan to 
$251,546.24. 


Date Borrower Amount 


Ma icici ensance sia iaeaiiaiaiancaatieiei init ee ....-| M and A Electric $2, 900, 000 


March 1949.._......-- OR ea ITY Sho-Me Sgn E 2, 600, 000 
November 1949. ._..---_- WEES Scott cenbsainh esis aaa do a | 2, 000, 000 
a Se BO ‘ | Central Electric............. 11, 350, 000 





These two loans to Sho-Me and Central Electric were approved on November 
21, 1949, and are generally considered the first of the loans involved in the 
SPA arrangement. 





Date Borrower Amount 
JU Eick dic ccccennsiobvancphotdkesnd dein eako magne BO cid cibecinpniccion $18, 393, 000 
a a a eet engage Western Farmers. .........--- 12, 555, 000 
aso iiKili> ~Riahid thsi oa cade ote’ 3 a 2 ee 2 aoe 458, 000 
DN ics crite angie tleeindiaibeamnted aiid abate a 10, 533, 000 
I Bsa Gesindinka cent deseccccasctacwunenbsseonnne | Sho-Me Seaman cieene 1, 052, 000 
BOG. a cpbthods cankieswbda awake bint lattice ciclo osteln oT L ac kde idk 5, 477, 000 
Di EE itn. 25 on ok. . ackcadelad dob owned sews <eenae | Central Electric............. 2, 538, 000 
January 1952. ._.--- Scena nee pees wnnennin | Df and A Hiectric..........-. 100, 000 
RI atten op cc Snes cnculins bcesresenecinens Western Farmers. .- -- S 1, 367, 000 
} ee 
Ee oe a idee dabhaidacs aie eet cc Tl lh 77, 082, 037 


What these loans were for 


Let us now examine the loans made to each of these cooperatives and see 
the purposes for which they were made and the various REA cooperatives that 
each of these generating cooperatives was to serve. 


KAMO Electric Cooperative, Inc., Vinita, Okla. 


The first REA loan for transmission lines was made to the KAMO Electric 
Cooperative, Inc., of Vinita, Okla. The REA State designation is Arkansas— 
32—Benton and this loan was approved in May 1941, for $58,000. Subsequent loans 
for this project were approved as follows: $200,000 in June 1941; $1,542,000 in 
October 1941; $468,000 in October 1950; and $10,533,000 in December 1950. 

These loans totalling $12,801,000 were approved in order to finance the con- 
struction of transmission facilities to serve 15 member distribtuion cooperatives. 
‘To date, $9,611,645 in loans has been advanced to this transmission cooperative. 
It has built 382 miles of transmission line. This system is partially in operation 
with power from Grand River Dam Authority, which is an Oklahoma State 
Authority ; 743 miles of transmission line in the proposed 1,125-mile transmission 
system have not been completed. 

The REA distribution cooperatives served by the KAMO Electric Cooperative 
include 3 in Arkansas, 3 in Kansas, 8 in Missouri, and 7 in Oklahoma. They are 
as follows: 

Arkansas Valley Electric Cooperative Corp., of Ozark, Ark., (Arkansas 13 
Johnson). 

Carroll Electric Cooperative Corp., of Berryville, Ark. (Arkansas 18 Carroll). 

Ozark Rural Electric Cooperative Corp., of Fayetteville, Ark. (Arkansas 24 
Washington). 

The Sekan Electric Cooperative Association, Inc., of Girard, Kans. (Kansas 
ol Crawford). 

Sugar Valley Electric Cooperative Association, of Mound City, Kans. (Kansas 
36 Linn). 

Twin Valley Electric Cooperative, Inc., of Altamont, Kans. (Kansas 50 
Labette). 

Barton County Electric Cooperative, of Lamar, Mo. (Missouri 28 Barton). 

Ozark Electric Cooperative, of Mount Vernon, Mo. (Missouri 30 Lawrence). 

Osage Valley Electric Cooperative Association, of Butler, Mo. (Missouri 37 
Bates). 
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White River Valley Electric Cooperative, Inc., of Branson, Mo. (Missouri 46 
Taney). 

New-Mac Electric Cooperative, Inc., of Neosho, Mo. (Missouri 48 Newton). 

Southwest Electric Cooperative, of Bolivar, Mo. (Missouri 53 Polk). 

Sac-Osage Electric Cooperative, Inc., of El Dorado, Mo. (Missouri 55 Cedar). 

Barry Electric Cooperative, of Cassville, Mo. (Missouri 69 Barry). 

Northwest Oklahoma Electric Cooperative, Inc., of Vinita, Okla. (Oklahoma 
19 Craig). 

East Central Oklahoma Electric Cooperative, Inc., of Okmulgee, Okla. (Okla- 
homa 23 Okmulgee). 

Central Rural Electric Cooperative, of Stillwater, Okla. (Oklahoma 24 Lin- 
coln). 

Verdigris Valley Electric Cooperative, Inc., of Collinsville, Okla. (Oklahoma 
25 Rogers). 

Indian Electric Cooperative, Inc., of Cleveland, Okla. (Oklahoma 28 Pawnee). 

Cookson Hills Electric Cooperative, Inc., of Stigler, Okla. (Oklahoma 35 
Haskell). 

Lake Region Electric Cooperative, Inc., of Wagoner, Okla. (Oklahoma 37 
Wagoner). 


Western Farmers Electric Cooperative, Anadarko, Okla. 


The first REA loan that was made to the Western Farmers Electric Coopera- 
tive, of Anadarko, Okla., (Oklahoma 32 Comanche) for generation and trans- 
mission was approved in July 1941. It was in the amount of $500,000. Subse- 
quent REA loans were approved as follows: $427,000 in May 1946; $12,555,000 
in January 1950; and $1,367,000 in October 1952. These loans, totalling $14,- 
849,000 were for generation and transmission facilities to provide wholesale 
power to 11 member REA cooperatives. 

To date, a total of $12,901,085 has been advanced to this borrower. Six- 
hundred miles of transmission line have been completed, and a 30,00 killowatt 
capacity steam plant has been completed, and is being tested. The system is 
partially in operation with power obtained in part from a diesel plant, and some 
SPA power. An additional 350 miles of transmission line are still to be built. 
This will bring the total to 950 miles of transmission line for the system when it 
is completed. The RBA distribution cooperatives served by Western Farmers 
Electric Cooperative are: 

Cimarron Electric Cooperative, of Kingfisher, Okla. (Oklahoma 1, Kingfisher). 

Caddo Electric Cooperative, of Binger, Okla. (Oklahoma 6, Caddo). 

Oklahoma Electric Cooperative, of Norman, Okla. (Oklahma 10 Cleveland). 
Alfalfa Electric Cooperative, Inc., of Cherokee, Okla. (Oklahoma 12 Alfalfa). 

Southwest Rural Electric Association, Inc., of Tipton, Okla. (Oklahoma 15 
Tillman). 

Northfork Electric Cooperative, Inu., of Sayre, Okla. (Oklahoma 18 Beckhan). 

Rural Electric Cooperative, Inc., of Lindsay, Okla. (Oklahoma 20 Garvin). 

Kiwash Electric Cooperative, Inc., of Cordell, Okla. (Oklahoma 21 Wachita). 

Cotton Electric Cooperative, of Walters, Okla., (Oklahoma 22 Cotton). 

Harmon Electric Association, Inc., of Hollis, Okla. (Oklahoma 26 Harmon). 

Northwestern Electric Cooperative, Inc., of Woodward, Okla. (Oklahoma 31 
Woodward). 


Sho-Me Power Corp., Marshfield, Mo. 


RBA made its first loan to the Sho-Me Power Corp. of Marshfield, Mo. in June 
1942. Originally ,it was approved for $4,275,000. Subsequently, however, it was 
reduced to $1,985,490.45. A second loan was approved in April 1948 for $340,000. 
Later it was reduced to $251,546.24. Three subsequent loans were approved as 
follows : $2,600,000 in March 1949; $2 million in November 1949; and $1,052,000 
in August 1951. 

In addition to these loans, there were two assumptions of indebtedness. One 
was for $615,633, for a loan dated May 1947, and another one was for $169,366, 
on a loan that originally was loaned in February 1947. 

These loans, totaling $8,674,036.69, were made for the construction of 340 miles 
of transmission line to deliver power to 11 REA member distribution coopera- 
tives. To date, $8,031,847 of the loan funds have been advanced to this power 
cooperative. The construction of the entire 340 miles of transmission line has 
been completed. The system is in operation at present and is obtaining power 
from SPA, and small hydro and diesel plants. 
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The REA distribution cooperatives served by Sho-Me are as follows: 

Intercounty Electric Cooperative Asseciation, of Licking, Mo. (Missouri 18 
Texas). 

Q.ark Border Electric Cooperative, of Poplar Bluff, Mo. (Missouri 33 Butler) 

Laclede Electric Cooperative, of Lebanon, Mo. (Missouri 48 Laclede). 

White River Valley Electric Coopertaives, Inc., of Branson, Mo. (Missouri 46 
Taney). 

Three Rivers Electric Cooperative, of Linn, Mo. (Missouri 45 Osage). 

Southwest Electric Cooperative, of Bolivar, Mo (Missouri 53 Polk). 

Howell-Oregon Electric Cooperative, Inc., of West Plains, Mo. (Missouri 49 
Howell). 

Crawford Electric Cooperative, Inc., of Bourbon, Mo. (Missouri 54 Crawford). 

Webster Electric Cooperative, Inc., of Marshfield, Mo. (Missouri 66 Webster). 

Se-Ma-No Electric Cooperative, Inc. of Mansfield, Mo. (Missouri 67 Wright). 

Gascosage Electric Cooperative of Dixon, Mo. (Missouri 68 Pulaski). 

1 € A Electric Power Cooperative, Poplar Bluff, Mo. 

The first loan made by the REA to the M & A Electric Power Cooperative of 
Poplar Bluff, Mo. (Missouri 60 Ripley), was approved in May 1948. It was for 
$2,900,000. One subesquent loan for $100,000 was approved in January 1952. 

These loans, totaling $3 million, were to build 144 miles of transmission line, 
and a 10,000 kilowatt diesel plant at Poplar Bluff in order to provide wholesale 
power to 9 REA member distribution cooperatives. The full amount of the 
loans has been advanced. Both the powerplant and the transmission system are 
in operation at present, serving the distribution cooperatives. It uses a small 
amount of additional SPA power. The REA distribution cooperatives served 
by this power system in Arkansas and Missouri are as follows: 

Craighead. Electric Cooperative Corp., of Jonesboro, Ark. (Arkansas 9 
Craighead). 

Clay County Electric Cooperative Corp., of Corning, Ark. (Arkansas 23 Mis- 
sissippi). 

North Arkansas Electric Cooperative, Inc., of Salem, Ark. (Arkansas 26 Ful- 
ton). 

Pemiscot-Dunklin Electric Cooperative, of Hayti, Mo. (Missouri 12 Pemiscot). 
Scott-New Madrid-Mississippi Cooperative Association, of Sikeston, Mo. (Mis- 
souri 31 Mississippi). 

Black River Electric Cooperative, of Ironton, Mo. (Missouri 38 Reynolds). 

Ozark Border Electric Cooperative, of Poplar Bluff, Mo. (Missouri 33 Butler). 

Howell-Oregon Electric Cooperative, Inc., of West Plains, Mo. (Missouri 49 
Howell). 


Central Electric Power Cooperative, Jefferson City, Mo. 

In November 1949, REA made its first loan to Central Electric Power Co- 
operative of Jefferson City, Mo. It was for $11,350,000. One subsequent loan 
was approved in November 1951, for $2,538,000. This brings the total of loans 
approved to this cooperative to date to $13,888,000. 

Of this amount, Central Power Cooperative has received advances totaling 
$12,478,619. This is intended to build generation and transmission facilities to 
serve 6 distribution co-ops over 518 miles of transmission line. 

In addition to providing funds for construction of the transmission lines, 
the REA loan is to finance the construction of a steam plant at Chamois, Mo., 
with a capacity of 15,000 kilowatts. This steam plant is now under construction. 
The system is partially in operation, obtaining its power from SPA to deliver 
to its member cooperatives over 518 milies of completed transmission line. To 
date, $12,478,619 of the loan funds approved has been advanced to this borrower. 
The REA Co-ops served by this borrower are as follows: 

Boone Electric Cooperatives, of Columbia, Mo. (Missouri 19). 

Howard County Electric Cooperative Association, of Fayette, Mo. (Missouri 
22). 

Callaway Electric Cooperative, of Fulton, Mo. (Missouri 24). 

Consolidated Electric Cooperative, of Mexico, Mo. (Missouri 36). 

Three Rivers Electric Cooperative, of Lynn, Mo. (Missouri 45). 

Sho-Me Power Corporation, of Marshfield, Mo. (Missouri 59). 


76239—56——- 46 
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Northwest Electric Cooperative, Cameron, Mo. 


The first REA loan to Northwest Electric Power Cooperatives, Inc., of Cam- 
eron, Mo. was approved in January 1950. It was for $18,593,000. <A subse- 
quent loan for $5,477,000 was approved in August 1951. These loans, totaling 
$23,870,000, were to build a steam plant at Missouri City with 40,000 kilowatt 
capacity, and 861 miles of transmission line to carry the power to eight REA 
cooperatives, To date, $18,770,755 of these loans has been advanced. 531 
miles of transmission line have been completed, and the steam plant is under 
construction, However, the system is not yet in operation. The REA distribu- 
tion cooperatives which it will serve are as follows: 

Northwest Missouri Electric Cooperative of Savannah, Mo. (Missouri 27 An- 
drew). 

Atchison-Holt Electric Cooperative of Rockport, Mo. (Missouri 32 Atchison). 

Platte-Clay Electric Cooperative, Inc. of Platte City, Mo. (Missouri 41 Platte). 

Farmers Electric Cooperative of Chillicothe, Mo. (Missouri 42 Caldwell). 

Grundy Electric Cooperative, Inc. of Trenton, Mo. (Missouri 44 Grundy). 

Nodaway-Worth Electric Cooperative, Inc. of Maryville, Mo. (Missouri 51 Noda- 
way). 

North Central Missouri Electric Cooperative, Inc. of Milan, Mo. (Missouri 56 
Sullivan). 

West Central Electric Cooperative, Inc., of Higginsville, Mo. (Missouri 50 
Lafayette). 


Bird’s-eye view of status of power co-ops 


Here is a tabular summary of all six of the REA power cooperatives in the SPA 
area. The designations are the official ones used by REA to identify these 
projects. In quick order we can visualize individual and total loans approved ; 
actual amount of funds advanced to these power cooperatives; the number of 
REA co-ops they serve; the miles of lines proposed; the miles of lines actually 
built ; their generating capacity, if any ; and the present status of these systems: 
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REA POWERPLANTS BRING RATES DOWN 





From the beginning of REA, loans for powerplants have been instrumenta! 
in reducing the previous costs of wholesale power to the REA borrowers up to 
50 percent or more in the areas directly concerned, and to a significant extent 
elsewhere: 

“Although the power to finance generating and transmission facilities has 
been used sparingly, as is evidenced by the fact that allotments for this purpose 
represent only 9.1 percent of total allotments, the existence of this authority has 
been a strong factor in the reduction in wholesale power rates to cooperatives, 
in some cases, of over 50 percent. The greatest reductions have been in those 
areas where cooperative plants were built or proposed but the rate reductions 
in these areas have influenced the trend in rates in other areas.” * 

Likewise, such REA power loans have resulted in large savings to coopera- 
tives that were distributing such power. 

“In addition to effecting reductions in power company wholesale rates to dis- 
tribution cooperatives, REA loans have also made available cooperative-gen- 
erated power at rates substantially lower than those offered by the power 
companies before the construction of the cooperative generating facilities was 
considered. The following table shows (A) the annual savings accruing to 
distribution cooperatives through the purchase of energy from REA-financed 
generation-transmission cooperatives which supply power to more than one dis- 
tribution cooperative, and (B) the annual savings to borrowers resulting from 
reduction in wholesale power rates of power companies directly affected by 
REA allotments for generation-transmission facilities to serve more than one 
distribution cooperative :” * 


















ANNUAL SAVINGS IN THE Cost OF POWER SUPPLIED TO REA CooPERATIVES ATTRIB- 
UTABLE TO REA ALLOTMENTS FOR GENERATION AND TRANSMISSION 





A. Savings accruing to distribution cooperatives through the purchase of energy 
from REA-financed generation-transmission cooperatives which supply power 
to more than 1 distribution cooperative 





Present average 





Average rate of 
power companies 
before REA 
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rate charged to 
member distri- 
bution coopera- 
tives by REA- 











Annual savings 
based on present 
amount of 


generating energy purchased 

plant was R.. by distribution 

considered transmission cooperatives 
cooperatives 


Cents per Cents per 

Minnesota, North Dakota, and Wisconsin: kilowatt-hour kilowatt-hour 

Dairyland Power Cooperative - --------.------- 1.8 1.28 $330, 000 

Rural Cooperative Power Association -----.--- 1.8 1.14 92, 000 

Border Counties Power Cooperative --..-..-..- 1.8 1. 50 3, 600 
; Minnkota Power Cooperative. -.-_......-.-.--- 1.8 1.33 42, 000 
owa: 

Federated Cooperative Power Association - - - | 1.5 1.00 110, 000 

Central Electric Federated Cooperative Asso- | 

ciation ------ 5 . 99 82, 000 





659, 600 





—— 





™ Rural Electricfication Planning, hearing before a subcommittee of the Committee on 








Interstate and Foreign Commerce, House of Representatives, 79th Cong., Ist sess., on 
H. R. 1742, a bill to amend the Department of Agriculture Organic Act of 1944 to facili- 
tate the use of certain funds therein provided for the Rural Electrification Administration, 
and for other purposes, June 13, 14, 15; October 16, 17, 18, 19, 30, and November 2, 1945. 
Exhibit A, Opinion No, 4506, November 24, 1942. Opinion for Harry Slattery, Admin- 
istrator, Rural Electrification Administration, 443. 

% Ibid., pp. 443-444. 
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B. Savings resulting from reductions in the wholesale power rates of power 
companies, directly effected by REA allotments for generation-transmission 
facilities to serve more than 1 distribution cooperative 


Average rate Annual sav- 

of power ings to co 

companies Present operatives 

Cooperatives and power companies before REA | average based on 
generating rate present vol- 
plant was ume of power 

considered purchased 


Texas: Cents per | Cents per 
Brazos Transmission Cooperative and Farmers Generation | kilowatt-hour! kilowatt- 
and Transmission Cooperative: hour 
(a) Texas Power & Light Co Mie , 0. 56 
(6) Southwest Gas & Flectric Co ; / 2 56 
(c) Texas Flectric Service Co__..____-- ; 25 56 
(d) Central Power & Light Co 4 ic. = Se 3! 70 
(e) Gulf States Utility Co-__- wba ‘ 24 . 825 
Arkansas, Louisiana, and Oklahoma: 
Ark-La Coonerative; Kamo Cooperative; Western 
Coonerative: 
(a) Oklahoma Gas & Electric Co 
(6) Arkansas Power & Light Co 
(c) Public Service Co. of Oklahoma 
(d) Louisiana Power & Light Co-- 
Minnesota, Wisconsin, and North Dakota: 
Dairyland Cooperative and other generation and transmission 
cooperatives in those areas: 
(a) Northern States Power Co-___.-- ue Tac. 
(b) Interstate Power Co---.......--.---- 
(c) Otter Tail Power Co 
lowa: 
Federated Cooperative Power Association and Central Elec- 
tric Federated Cooperative Association: 
(a) Iowa Electric Light & Power Co 
(6) Iowa Public Service Co_- 
Alabama: 
Alatama Electric Cooperative: 
(a) Alabama Power Co 
Missi&sippi: 
Mississippi Electric Power Association: 
(a) Mississippi Power Co adios if a 81, 
(6) Mississippi Power & Light Co____--_--_-- ; 2: 56 49, 
Georgia: 
Georgia Electric Membership Corp.: 
(a) Georgia Power Co wale . 25 , 269, 000 
(6) Georgia Power & Light Co _____-- eee ae y 2 31, 000 
South Carolina and North Carolina: 
South Carolina Electric Cooperative (Inc.): 
(a) Carolina Power & Light Co__.__._-.------ ae onl . 75 90, 000 


i Total savings in purchased power------------------------ Jie , 606, 000 
otal savings from generation = ‘ 659, 600 


Grand total annual savings ee dg oad 2, 265, 600 


With reference to the preceding tables, the Administrator of the REA sum- 
marizes the savings as follows: 

“Table (A) shows the power company average wholesale rates before con- 
struction of the REA-financed generating plants was considered, the rates at 
which power is now being delivered to the member distributing cooperatives by 
the generating cooperatives, and the annual savings to the distribution coopera- 
tives based on the savings realized during the first 6 months of 1945. Table (B) 
shows the power company average wholesale rates before construction of the 
REA-financed generation-transmission facilities was considered, the average 
rates now charged by the power companies, and the annual savings to the 
cooperatives based on energy requirements during the first 6 months of 1945. 
It should also be noted that table (B) includes only savings directly effected by 
the generating cooperatives and does not include savings resulting from rate 
reductions made by many other power companies operating in the same general 
areas.” * 

These savings, we learn, do not include single REA borrowers, which, too, 
have lowered their own rates, and have effected reductions in the area generally. 


* Ibid., pp. 444-445. 
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Likewise, private power companies lowered rates to other REA co-ops in the 
same areas: 

“The tables do not include savings resulting from REA allotments for the 
construction of generating facilities for the needs of single distribution coopera- 
tives. To have included the cooperatives generating power solely for their own 
use would have increased the.total savings shown. However, these were omitted 
in order not to lengthen unduly this presentation. Several such allotments were 
made, in most instances because of inadequacy of power supply or refusal of 
power companies to serve the cooperatives at wholesale. In other instances, the 
rates offered by the power companies were too high. The construction of these 
generating plants serving single cooperatives not only supplied power at rates 
which made it possible for the cooperatives to proceed with their farm electrifi- 
cation programs, but, in many cases, also brought about the rate reductions 
made by power companies serving other cooperatives operating in the same 
general areas.” ” 


Rate reductions in the Southwest 


As a result, we learn that over $244 million was saved annually in wholesale 
rates by REA borrowers, the largest savings benefiting these in the Southwest: 

“The tables show that, in 13 States, these cooperatives are paying approxi- 
mately $2,265,600 a year less for energy than they would be paying under the 
rates existing prior to the time that construction of generating plants was con- 
sidered by REA borrowers. The most drastic rate reductions were in the South- 
west where the larger number of such allotments was made. It is stated in the 
testimony (transcript, pp. 224-225) that the present wholesale power rates in 
these areas are due chiefly to the lower cost of generation and transmission in 
these areas compared with other parts of the country. It should be noted from 
the above table, however, that these low costs were not reflected in lower rates 
to cooperatives prior to the announced desire of the cooperatives to own their 
own facilities. In Arkansas, Louisiana, Oklahoma, and Texas power company 
rates at that time ranged from 1.12 to 1.37 cents per kilowatt-hour. This was 
very little lower than rates in most of the other States included in the table.” ” 

The Adminisrator of REA states that these REA power cooperatives were the 
principal cause of this drop in wholesale rates: . 

“It is true, of course, that there has been a downward trend in power rates, 
It cannot reasonably be assumed, however, that sudden and unusual rate reduc- 
tions, just at the times when cooperative plants were under consideration, repre- 
sented merely a widespread succession of mere coincidences throughout many 
States. The wholesome influence of competition was frankly admitted by some 
of the witnesses under questioning.” ” 

However, REA follows the policy of having its borrowers purchase from exist- 
ing agencies where that is economically the best procedure. 

“Our consideration of all loan applications for these purposes is on a dollars- 
and-cents basis with exclusive regard for (1) the best interests of these farm 
cooperatives with due regard for their development and needs; and (2) the best 
method of expending available funds in the interest of the rural electrification 
program (i. e., effecting a proper relationship as between funds expended for 
distribution lines and generating and transmission facilities). Where the best 
interest of the cooperatives lies in the purchase of power from existing agencies, 
either privately or publicly owned, as in the present situation generally, we 
shall refuse approval of loan applications for generating or transmission facili- 
ties.” ° 


The REA believes there is nothing un-American in such a policy of loans for 
power generation : 

“We must repudiate, however, any theory that there is something inherently 
un-American in the ownership by farmers of the electric facilities—generating, 
transmission, and distribution—which serve them. We may have to disapprove 
many loan applications for generating and transmission facilities but it cannot 
be for this reason. Much of the testimony of utility witnesses seemed to proceed 
out of a philosophy that there is something basically wrong in farmers having 
the same freedom as other citizens in the development of business enterprises 
for the purpose of serving their own needs.” ” 


2 Tbid., p. 445. 
26 Ibid., pp. 444-445. 
2 Tbid., p. 445. 
8 Ibid., p. 446. 
* Ibid., p. 446, 
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{fn making such loans, REA follows established FPC-approved accounting pro 


cedures. REA rates are sufficient to keep the system in good repair and pay off 


the Federal loan: 

“There were numerous references in the testimony to the fact that coopera- 
tives do not set up cash reserves for depreciation in addition to amortizing the 
Government loan. This curious point of view was also contained in a memo- 
randum submitted by a committee of utility executives to the House Committee 
on Interstate and Foreign Commerce at the time the Rural Electrification Act 
was under consideration in 1936 (transcript of hearings on S. 3483, 74th Cong., 
pp. 97-98, March 14, 1936). The memorandum contained the statement that 
electric cooperatives will have to make a provision out of earnings and in addi- 
tion to their regular operating and administrative expenses for the two essential 
items of (1) depreciation and replacement of property and (2) repayment of the 
Government loan with interest. No regulatory commission, acting in fairness to 
consumers, would permit rates which would make possible the establishment of a 
depreciation fund and provision also for amortization of indebtedness. Any 
such policy would require consumers to pay off twice the amount of the invest- 
ment. 

“Accounting practices of REA-financed generating and transmission coopera- 
tives follow the uniform system of accounts of the Federal Power Commission 
and are similar to those required of all private utilities coming under the juris- 
diction of the Federal Power Commission. The rates of depreciation for various 
items of property of those cooperatives are similar to those recommended or 
required by regulatory bodies and have been published by REA in its manual on 
depreciation procedure as applied by REA-financed systems. 

“The use of depreciation funds for amortization of the Government loans is in 
accord with sound business practice. Such a policy is particularly appropriate 
with respect to consumer-owned enterprises. The electric cooperatives charge 
rates sufficient to keep the entire property in good repair and also pay off the 
Government loan. It is a fact of importance to the member-consumers that the 
rates which they pay do not involve profits for others, but represent an investment 
for themselves of increasing value.” 


WHY THE REA POWER LOANS WERE MADE 


REA policy in general 

The former Administrator of REA stated the policy that REA has followed 
since it was established on the making of loans to REA cooperatives for genera- 
tion and transmission facilities. There are three principal reasons. These are: 
(1) To provide rural electric service; (2) to do so reliably; (3) and to render 
such service as cheaply as possible : 

“REA has always followed the policy that loans should be made to see that all 
rural people receive central station electricity and that they receive it in a reli- 
able and satisfactory manner and that the cost be as low as possible. If you will 
carefully analyze these three objectives, you will see that they are interrelated 
and interdependent. For instance, if the electric power is not low in cost, it 
cannot be made available to all rural areas under feasible loans. If the power 
is not reliable or not available when needed, people cannot afford to pay as much 
for it and consequently will not use as much of it.” 

Loans in SPA area are similar.—We learn that the loans for REA power facili- 
ties in the SPA were made for similar purposes. Congress was fully informed 
of these purposes many times and approved these policies : 

“The loans which we have made for putting in powerplants and transmission 
lines and which permit an interchange of power with the Southwestern Power 
Administration are well within the REA’s policy for making generation and 
transmission loans. This policy has been discussed before committees of Con- 
gress many times. * * * The loan involving the northwest Arkansas cooperative 
has been a subject of public hearings by congressional committees. In the 1952 
appropriations bill, REA was told that it should continue to pursue its policy on 
generation and transmission loans.” ™ 

What the power companies seek.—Here are the advantages the private power 
companies are seeking to obtain, said the REA Administrator: 


” Tbid., pp. 446-447. 

* Address by Claude R. Wickard, Administrator, Rural Electrification Administration, at 
meeting of Arkansas State Electric Cooperative, December 17, 1951, Meeting Our Mobiliza- 
tion responsibilities. 

“= Ibid. 
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“Now every opportunity, * * * is being taken by the power companies to 
stop the cooperatives in Arkansas and nearby States from proceeding with the 
erection of generation and transmission lines which provide for the interchange 
of power between the cooperatives and Southwestern Power Administration. 
* * * The basic reason for this opposition is that the power companies know 
that if the REA cooperatives are prevented from entering into this arrangement 
with SPA, the users of public power will become wholly dependent on the com- 
mercial companies for carrying the power from the Southwestern Power Admin- 
istration to them. * * * Power companies would like to obtain for themselves 
the advantages which, under the Federal power policy, rightfully belong to the 
people.” * 

Reducing power costs—The same justification for an REA power loan is true 
where reliable power service and an SPA interchange are necessary for reducing 
power costs: 

“Let us examine the Arkansas part of the proposals * * *. In northwest Ar- 
kansas you have a large area with no generating plant and a limited amount of 
transmission facilities. There is also cheap fuel available in the area. Therefore, 
the cooperatives in that part of the State propose to put in a generating plant 
that would give them, first, more positive assurance of plenty of power made 
available to them in a reliable manner; and second, through an interchange 
arrangement with Southwestern Power Administration, a great reduction in 
the cost of power. * * * No other proposal has ever been made for northwest 
Arkansas co-ops which gives the assurance of plentiful supplies of power at as 
low a cost as the SPA-REA plan. So the plan gives you an opportunity to get 
full benefit from the preference you have under Federal policy. In addition, the 
loan which REA made to northwest Arkansas was well within the REA policy 
of loans for generation and transmission facilities.” “ 


Right of farmers to own their power systems.—Where that is necessary to 
secure cheap. power, the farmers have a perfect right to have their own genera- 
tion and transmission systems: 

There are those who seem to feel that REA cooperatives should be denied 
the right to put in their own generating plants and transmission systems. I do 
not know why farmers should be denied the privilege of putting in a generating 
plant, if it is to their advantage, when United States Steel or any other large 
corporation is not denied such an opportunity. To deny farmers Federal financ- 
ing would deny them of this opportunity because they cannot get the necessary 
financing in any other manner. Furthermore, such financing is not a burden on 
the taxpayers because the loans will not only be repaid but will bring about an 
increase in the taxable wealth of the Nation. 

Denying anyone the right to put in their own facilities because of insistence 
by certain interests that they have a full monopoly is striking at a very funda- 
mental principle of democracy. 

This country was developed upon the theory that it should be a land of freedom 
and opportunity for people and that there should be competitive free enterprise 
for everyone. We are going to depart from this theory and this policy if we deny 
farm people the right to put in their own generation and transmission facilities 
when it is to their advantage to do so. We are also going to depart from a very 
fundamental principle when we deny the people the full benefits from their 
development of their natural resources. We will be taking a further step toward 
turning over our rights and our resources to monopolies of big corporations who, 
unfortunately, have objectives and designs not always in keeping with the 
best interests of the people and the welfare of the Nation.” 

The basis of REA loans.—The policy of REA on power loans is based upon 
two principles—they must solve a power problem and reduce wholesale rates: 

I have frequently stated the REA generation and transmission policy. * * * 
We will not make a loan for generation or transmission facilities unless such a 
loan is necessary to solve a power problem or unless it will bring about a saving 
in wholesale power costs. 

We have endeavored over the years to adhere strictly to this policy. That 
is our pledge to the Congress. Moreover, * * * the policy is basically sound. 
It is in keeping with the competitive private enterprise principle. * * * You 


3 Thid. 
34 Thid. 
* Tbid. 
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would not want to ask your members to pay more for their wholesale power than 
necessary in order to insure good service.” 

REA power loans have been made on the same principies and they are to make 
low-cost SPA power available to REA cooperatives : 

Some of the generation and transmission loans which have received most 
comment are those which provide for the installation of steam plants and trans- 
mission systems to make Southwestern Power Administration power available 
to our cooperatives in Missouri, Oklahoma, and Arkansas. We have made these 
loans beeause they offered the best method of obtaining reliable, low-cast power 
for the REA cooperatives involved. All of these loans provide for grid 
systems which will have ample capacity. More reliable service will be 
available because most of the cooperatives will receive their electricity through 
two-way feeds to their loan centers. In all instances the costs are reduced 
below most recent offers by the power companies. In addition, the loans provide 
greater security as to future power supplies in areas where it has been most diffi- 
cult to obtain satisfactory service. Through these loans REA cooperatives will 
he in a position to receive more power at SPA rates than they can obtain without 
the loans. This is because the plants add to SPA’s firm power capacity and 
SPA agrees under the arrangement to take care of the cooperatives’ needs up to 
the capacity of the fuel plants installed, and even beyond, if its firm capacity will 
permit. Definitely these loans meet our test for better quality service at lower 
cost.” 

Bargaining power of cooperatives.—As a result of such loans, REA coopera- 
tives are obtaining bargaining power, large savings in rates and more reliable 
service: 

Without question many cooperatives today would not be able to obtain satis- 
factory power sources were it not for REA’s ability to make loans to install a 
system which would supply the needs. But, aside from the direct benefits 
which accrue from these loans, there is an indirect benefit to every RBA coop- 
erative, even though it does not receive its power from an REA-financed 
generating plant. That is the bargaining power which the cooperative has 
through the authority of REA to make loans for generation and transmission 
facilities. Millions of dollars are being saved annually by the REA cooperatives 
because of this generation and transmission authority. In addition, cooperatives 
are getting better and more reliable service. If the REA program were to lose 
this authority, there is no question in my mind but what you would be in a 
much less favorable position to obtain satisfactory service at satisfactory rates 
from commercial power companies. We again might find, as we did in the 
past, that the rural business does not seem to be so attractive, that farmers 
would have to wait until other needs were supplied before corrections were made 
in the delivery of power to cooperative load centers. There is no question in my 
mind but what power rates to cooperatives would go up all over the country. 
I think it is significant that the average wholesale power cost to REA coopera- 
tives has changed but little during recent years. That is in contrast to the 
prices of everything else we buy and also in contrast to the increased wholesale 
power cost to other organizations.” 


WHY LOANS WERE MADE TO REA POWER CO-OPS IN SPA AREA 


So much for general reasons why REA made loans for RBA generation and 
transmission systems. Let us now turn to the background of the loans that 
were made to these cooperatives in the SPA area in order to learn what specific 
needs they were intended to meet. 


Loans to KAMO . 


As we have seen previously,” the first REA loan for power cooperatives in 
the SPA area was made to KAMO.” The purpose of this loan was to construct 
a hew rural transmission system to bring the benefits of low cost hydroelectric 
power directly to more than 97,000 farms and other rural establishments in 
Kansas, Missouri, and Oklahoma. 


% Address of Claude R. Wickard, Administrator, Rural Electrification Administration, at 


Gone convention of the NRECA, Cleveland, Ohio, January 29, 1951. ‘‘Meeting Today’s 
1a'lenge,” 


7 Thid. 

8 Thid. 

® See ch. IV, pp. 3, 4. 

“ Source : REA, Washington, D. C. 
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The new facilities were designed specifically to serve rural areas, financed hy 
REA loans made previously." A $10,533,000 loan was made in December 1950 
to the KAMO Electric Cooperative, Inc., of Vinita, Okla. This cooperative 
was a federation of 21 REA-financed distribution cooperatives; 18 of these were 
to receive service from that system. The new facilities were additions to the 
system then being operated by KAMO. 

The new system added to KAMO was designed to serve rural loads developed 
entirely by the 18 distribution cooperatives. The purpose was better service at 
lower cost to the 87,000 consumers the cooperatives served, or would serve, 
from construction already approved. This construction made it possible for 
electricity to be brought for the first time to an estimated additional 10,000 
consumers. Most of them were farmers. 

The plans called for the construction of 1,125 miles of 69-kilovolt transmission 
lines, of which 201 miles were to be in Kansas, 631 in Missouri, and 293 in 
Oklahoma. The network was to traverse a total of 48 counties in the 3 States. 


Tie-in with SPA 


The Kansas-Missouri portion of the system was to tie in with the lines of the 
Southwestern Power Administration, the marketing agency for electricity gen- 
erated at Federal power developments in the area, such as the Denison Dam 
in Texas and the Bull Shoals and Norfork Dams in Arkansas. 

SPA contracted to operate and maintain these new lines, at a rental sufficient 
to amortize the Kansas-Missouri portion of the REA loan. SPA was to deliver 
power to the load centers of 11 of the member cooperatives from a 154-kilovolt 
transmission line with the N. W. Electric Power Cooperative of Cameron, Mo., 
another REA borrower, was then constructing from Bull Shoals to Missouri 
City. This line also was to be operated and maintained by SPA. 

An arrangement was made with the Grand River Dam Authority—an Oklahoma 
State agency which marketed power from the Pensacola Dam—to operate, 
maintain, and pay fixed charges on the Oklahoma portion of the new system, 
as well as to supply it with power. 


Estimated savings in wholesale rates 


REA and private engineers estimated that the new rural power system would 
save the member cooperatives approximately $628,000 a year in wholesale power 
costs, compared with the best rates offered by commercial utility companies in the 
area. 

In their earliest days, the 18 member cooperatives were faced with many 
power problems. These included poor service from commercial suppliers which 
resulted in frequent outages, rate restrictions, and an inadequate supply of 
power. Before their lines were energized, the cooperatives had carried on fruit- 
less negotiations with suppliers in their area in an effort to solve these problems, 


Formation of KAMO 


This situation led to the formation of the KAMO Federation in 1941. The 
original organizers consisted of 18 REA-financed distribution cooperatives; 5 
of them had their headquarters in Oklahoma, 4 were in Missouri, 3 were in 
Arkansas and 1 was located in Kansas. 

At the time of this organization, the member cooperatives were paying an aver- 
age wholesale rate for their power of 1.25 cents per kilowatt-hour. Their ob- 
jective was to avail themselves of the low-cost hydroelectric power from the 
Pensacola Dam in Oklahoma by building a transmission network to carry the 
power to their load centers. Furthermore, there were indications that the 
private power suppliers in this area would be unable to provide adequate energy 
as the cooperative systems expanded. 

In 1941, REA made loans to KAMO totaling $1, 800, 000 to finance the construc- 
tion of 800 miles of transmission lines. However, wartime restrictions halted 
work before any of the lines were completed. The KAMO Federation also in- 
cludes three distribution cooperatives in Arkansas, which were also members 
of a new generation and transmission federation in that State and therefore did 
not have to contract for power with KAMO. 

Immediately following the war, a shortage of materials increased construc- 
tion costs. Likewise, changes in the design of the system were necessitated by 
the load growth of the member cooperatives, and reduction in wholesale rates 
offered by some of the utilities in the area caused a revision of plans to meet 


41 See ch. IV, pp. 3, 4. 
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the changed conditions. Continuous studies by KAMO since 1945 resulted in the 
plan approved by the REA in its December 1950 loan. 

Prior to this loan, KAMO was operating 100 miles of transmission lines which 
brought power from the Grand River Dam Authority to serve all or part of the 
requirements of 6 of its member cooperatives. 


REA CO-OPS SERVED 


Under the December 1950 loan, the following member cooperatives were to be 
served by KAMO: 


Missouri 


Barton County Electric Cooperative, Lamor 
Ozark Electric Cooperative, Mount Vernon 

Osage Valley Electric Cooperative, Butler 

White River Valley Electric Cooperative, Hollister 
New-Mac Electric Cooperative, Neosho 

Southwest Electric Cooperative, Bolivar 

Sac-Osage Electric Cooperative, El Dorado Springs 
Barry Electric Cooperative, Cassville 


Kansas 


Sekan Electric Cooperative Association, Girard 
Sugar Valley Electric Cooperative Association, Mound City 
Twin Valley Electric Cooperative, Altamont 


Oklahoma 


Northeast Oklahoma Cooperative, Vinita 

East Central Oklahoma Electric Cooperative, Okmulgee 
Central Rural Electric Cooperative, Stillwater 
Verdigris Valley Electric Cooperative, Collinsville 
Indian Electric Cooperative, Cleveland 

Cookson Hills Electric Cooperative, Stigler 

Lake Region Electric Cooperative, Wagoner 


Counties in system 

Once again the REA principle of area coverage is seen. The counties in 
Kansas to be benefited by the new system were: Miami, Neosho, Linn, Cherokee, 
Bourbon, Labette, Crawford, and Montgomery. In Missouri they were Cass, 
Newton, St. Clair, Barry, Greene, Barton, Bates, McDonald, Cedar, Benton, 
Christian, Vernon, Johnson, Dade, Polk, Stone, Jasper, Henry, Lawrence, Hickory, 
and Dallas Counties. In Oklahoma, Nowata, Oklahoma, Okmulgee, Sequoyah, 
’awnee, Creek, McIntosh, Haskell, Payne, Tulsa, Muskogee, Lincoln, Okfuskee, 
Wagoner, Delaware, and Ottowa Counties were to be served by these REA 
cooperatives. 

LOANS TO WESTERN ELECTRIC COOPERATIVE 


The next power cooperative in the SPA area to which REA made loans was 
the Western Electric Cooperative at Hollis, Okla. When its first loan was 
made in July 1941, it was called the Western Farmers Electric Cooperative. 
Later its name was changed to its present title, Western Electric Cooperative, 
as indicated above. 

In addition to its previous loans,” in January 1950, the Rural Electrification 
Administration approved a loan of $12,555,000 to the Western Electric Coopera- 
tive, which was a federation of 11 electric power distribution cooperatives in 
western Oklahoma. 


“See ch. IV, p. 3. 
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Members of Western 


These member cooperatives of the Western Electric Cooperative are: 
Cimarron Electric Cooperative, Kingfisher 
Caddo Electric Cooperative, Binger 
Oklahoma Electric Cooperative, Norman 
Alfalfa Electric Cooperative, Inc., Cherokee 
Southwest Rural Electric Assn., Inc., Tipton 
Northfolk Electric Cooperative, Inc., Sayre 
Rural Electric Cooperative, Inc., Lindsay 
Kiwash Electric Cooperative, Inc., Cordell 
Cottom Electric Cooperative, Walters 
Harmon Electric Association, Inc., Hollis 
Northwestern Electric Cooperative, Inc., Woodard 


Purpose of loans 


The new loan, together with earlie® loans of $927,000 and the transfer of 
some of the facilities of the mé@mber cooperatives, was designed to enable the 
Western Electric Cooperative to provide the distribution cooperatives with ade- 
quate and dependable low-cost poWer. For several years, previously, these co- 
operatives had experienced poWer-supply difficulties. The result was a slowing 
down of rural electrification in the area, which included 32 counties in Okla- 
homa and 2 in Kansa®. With the prospect of more power at lower rates, and 
distribution cooperati¥és would be able to expand their facilities and also to pro- 
vide better service to their old customers. 

The new electric facilities 

The new facilities were to consist of a 30,000 kilowatt steam generating plant 
near Anadarko in Caddo County, 877 miles of 69 kilovolt transmission lines, 
and 13 new distribution substations. A 3,300 kilowatt diesel plant at Woodward, 
and 35 miles of transmission line already built, or then being constructed by the 
Western Electric Cooperative, were included in the new system, as well as other 
generation and transmission facilities owned by the member cooperatives. These 
latter facilities included a diesel plant at Buffalo in Harper County, 99 miles of 
transmission lines, and 31 substations and substation structures. 


Role of SPA 


The new system was designed to tie in with that of the Southwestern Power 
Administration, the marketing agency for public power developed at the Denison 
Dam in Texas and the Bull Shoals and Norfork Dams in Arkansas, as well as six 
others then under construction. 

SPA had contracted with the western cooperative to purchase the entire out- 
put of the proposed steam powerplant and to rent and operate the new transmis- 
sion lines for a period of 40 years. In return, SPA was to sell them their full 
power requirements at its standard schedule A wholesale rates. 

The interchange of power would give the cooperatives the benefit of substan- 
tially lower-cost power than they could otherwise receive. It would result in 
substantially lower rates than if they were to transmit and distribute the power 
from the steam plant themselves. Furthermore, service would be much better 
from a network that was designed specifically to serve rural areas and which 
was supplied from many power sources. 


The new system and savings in wholesale rates 


As power from a fuel-burning plant is necessary to firm up any hydro system 
such as SPA’s, the steam plant’s output was needed in order to assure reliable 
service to the cooperatives. 

The new system was designed to deliver power at a rate which would result 
in savings to the member cooperatives of more than $250,000 a year, as compared 
to the lowest price offered by the utility companies. 

REA-financed cooperatives in Oklahoma had been handicapped from the start 
by difficulties in getting enough power where and when it was needed at a rea- 
sonable rate. During the 1936-39 period, wholesale power in the State cost the 
cooperatives about 1.6 cents per kilowatt-hour. In 1937, and again in 1938, some 
of the cooperative leaders in the State applied for an REA loan for a generating 
plant. Soon thereafter, the commercial companies supplying power reduced 
the price to about 1.1 cents. After the Western cooperative, and another similar 
federation to serve the eastern part of the State, came into existence in 1941, the 
companies offered a further rate reduction. This brought the average cost of 
power down to about 0.85 cents. Upon the creation of the SPA in 1943, there was 
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a further reduction in wholesale rates to about 0.6 cents per kilowatt-hour. So 
we can see a drop in wholesale rates from 1.6 cents to 0.6 cents a kilowatt-hour. 


Improved service 

In addition to high rates for wholesale power, the wholesale service had been 
below the quality and quantity needed if the cooperatives were to bring the full 
peneuts of rural electrification to that area. The cooperatives reported that 
yoltage had been consistently low, often as much as 16 percent low. They re- 
ported that outages had been frequent and of excessive duration, and that many 
times it had been impossible to get power, even when it had been urgently 
needed. 

The existing wholesale power contracts contained dual rate features. The 
cooperatives found them highly unsatisfactory because it forced them to charge 
a higher rate on power served to some of their consumers, than it did to 
others. The cooperatives, following the REA policy of area coverage, held that 
this objective can best be attained when all the consumers in their area were 
trated alike. 

Moreover, wholesale power contracts of the commercial companies offered 
power where and when available on the supplier's systems. This commonly 
meant that the cooperatives had to build costly transmission lines to take the 
power to their load centers. 

More capacity needed 

Obtaining all of the power that they needed had generally been a problem of 
long standing with the REA cooperatives. Many of the transmission lines on 
which these cooperatives were dependent were inadequate. The plans of the 
commercial companies for reconstruction of these facilities would increase the 
capacity in some of the areas by providing little or no increase in the areas of 
the more distant cooperatives. If all of the announced plans of the companies 
for increasing their transmission eapacity were carried out, they would still 
have less capacity than the proposed new cooperative network. 


What the loan will do 


This loan to Western Electric Cooperative would enable these cooperatives to 
accelerate the expansion of their distribution systems. A recent survey showed 
that after lines for which loans have been approved are completed, some 6,600 
unserved farms will remain in the areas of the member cooperatives. A total 
of about 4,000 miles of line would be needed to reach them. Only with assured 
supplies of low-cost power could the cooperatives undertake construction into 
such thinly settled sections. Only 56 percent of the farms in Oklahoma had 
electric service on June 30, 1949, in contrast to the national average of 78.2 per- 
cent. The State has about 70,000 unelectrified farms. 

The SPA contract and operation of the Woodward and Buffalo plants would 
supply all of the requirements of 7 of the member cooperatives, and 43 to 67 
percent of the power to be needed by the other 4. The balance was to con- 
tinue to come from present suppliers. 

Headquarters of the Western Electric Cooperative were established at Ana- 
darko. The former headquarters were located at Hollis. 


Final loan to Western Electric Cooperative 


On October 29, 1952, the Rural Electrification Administration approved a loan 
of $1,867,000 to the Western Farmers’ Electric Cooperative of Anadarko, Okla. 
The loan was to enable Western Farmers’ Electric, a federation of the above 
11 electric distribution cooperatives in western Oklahoma, to construct 73 addi- 
tional miles of 60-kilovolt transmission line and complete its generation and 
transmission system. Loan funds were also provided for additional substation 
capacity, a headquarters building, and other miscellaneous facilities, including 
communication equipment. 

The cooperative’s generation and transmission system, when completed, will 
include a 30,000-kilowatt steam generating plant at Anadarko, a 4,400-kilowatt 
diesel renerating ylant at Woodward, and 950 miles of 69-kilovolt transmission 
line and related facilities. The steam plant and transmission line were under 
construction in October 1952, and the diesel plant had been completed and was 
in operation. Previous loans to the cooperative totaled $13,482,000. 

The new facilities were to be operated in conjunction with existing agree- 
ments between the Southwestern Power Administration and Western Farmers’ 
Electric Cooperative. 
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Purpose of the loan 


The 73 miles of transmission line provided for in the above loan, togethe: 
with 2 additional substations, were added when later engineering studies showed 
that rerouting was necessary for more adequate service. 

Before Western Farmers’ Electric Cooperative was formed, the quantity of 
power and quality of service it was able to obtain from commercial suppliers 
was below the level needed to bring full benefits of rural electrification to that 
urea, 

The construction of its own generation and transmission system by Western, 
together with its tie-in to SPA were designed to make possible a reduction in the 
costs of power to the member cooperatives, and assure an adequate supply of 
power. 

POWER LOANS TO SHO-ME CORPORATION 


Reason for the Sho-Me loans 


Chronologically, after the KAMO® and Western“ power cooperatives were 
organized, the next one to be formed in the SPA area was the Sho-Me Power 
Corp., of Marchfield, Mo. As we have seen,® the first loan of $1,958,490 was 
made in June 1942. 

Thereafter, the following loans were made to Sho-Me for the amounts in- 
dicated : 


May 1947 : $169, 366, 52 
May 1947 615, 633. 48 
April 1948 251, 546. 24 
March 1949 


Then in November 1949 REA approved a loan of $2 million to the Sho-Me 
Power Corp. which had a close working arrangement with 10 other RBA dis- 
tribution cooperatives in central Missouri. 

This loan, together with another made to that corporation in March 1949, 
would enable Sho-Me to construct 371 miles of 69-kilovolt transmission line. 
This system was to transmit power to the REA distribution cooperatives and the 
urban centers served by this corporation. 


POWER LOANS TO CENTRAL ELECTRIC POWER COOPERATIVE 


Why the loans were made : 


In November 1949 REA also approved a loan of $11,350,000 to the Central 
Electric Power Cooperative of Linn, Mo. This was a new RBA power cooperative 
which was made of up of five distribution cooperatives, and the Sho-Me Power 
Corp., which was to have a close working arrangement with 10 other REA 
distribution cooperatives located in central Missouri. It will be reviewed now 
because of its relation to Sho-Me, even though it was the fifth REA power 
cooperative organized in Missouri. 

The loan to Central Electric was to finance the construction of a steam 
generating plant and a transmission system consisting of 465 miles of lines. 
This proposed network was to serve 35 counties in Missouri. It would deliver 
power from Bull Shoals Dam to the load centers of the five member REA coopera- 
tives and the Sho-Me Corp. This dam was then under construction. 


What Central and Sho-Me Would Do 


Engineers for the Central Power Cooperative, Sho-Me, and REA estimated 
that when the new systems were in operation, enough power would be avail- 
able to bring electricity to approximately 36,000 farm families and other rural 
residents in the area who did not have it then, and also to improve the service 
of the 58,000 others who were receiving it. The 5 co-ops and Sho-Me, which 
make up the membership of the Central Power Cooperative, then served about 
23,400 consumers. Other distribution cooperatives associated with Sho-Me 
served about 28,000 more consumers. Six towns which were part of the Sho-Me 
operation also would benefit from the new and more adequate source of power. 
These are St. James, Rolla, Cuba, Sullivan, Steelville, and Cabool. They then 
served 7,200 consumers from their municipally owned systems, and obtained 
their power at wholesale from Sho-Me. 


43 See p. 6 above. 
44 See p. 11 above. 
4 See ch. IV, p. 3. 
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Savings In Power Costs 

Power cost studies made by engineers for the new power cooperative indi 
cated that the 6 REA borrowers in the federated cooperative would save them 
selves $1,520,000 in power costs in 1954, the first year of operation. The savings 
would grow as the power requirements increased in subsequent years. 
Integration with SPA 

(he new transmission systems were designed for integration with the present 
and planned transmission network of the Southwestern Power Administration 
in their area. SPA is the marketing agency for hydroelectric power produced 
at Government dams in the Southwest. Under long-term leave agreements, 
SPA was to operate and maintain the systems, paying rental sufficient to amor 
tize the loans over a maximum period of 35 years. When the loans, which 
bear 2 percent interest, had been repaid, title to the transmission systems was 
to pass to the SPA. The cooperative would continue to own the powerplant. 
Centrals power supply 

Under its agreement with SPA, the Central Power Cooperative was assured 
of 70,000 kilowatts of power from Bull Shoals Dam, while Sho-Me, under 
its arrangement with this agency, was assured of 7,000 kilowatts from the 
Norfork Dam. Central's transmission system was to consist of 182 miles of 
154 kilowatt line to connect the proposed steam plant with Bull Shoals, and 2838 
miles of 69 kilovolt line to feed the load centers of its REA members. All of 
sho-Me’s proposed transmission system was to consist of 69-kilovolt line. 

The existing and potential consumers in all or part of these counties that 
were to benefit from the facilities proposed by the Central Power Cooperatives 
were in Howard, Miller, Jefferson, Howell, Audrain, Camden, Dent, Cole, Wash- 
ington, Oregon, Monroe, Maries, Wright, Christian, Crawford, Carter, Boone, 
Franklin, Webster, Green, Callaway, Shannon, Randolph, Gasconade, Laclede, 
Douglas, Montgomery, Phelps, Chariton, Osage, Dallas, Ozark, Pike, Pulaski, 
and Texas Counties. 

Benefits to Sho-Me consumers 


Sho-Me’s new lines, that replaced a 33-kilovolt system that it purchased 
from the Missouri Electric Power Co., in 1943, would benefit consumers in these 
counties: Texas, Howell, Wright, Douglas, Ozark, Webster, Laclede, Camden, 
Pulaski, Maries, Phelps, Crawford, and Franklin. 

The new steam plant that was to be built on the Missouri River near Jeffer- 
son City, would give the area another source of power. Its entire output of 
15,000 kilowatts was to be purchased by SPA. Much of it was to be used to firm 
up the capacity of the 154-kilovolt line, thus improving its service dependability. 

Approval of the loans culminated nearly 10 years of effort by the cooperatives 
associated with Central and Sho-Me to obtain a more adequate source of power 
at rates they could afford to pay. For the most part, they had been supplied 
by municipal operations, which they outgrew long ago. In addition, the towns 
had asked to be relieved of the loads in order to serve their own increased 
demands for service. In areas where the power companies had facilities, the 
price of power to cooperatives had been so high as to preclude the possibility 
of their achieving area coverage. 


A power vacuum area 


Engineers from the Central Cooperative described the area as a “power 
vacuum.” They pointed out that the large steam generating plants that were 
serving Missouri were located on the rim of the State—East St. Louis, IIL, 
Kansas City, Mo., and Riverton, Kans. Furthermore, they said, with a single 
exception, the transmission network leading from the rim to the center of 
the State was for the most part too low in capacity. The exception was a 138- 
kilovolt line from which the REA cooperatives were unable to purchase power 
becaues of the high rate demanded by the owners. 

The cooperative’s engineers concluded that the result was a power vacuum 
because power was either not available or, in the case where it was, its cost 
was too much. 


Status of rural electrification in Missouri 


Largely because of the critical shortage of power, only about 61 percent of 
all Missouri farms were electrified, as compared to the national average of 
78 percent at that time. The power requirements of the 47 REA borrowers 
in the State for 1949 were estimated at 123 percent over the actual require- 
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ments in 1946, indicating the large number of farms that were waiting for 
service, and the increased use of power by those with such service. 


Members of Central Power Cooperative 


The Central Power Cooperative was made up of the following REA distri. 
bution cooperatives: 
Three Rivers Electric Cooperative of Linn, also a member of the Sho-Me 
Corp. 
Howard Electric Cooperative, Fayette. 
Boone Electric Cooperative, Columbia. 
Callaway Electric Cooperative of Mexico, Mo. 
The sixth member of the cooperative, the Sho-Me Power Corp., was affiliated 
with the following REA cooperatives : 
Intercounty Electric Cooperative Association, Licking. 
Ozark Border Electric Cooperative, Poplar Bluff. 
Laclede Electric Cooperative, Lebanon. 
White River Valley Electric Cooperative, Hollister. 
Howell-Oregon Electric Cooperative, West Plains. 
Southwest Electric Cooperative, Bolivar. 
Crawford Electric Cooperative, Bourbon. 
Webster Electric Cooperative, Inc., Mansfield. 
Gasconade Electric Cooperative, Dixon. 
Three Rivers Electric Cooperative. 


1951 loan to Sho-Me 


It was necessary to recite the previous REA loans to the Central Electric 
Cooperative as they were closely related to the Sho-Me Power Cooperative. Let 
us now consider the last loan made by REA to Sho-Me late in 1951. 

In August 1951, REA approved a $1,052,000 loan to the Sho-Me Power Coopera- 
tive, of Marshfield, Mo. 

This loan would enable that power cooperative to complete its transmission 
system as planned, and thereby provide adequate and lower cost power to the 
10 member REA cooperatives and 6 municipalities served by it, as well as to its 
own rural, and other consumers. 

Together with $244,625 available from a previous loan” and $169,366.52 in 
loan funds assigned from the Howell-Oregon Electric Cooperative, of West Plains, 
Mo., the loan would also finance the construction of 30 miles of member-service 
extensions along existing lines in order to serve 1,200 consumers, and reimburse 
Sho-Me’s general funds for prior approved construction of 19 miles of line serv- 
ing over 1,000 consumers. The remainder of the loan was to finance various 
system improvements and purchases of equipment. 


Supplementary loan needed 


The transmission section of the loan totaled $845,500, including $650,500 to 
complete previously approved construction of a 69-kilovolt transmission system. 
Increasing costs, as shown from bids received, made a supplementary loan neces- 
sary. The other $195,000 was for rehabiltation of existing transmission lines. 
The new 69-kilovolt transmission system, totaling 340 miles, was to replace 
approximately 275 miles of lower voltage lines, which were to be retired. 

This would connect the Sho-Me system with the Government’s Norfork Dam 
in Arkansas, and with the high voltage system of the Central Electric Power 
Cooperative of Linn, Mo., of which Sho-Me was a member. The Southwestern 
Power Administration, marketing agency for power developed at Norfork Dam, 
had agreed to operate and maintain Sho-Me’s new transmission grid at a rental 
sufficient to amortize its loan. 





Size of Sho-Me operations 

Sho-Me also lease-operated some 57 miles of 69-kilovolt and 33-kilovolt line 
from the Howell-Oregon Electric Cooperative, and proposed to acquire these 
facilities by a debt assumption of $165,638. With these lines and 614 miles in 
the Doniphan district, the total transmission mileage of the system would be 
approximately 404 miles. Its distribution mileage, totaling 379 miles, served 
approximately 11,800 retail consumers. 

Sho-Me acquired the facilities of the Missouri Electric Power Co. December 
31, 1943. This included some small village distribution systems and rural lines 
serving about 10,000 consumers; a 3,000 kilowatt hydro-generating plant, and 
other smaller diesel plans. Its diesel-generating capacity totaled 1,760 kilo- 


# See ch. IV, page 4. 
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watts. The acquisition made it possible to construct lines to serve some 5,000 
new rural customers who could not be reached otherwise. 

Up until then, loans to Sho-Me, after adjustments through transfer of prop- 
erties with member cooperatives and municipalities by debt assumption or sale, 
totaled $7,139,447. Of this amount, $4,889,4.6 was for generation and trans- 
mission, and $2,249,961 for distribution purposes. 

Distribution properties, including 163 miles of line serving nearly 3,700 con- 
sumers, Were transferred or sold for $601,060, and generating facilities amounting 
to $20,114, were also transferred. 


Savings in power costs 


Subject to the approval of the Missouri Public Service Commission, Sho-Me 
proposed to transfer an additional 168 miles of line, serving over 4,200 con- 
sumers, to member REA cooperatives, for $676,086. This transfer included 
614 miles of transmission line in the Doniphan district. 

Completion of the system would enable Sho-Me to provide electric energy to 
its members at about 6.5 mills per kilowatt-hour, compared with a previous 
average for member systems of 11 mills per kilowatt-hour. 


1951 loan to central 


It was necessary to refer to this Sho-Me loan as it was tied in with some of the 
REA distribution cooperatives served by the Central Electric Power Coopera- 
tive of Jefferson City, Mo. Let me now conclude our review of that power 
cooperative by examining the 1951 loan made to that body by the REA. In 
November 1951, REA made a $2,538,000 supplemental loan to the Central 
Electric Power Cooperative. 

This loan would enable the cooperative to complete its generation and trans- 
mission system as planned, and thereby provide adequate and lower cost power 
to its five member cooperatives and to Sho-Me Power Corp., of Marshfield, Mo., 
which was also a member of Central Electric. Sho-Me Power Corp. in turn 
serves 10 member cooperatives and 6 municipalities. 

This loan is in addition to another loan of $11,350,000 approved November 21, 
1949, which we have seen previously.“ Within 5 years, approximately 100,000 
consumers would benefit in the form of better service and lower cost power from 
the facilities that were to be constructed as a result of these 2 loans. 


Reasons for loan 


The additional loan was necessary because of a change in the steam-plant site 
from Jefferson City, Mo., to a more satisfactory location near Chamois, Mo., 
making necessary the rerouting of certain transmission facilities. Likewise, an 
increase in transmission facilities was needed in order to provide adequate serv- 
ice. Likewise, material and labor prices had increased since the original loan 
was made. 

Of the new loan, $680,000 was for generation, $1,819,000 for transmission, 
and $39,000 for general plant and other purposes. The original loan was made 
to build a 15,000-kilowatt steam-generating plant, and 465 miles of transmis- 
sion line. The new loan did not affect the capacity of the generating plant, but 
it made possible the construction of 53 additional miles of transmission line. 
The number of substations was to be increased also. The construction of the 
steam plant was well underway, and about 85 miles of transmission line construc- 
tion were completed at that time. 


Tie-in with SPA 
Central Electric’s system was to tie in with the Southwestern Power Admin- 
istration under an exchange of power agreement that had been executed pre- 
viously. The transmission facilities were to be operated for Central by SPA. 
The exchange of power between SPA and the steam plant was to assure the 
REA cooperatives that service would be better, and cost less than would be 


possible if their generating plant and transmission network were operated 
independently. 


Estimated savings in rates 
The wholesale cost of power to the REA member cooperatives was estimated 
at 6 mills per kilowatt-hour under this arrangement, and ebout 6.8 mills per 


kilwatt-hour for member cooperatives of Sho-Me. Central Electric’s member 
cooperatives were then paying from 9.4 to 15.2 mills per kilowatt-hour. 


fy B® @ 
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The overall power-supply situation in the area still remained critical. No 
substantial improvement had taken place since the original loan was made, nor 


was any expected in this regard until Central’s facilities were placed in opera- 
tion. 


WHY LOANS WERE MADE TO REA POWER COOPERATIVES 


Loans to M. & A. Power Cooperative 


As we have seen previously,“ REA made a loan to the M. and A. Power Co- 
operative for $2,900,000 in May 1948. This power cooperative was a new one 
and was first located at Hayti, Mo. Later its permanent headquarters were 
located at Poplar Bluff, Mo. 

This loan was made for the purchase and installation of a 10,000-kilowatt gen- 
erating plant near Essex, Mo. It also provided for the construction of 112 miles 
of transmission line and substation facilities. 

The following REA cooperatives were to be served: 


Scott-New Madrid-Mississippi Electric Cooperative, Sikeston, Mo. 
Ozark Border! Electric Cooperative, Poplar Bluff, Mo. 

Black River Electric Cooperative, Ironton, Mo. 

Sho-Me Power Corp., Marshfield, Mo. 


The last loan made to the M. & A. Electric Power Cooperative was in January 
1952. At that time REA made a loan of $100,000 to finance the repairing and 
reconditioning of the system transformers. 


Loans to N. W. Electric Power Cooperative 


We now come to the N. W. Electric Power Cooperative of Cameron, Mo., also 
located in the SPA area. The first loan to this power cooperative was made in 
January 1950 for $18,393,000, as we have seen.” 

Why this loan was made.—When this loan was made, the headquarters of this 
power cooperative were located in Savannah, Mo. Later they were moved to 
Cameron, as indicated above. This loan was made in order to assure the con- 
tinued progress of rural electrification in northwestern Missouri. N. W. was a 
new federation of seven REA-financed distribution cooperatives. 

The money was to be used to build a 40,000-kilowatt steam-generating plant 
to be constructed near Missouri City, 257 miles of 154-kilovolt and 505 miles of 
69-kilovolt transmission lines, as well as related substations and switching 
facilities. In addition, the new power federation was to acquire and integrate 
into its system the existing transmission facilities of the REA member coopera- 
tives. These included 18 miles of 69-kilovolt, and 94.5 miles of 34.5-kilovolt trans- 
mission lines and related substations. The steam plant was to have two 
20,000-kilowatt units. 


Tie-in with SPA 


The new system was to tie in with the Southwestern Power Administration, 
which has contracted with the N. W. Cooperative to purchase the entire output 
of the steam plant and to rent and operate the major portion of the new 154- 
kilovolt transmission lines for a period of 40 years. SPA was the Federal mar- 
keting agency for such public power developments as the Bull Shoals and Norfork 
Dams in Arkansas, and the Denison Dam in Texas, as well as six others then 
under construction. In return, SPA was to sell N. W. up to 40,000 kilowatts 
of power to the new cooperative at its wholesale schedule A rate. 

As power from a fuel-burning plant was necessary to firm up any hydro system 
such as that of SPA, the steam plant’s output was needed to assure reliable serv- 
ice to the REA cooperatives. The interchange of power provided for in the 
contract resulted in rates to the seven-member REA cooperatives which were 
appreciably lower than if they were to transmit and distribute the output of the 
steam plant themselves. Also, service would be substantially better from a net- 
work designed specifically to serve rural areas and supplied from many power 
sources. 


48 See ch. IV, p. 4. 
#°?See ch. IV, p. 4. 
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Veeting local needs 


The 40,000 kilowatts guaranteed to the cooperative in the SPA contract was to 
meet the needs of the member REA cooperatives for at least 10 years. If, in the 
future, the cooperatives needed more power, the contract provided that they 
could eall upon SPA to provide it, and if not available from SPA, they could buy 
it from some other source or sources, or they could install a third 20,000-kilowatt 
unit in the steam plant and use its output. 

Revenues from the sale of power and the rental of the interconnecting trans- 
mission line would be enough to meet all expenses and amortize the REA loan. 


The new power cooperatives were to operate the powerplant, part of the 154-kilo- 


yolt line, all of the 69-kilovolt lines and new substations, as well as the transmis- 
sion facilities acquired from its member REA cooperatives, 


Savings in power costs 


In addition to assuring an adequate supply of power for the members of the 
N. W. Electric Power Cooperative to expand their facilities and provide better 
service to present consumers, the new generating and transmission system would 
deliver power at a rate which would save the cooperative an estimated $489,000 
in 1954, compared to the lowest price offered by present suppliers, and $957,000 
in 1959, as power consumption grew and more consumers were added. 

Four of the seven distribution cooperatives were required to add a 10-percent 
surcharge to their retail rates because of higher wholesale rates and increased 
construction costs. This surcharge could be removed when the new facilities 
went into service. Other reductions were possible. Some of the cooperatives 
had been paying as much as 18 mills per kilowatt-hour at wholesale during 1949. 
When the new system would be in operation, the cooperatives would pay between 
7 and 8 mills. 

The new system would enable the REA member cooperatives to provide better 
service at lower cost to the 21,500 consumers they served, and it would also allow 
them to expand their facilities to bring power to more than 25,000 farm families 
and other rural dwellers in the area who were receiving electricity. Thus, about 
200,000 rural Missourians were to benefit from this loan. The loan made was 
on the standard REA terms of 2 percent interest and a maximum 35-year amor- 
tization period. 


1 dependable power source needed 


At that time, most of the N. W. member cooperatives did not have a satisfac- 
tory source of power. From the beginning, they had experienced difficulty in 
obtaining power where and when it was needed, and at a reasonable rate. Fre- 
quent and excessive outages had been experienced. Some of them were more than 
19 hours in duration, disrupting the service of thousands of consumers at a time. 
Cooperative losses had been substantial because of the inadequacy of power, and 
poor voltage regulation had cause extensive damage to users’ facilities. Also, 
a lack of power kept many consumers from installing electric ranges, water heat- 
ers, and many other appliances of high power usage. 

For the previous several years, the REA member cooperatives of Northwest 
had carried on continuous negotiations with utility companies of their area for 
a solution to their problem, but were unable to reach a satisfactory agreement. 
Although the suppliers had made frequent statements to the contrary, ex- 
haustive studies by engineers for the cooperatives and on the REA staff had 
shown that the existing suppliers did not have sufficient generating and transmis- 
sion facilities to meet the needs of the REA cooperatives. In order to obtain suffi- 
clent power at a price that permitted unrestricted development of rural electri- 
fication in the area, the cooperatives were forced to seek other sources of supply. 
The above appoved plan was the result. 


The power shortage 


The five utilities which had been supplying most of the wholesale power that 
the REA cooperatives had used released a letter to Administrator Claude R. 
Wickard vigorously opposing the proposal of the N. W. Electric Power Coopera- 
live. REA asked these power companies what plans they had to meet the needs 
of these cooperatives. Their replies did not state that they could provide al! the 
power the cooperatives needed, or that they would supply power to the coopera- 
tive load centers at a rate below existing charges. However, they did propose 
major increases in their basic facilities. The new construction they proposed 
would not solve the power-supply problem of the REA cooperatives. The pro- 
posal again disclosed the power shortage which existed then, and threatened 
the future development of that area. 
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Power cooperative members 


The Missouri REA member cooperatives of the N. W. Electric Power Coopera- 
tive, Inc., were: 
Northwest Missouri Electric Cooperative, Savannah. 
Atchison-Holt Electric Cooperative, Rockport. 
Platte-Clay Electric Cooperative, Platte City. 
Farmers Electric Cooperative, Chillicothe. 
Grundy Electric Cooperative, Trenton. 
Nodaway-Worth Electric Cooperative, Maryville. 
North Central Missouri Electric Cooperative, Milan. 


Expanding their programs 

With a supply of low-cost power assured, the REA cooperatives would be able 
to accelerate the expansion of their distribution systems toward complete area 
coverage. They were operating 8,406 miles of line which served 21,533 rural 
consumers in 23 Missouri counties which were: Platte, Clay, Ray, Carroll, Chari- 
ton, Linn, Livingston, Caldwell, Clinton, Buchanan, Holt, Andrew, DeKalb, 
Daviess, Grundy, Sullivan, Putnam, Mercer, Harrison, Gentry, Worth, Nodaway, 
and Atchison. In Iowa the counties are: Fremont, Page, Taylor, Ringgold, 
Decatur, and Wayne. In Nebraska only Richardson County was served. 

Loans had already been approved to the REA cooperatives to construct 3,396 
additional miles of distribution lines to serve an estimated 9,221 more consumers. 

Only 61 percent of the farms in Missouri were electrified on June 30, 1949, 
compared to a national average of 78.2 percent. About 90,000 farms in the 
State were still without electricity. N. W.’s loan was designed to open the way 
for a rapid expansion in the number of farms electrified. 


1951 REA loan to N. W. 


The last loan to the N. W. Blectric Power Cooperative was made in August 
1951, and it was for $5,477,000. 

This supplemental loan would enable the cooperative to complete its gen- 
eration and transmission system as planned. It could thereby provide adequate 
and lower cost power to its seven-member REA cooperatives, and also transmit 
power to KAMO Electric Cooperative of Vinita, Okla.,” from public dams in the 
Southwest. 

The loan was in addition to the original loan of $18,393,000 approved in Janu- 
ary 1950, which we have just reviewed. The N. W. system was necessary in 
order to provide better service at lower cost to 21,500 consumers that were served 
by 7 member REA cooperatives, and to bring power to more than 25,000 farm 
families and other rural dwellers who were not receiving electricity. 

The additional loan was necessary because of material and labor price in- 
creases since the original loan; alterations in the original designs to heavy up 
and thus strengthen a section of N. W.’s 154-kilovolt transmission line in order to 
provide 35,000 kilovolts of capacity to KAMO Electric Cooperative; and some 
other changes in the transmission network on the basis of studies made by the 
cooperatives’ engineers. 


Uses for the loan 


Of the new loan, $2,314,500 was for generation, $2,912,800 was for transmission, 
and $249,700 for general plant and other purposes. The original loan was to 
build a 40,000-kilowatt steam-generating plant and 835 miles of transmission lines. 
The system would tie in with the N. W. Cooperative to exchange power, and to 
rent and operate a portion of the new transmission line for 40 years. SPA was 
the marketing agency for power developed at such public power projects as Bull 
Shoals, Norfolk, and Narrows Dams in Arkansas, and the Denison Dam in 
Texas. 

Firming up power 

The exchange of power between the hydro plants and steam plant would assure 
the REA cooperatives that service would be better and cost less than would be 
possible if their generating plant and transmission network were operated inde 
pendently. Thirty-two miles of 69-kilovolt line had been built and construction 
had been started on 90 additional miles of line. 


5° See ch. IV, loans to KAMO, p. 6. 
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KAMO and N. W. 


When KAMO Electric Cooperative received a $10,533,000 loan in December 
1950," for the construction of a transmission system in Kansas, Missouri, and 
Oklahoma, in order to bring the benefits of low-cost electric power to 97,000 
farm families, one of the conditions was that N. W. Electric Power Cooperative 
would construct a section of its 154-kilovolt line heavier than originally planned. 
KAMO was to receive power for its Missouri-Kansas system from the Bull 
Shoals-Missouri City transmission line to be leased to SPA by N. W. Electric. 
The section of the loan providing for additional capacity to serve KAMO was 
contingent on assurances that the necessary facilities would be constructed to 
allow utilization of the full capacity of the main transmission lines. 

The N. W. Electric Power Cooperative could also purchase SPA power at 
Leeton up to 10,000 kilowatts in addition to what it would purchase at Missouri 
City, in order to take care of the West Central Electric Cooperative of Higgins- 
ville, Mo., if and when it becomes a member of N. W. 


Assuring adequate power and savings 


Studies showed that in addition to assuring an adequate supply of electricity 
for members of the Northwest Cooperative, the new system would save the REA 
cooperatives an estimated $319,600 in 1954, compared with the lowest offer by 
present suppliers, and $786,600 in 1959, as power consumption grows and more 
consumers are added. 

Some of the REA member cooperatives paid as much as 18 mills per kilowatt- 
hour in 1949, but when the new system would be in operation, the cost of power 
to members of Northwest Electric was expected to be between 9 and 10 mills, 
going down to less than 8 mills by 1959. 


WHOLESALE RATES OF REA POWER COOPERATIVES FOR REA DISTRIBUTORS ™ 


Rates are for delivered power 


Where a private utility quotes a wholesale rate to an REA cooperative, it gen- 
erally does so on a “come and get it” basis. That is to say the REA cooperative 
must obtain the power from some high voltage transmission line of the private 
utility and go to the added expense of building its own substations and facilities 
in order to distribute this power at the proper voltage. In the case of the REA 
power cooperatives selling power to REA distributors, the power is delivered to 
the load center of the distribution cooperative and at the proper voltage. All such 
substations and facilities costs are included in the wholesale power rate. Also 
included in the REA wholesale rate, and not included in private utility wholesale 
rate, is the cost of amortizing all costs of supplying such power. 


High cost areas 


Some of the REA wholesale power is generated in high cost areas. It is costly 
to obtain fuel and to construct the necessary facilities and the rates would be 
even higher if they were supplied by a private utility. 


No source of power 


Equally important, wholesale power is commonly made available to farmers 
and rural residents through REA power cooperatives in areas where no adequate 
source of wholesale power is available at all. Even though the rates may be more, 
the farmers are willing to pay the increase due to the great benefits of electricity, 
which service they would not enjoy in the absence of such wholesale power. 


Overcharges recoverable 


Should the REA generating cooperative charge the distributor more than is 
necessary, any overcharges would ultimately be credited to the REA distributor. 
These are nonprofit cooperatives, and any excesses in charges would be recovered 
Subsequently by credits to the distributor. 


Building load 


When a new system is first established, for several years it has the problem of 
utilizing the full facilities or peak of the electric power that is available. At the 
outset, before load is fully utilized, power costs are always higher. As the sys- 
tem develops, and the uses of electricity expand, rates drop, and load increases. 
This has been the experience of REA systems throughout the country. 


51 See ch. IV, p. 4. 
® Source: Rural Electrification Administration, Washington, D. C. 
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Planning for the future 


The history of REA cooperatives is essentially a record of constantly increasing 
use of electricity and ever-increasing demand for additional sources of supply, as 
demands of consumers increase and rates drop. The REA power cooperatives are 
able to plan ahead for 5 or 10 years when they have their own power supply, and 
thus assure a steady, continuous growth as it meets the increased needs of the 
farms and rural users. 


CHAPTER V. DECISIONS OF THE COMMISSIONS AND THE COURTS 


In the development of these REA generating cooperatives there have been 
various decisions of the public service commissions and of the State and Federal 
courts that should be considered. 


KANSAS ™ 


On February 16, 1950, in Docket No. 39, 524-U, the Kansas Corporation Commis- 
sion had brought a proceeding on its own motion, and ordered that all contracts 
for the purchase or sale of electric energy for resale by any electric public utility 
under the jurisdiction of the commission, shall be of no force or effect until sub- 
mitted to and approved by the commission. 

In the above case, the cooperative sought approval of its wholesale power con- 
tract with KAMO Electric Cooperative, Inc. On June 138, 1951, the commission 
allowed Eastern Kansas Utilities, Inc., Kansas City Power & Light Co., and 
Kansas Gas & Electric Co. to intervene in this case. In motions filed before the 
Commission on June 28, 1951, the private utilities alleged that KAMO’s source 
of power supply is SPA, with which agency KAMO has entered into a lease- 
purchase agreement covering KAMO’s transmission facilities; and that SPA 
proposes to energize, in part at least, the facilities which it leases from KAMO 
through facilities leased by SPA from Northwestern Electric Power Cooperative, 
Ine., with which SPA has a lease-purchase agreement. The intervenors also 
alleged that the Sugar Valley application represents the initial attempt of KAMO 
and SPA to enter into and conduct a general electric public utility business in 
the State of Kansas, and question the legality thereof. 

This proceeding is reported to have been terminated by withdrawal or abandon- 
ment of the application by Sugar Valley Electric Cooperative, which thereupon 
entered into a wholesale power arrangement with Eastern Kansas Utilities, Inc., 
and Kansas City Power & Light Co. 


ARKANSAS ™ 


On September 26, 1951, a complaint was filed seeking a cease and desist order 
against the Northwestern Electric Power Cooperative, incorporated in Missouri, 
on the construction of the Arkansas part of a 154-kilovolt transmission line from 
Bull Shoals Dam in Arkansas to Missouri City, Mo., that was to be leased to SPA. 
It was alleged that this cooperative had not secured a certificate of convenience 
and necessity required in connection therewith. The cooperative moved to dis- 
miss on the ground that the transmission line was being built and would be 
operated in interstate commerce. However, the commission issued a cease and 
desist order. On October 19, 1951, the cooperative obtained a temporory injunc- 
tion in the Federal district court on the ground that the commission’s action was 


an unconstitutional interference with interstate commerce. Thereafter, the com- 
mission dismissed this complaint. 


MISSOURI ™ 


On January 21, 1951, a complaint was filed alleging that North Western pro- 
posed to construct a 40,000-kilowatt steam plant near Missouri City, Mo., a 
161-kilovolt transmission line to the Bull Shoals Dam in Arkansas, and other 
transmission lines, and to: enter into a lease-purchase agreement with SPA 


88 Before the State Corporation Commission of the State of Kansas. Docket No. 41,963 U. 
In the Matter of the Application of Sugar Valley Electric Cooperative Association, Inc., for 
Approval of Certain Wholesale Power Contract. 

* Docket U-681. Before the Arkansas Public Services Commisison. 
and Light Company v, N. W. Electric Power Cooperative, Inc. 

% Case No. 12095. Before the Public Service Commission of the State of Missouri. 
Kansas City Power and Light Company, Missouri Gas and Electric Service Company, Mis- 
sourt Power and Light Company, Missouri Public Service Company, St. Joseph Light and 
Power Company, The Empire District Electric Company v. N. W. Electric Power Cooper- 
ative, Inc., and Southwestern Power Administration. 


Arkansas Power 
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covering the steam plant output and the 161-kilovolt transmission line; that the 
facilities duplicate those of the complainants; that the facilities involved and 
their disposition are in violation of the Missouri Rural Electric Cooperative 
Act; and that SPA is acting illegally and beyond its power and is therefore 
amenable to regulation by the Missouri Public Service Commission. The com- 
plainants requested an order requiring North Western to show cause why it 
should not obtain authorization from the commission; that the North Western 
be denied a certificate of convenience and necessity to construct the facilities ; 
and that SPA be required to obtain authority from the commission to operate 
as an electrie public utility in Missouri. 

The defendants moved to dismiss on jurisdictional grounds in April 1951. 

No further action has been taken in this case. 


ARKANSAS ™ 


The decision rendered by the Supreme Court of Arkansas, unanimously affirms 
the decision of the circuit court of Pulaski County in setting aside a grant by the 
Arkansas Public Service Commission to Arkansas Electric Cooperative Corp. of a 
certificate of convenience and necessity to construct certain generating and trans 
mission facilities with REA loan funds. This was docket U-511, of the Arkansas 
Public Service Commission, August 11, 1951." 

This cooperative had entered into a lease-purchase contract with SPA which 
was substantially the same as those executed by the Missouri cooperatives in- 
volved in the litigation in the District of Columbia. 

The court held the cooperative had no authority under the Arkansas Electric 
Cooperative Corporation Act to sell or transmit power to SPA because SPA 
did not meet the rural areas and central station service requirements of the 
Arkansas act and was not an ultimate consumer. It was further held that SPA 
had no authority to purchase or sell steam-generated power. In this case the 
cooperatives’ plan was to build a 30,000-kilowatt steam-generating plant near 
Ozark, Ark., and 544 miles of transmission line with $10,588,000 of REA loan 
funds. Now the cooperative is studying a plan to build the generating plant in 
Oklahoma, and transmission lines running from Oklahoma into Arkansas. 


DECISION OF THE UNITED STATES DISTRICT COURT 
Facts in the case 


On June 17, 1953, the United States District Court for the District of Columbia 
issued its opinion in the Kansas City Case.” This case was a major challenge, 
brought by a private utilities affected, of the validity of all the principal activities 
of the Rural Electrification Administration in its loans to REA generating co- 
operatives, as well as of the Southwestern Power Administration which was 
seeking to use its facilities and those of the cooperatives in order to serve these 
REA-financed generating plants and transmission lines. The principal facts in 
this case were these. On October 3, 1950, the Kansas City Power & Light Co., 
of Kansas City, Mo., and nine other privately owned electric-utility corporations, 
doing business in and around Missouri, filed a suit in the United States District 
Court for the District of Columbia asking for relief against officials responsible 
for the administration of the Rural Electrification Act, and of section 5 of the 
Flood Control Act of 1944, as amended. 

These private utilities complained that the defendants had entered into a 
system of contracts between the United States and five federated rural electric 
cooperatives. They contended that the objective of these contracts was to enable 
the Southwestern Power Administration to acquire the use of REA funds, with- 
out congressional authorization, and in violation of the law. They asserted 
that the steam plants and transmission lines would duplicate the facilities of 
the private utilities and thereby deprive them of existing and potential customers. 
They alleged further that this would bring destructive competition to these and 
other utilities operating in the Southwestern Power area. 

The complaint further stated that the defendants had executed or were about 
to execute several contracts. In each of these, they said, the Government, as 


™ Arkansas Electric Cooperative Corporation vy. Arkansas-Missouri Power Company, 
et al., 255 S. W. (2d) 674 (Sup. Ct. Ark. Feb. 23, 1953). 

“Si FP. a Ue. by & 

United States District Court for the District of Columbia, Kansas City Power & Light 
Company, a Missouri Corporation, et al. (Plaintiffs) v. Douglas McKay, Secretary of the 
Interior, et al (Defendants), civil action No. 4276-50. 
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represented by REA or by SPA, would be named as one party to the contract, 
and one of the five rural electric cooperatives—N. W. Electric Power Cooperative, 
Inc., Central Electric Power Cooperative, Sho-Me Power Corp., KAMO Electric 
Cooperative, Inc., or M. & A. Electric Power Cooperative, would be named as the 
other party to the contract. 


THE REA FEDERATED COOPERATIVES 


These REA federated cooperatives are privately owned corporations whose 
members consist of smaller rural electric distribution cooperatives. They are 
independent corporations organized under the laws of their respective States to 
enable the rural residents they serve to secure electric service as intended under 
the provisions of the REA Act. The private utilities asserted that these REA 
federated cooperatives are merely paper organizations. 

The position of the private utilities is that the defendants, through the REA 
and SPA, have combined to misuse their powers under the guise of law, and are 
merely using the cooperatives to build a competing public power generating and 
transmission system duplicating the facilities and invading the territory of the 
private utilities. They assert that this constitutes unlawful competition and 
has caused them irreparable injury. 

The private utilities sought an injunction to prevent the Secretary of Agri- 
culture and the Administrator of REA from making loans to the five federated 
rural electric cooperatives for the construction of electric generating and trans- 
mission facilities ; to restrain the Secretary of the Interior and the Administrator 
of SPA from proceeding under certain lease and power agreements between 
SPA and these cooperatives; and to prevent the Secretary of the Treasury from 
making any disbursements which would enable them to carry out these unlawful 
acts. 

Later, another judge of the United States District Court in the District of 
Columbia heard and denied a motion by the defendants for a summary judg- 
ment. Subsequently, the case was specially assigned to another branch of the 
United States District Court for the District of Columbia for the hearing of all 
motions, for pretrial, and trial. 


THE REA ARGEEMENTS 


In accordance with the rules of the United States District Court, such a 
separate trial was ordered, and held. The opinion in this case covers the issue 
that was involved therein. 


THE REA LOAN AGREEMENTS 


By the terms of the loan contracts that were executed by the REA, funds are 
to be advanced to the respective REA federated cooperatives for the construction 
of generating and transmission facilities, such as steam or diesel generating 
plants, transmission lines, and related electrical facilities. 

These REA loan agreements provide that before any funds are advanced to the 
respective cooperatives they must enter into the second type of agreement, 
namely, the lease contract, with SPA. These agreements call for the leasing to 
SPA for a period of 40 years of the transmission facilities to be constructed from 
the funds advanced. By these lease contracts, SPA obtains control of the faeili- 
ties for the 40-year period. SPA agrees to pay all costs of operation, mainte- 
nance, repair, and capital replacements, as well as the amortization payments 
on the loans. 

The loan agreements and lease contracts also call for the execution of the third 
type of agreement, the power contract. This is entered into simultaneously for 
the same 40-year period, as provided in the lease contract. Under the power 
contracts, SPA agrees to purchase the entire output of the steam plants con- 
structed by the funds advanced in the loan agreements. It also agrees to resell 
power and energy to each of the REA cooperatives as required by its members, 
at the rate designated in SPA’s rate schedule A, and as approved by the Federal 
Power Commission. Accordingly, the loan contracts are conditioned upon the 
execution of the agreements with SPA, and the SPA agreements are made in 
contemplation of the loan agreements. 
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THE SEPARATE TRIAL 


A separate trial was held for the purpose of determining the validity of the 
REA loans to the various REA cooperatives, and the validity of the lease and 
power interchange agreements between the REA cooperatives and the SPA. 

From this it will be seen that the private utilities contended that the con- 
tracts are a scheme by which the REA defendants have endeavored to carry 
out an illegal plan. 


FINDINGS OF THE COURT 


Here are the principal findings of the court. 


REA systems can expand 


First, the court considered whether the REA loan contracts were valid. The 
court found that the REA systems have a right to expand: 

“* * * There is nothing in the language of the act to require that the Armin- 
istrator’s authority to finance the construction of generating plants and trans- 
mission lines must be exercised simultaneously with his power to finance the con- 
struction of distribution lines to furnish electric energy to unserved persons in 
rural areas. 

“Tt is a well recognized principle of statutory construction that the terms of a 
statute should be construed so as to effectuate the legislative intent * * *.” 

Likewise, the Federal court held, the REA can make loans to REA borrowers 
as they are needed: 

“* * * The court is unable to conclude that the determination made by the 
Administrator (of REA) based upon his specialized experience and information 
to the effect that repeated loans, each of which, like the original loan, was made 
for the single ultimate purpose of supplying electrical service to persons under 
the circumstances existing in connection with the loans involved, is in conflict 
with the powers delegated to his office by Congress to make loans to persons * * * 
who are not receiving central station service * * *. Consequently the court finds 
that the course pursued by the Administrator in authorizing the loans under dis- 
cussion under this heading is not violative of the act, and that the loan contracts 
do not violate the central station provision of the REA Act.” 


SERVING CITIES OF OVER 1,500 PERSONS 


Then the court turned to another basic question : 

“Ts it legal to make loans to municipalities that have more than 1,500 persons, 
the limitation established in the REA Act?’ In the present case, one of the 
federated REA cooperatives in this suit—the Sho-Me Power Corp.—had acquired 
an existing private utility system with REA funds. This system was already 
serving some small cities having more than 1,500 persons. However, it was 
acquired in order to extend service to surrounding rural areas. The court held 
that this was entirely proper: 

“* * * A proper construction of the act does not prohibit the challenged acqui- 
sition where, as here, the record shows a substantial number of persons, in rural 
areas, who are now unserved, will be served as a consequence of the loan. 
Hence, the court holds that the contracts under consideration under this heading 
do not violate the rural area provision of the REA Act.” 


LOANS ARE FOR THE BENEFIT OF REA 


The next question treated by the court was: 

“Were the loan contracts executed for the sole benefit of SPA?’ The court 
stated the question this way: 

“* * * The basic question throughout the separate trial has been whether the 
defendants were acting within the scope of their authority in executing the vari- 
ous contracts. All other issues were swept aside by the court’s order of May 19, 
1952. * * * It was the court’s expressed intention to * * * consider the con- 
tracts face to face with the applicable statutes as related to the contentions of 
the plaintiffs, to ascertain simply whether there was statutory authority to per- 
mit the defendants to take actions they have taken.” 

— court concluded that the actions of the REA’s and the cooperatives were 
valid: 

“After a careful review of the record the court is unable to say that the de- 
fendants have misused their powers. It is obvious that REA has the authority 
to make the challenged loans to the cooperatives. Nothing contained in the 
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present record precludes such a finding. It is also obvious that it is the coopera- 
tives who are obligated to repay their debt. In reaching this conclusion, the 
court is not being oblivious to the difficulties the cooperatives may encounter in 
carrying out their responsibilities should a termination occur, as contemplated 
in the lease and power agreements with SPA. However, such a termination in 
no way affects the obligations of the cooperatives to the REA. The fact remains 
that the loans must still be repaid by the cooperatives.” 


THE COOPERATIVES ARE RESPONSIBLE 


Nor had the cooperatives entered into any obligation with the SPA, added 
the court: 

“The court is not persuaded, as contended by the plaintiffs, that SPA has 
entered into any obligation with REA. There is nothing to indicate that SPA 
has received any of the proceeds from the loans, nor has SPA guaranteeed repay- 
ment of the loans. The whole situation has not created an enforceable obliga- 
tion on the part of SPA toward REA. Thus, it cannot be said that the contracts 
between SPA and the cooperatives have become transformed into anything other 
than or differing from that which they appear on their face to be, namely, loan 
contracts between REA and the cooperatives, which, * * * are within the 
statutory authority of REA to make.” 


THE CONTRACTS ARE FOR THE BENEFIT OF REA CO-OPS 


The court pointed out that the REA possesses binding contracts for the co- 
operatives power requirements, and the contracts were for their benefit, not for 
the SPA: 

“Moreover, * * * it is significant that the federated cooperatives have also 
assigned to the REA the unconditional contracts under which the member co- 
operatives are obligated to purchase their power requirements from the fed- 
erated cooperatives during the period when the loans are to be repaid. These 
obligations clearly place the cooperatives in the position of the real borrower, 
for they conclusively bind the assets of all recipients to the repayment of the 
advanced funds. These facts, in themselves, and regardless of congressional! 
appropriations, plainly show that the plaintiffs have failed to sustain the burden 
thrust upon them when they filed their complaint. Under the circumstances, the 
court concludes that the federated cooperatives are the real borrowers and true 
beneficiaries of the loan agreements. Consequently, the court holds that the 
loan contracts involved under this heading were not executed for the sole benefit 
of SPA.” 

REPAYMENT OF REA LOANS 


The next major problem the court considered, related to the repayment of 
the REA loans. This is provided for in section 4 of the REA Act which pro- 
vides for the self-liquidation of loans. The private utilities charged that the 
loans do not comply with the provision of section 4, “that all such loans shall be 
self-liquidating. The utilities state that the agreements were based upon SPA’s 
agreement in the lease and power contracts—these were pledged to secure the 
REA loan—that is, to make minimum monthly payments which would amortize 
the REA loans.” However, the utilities say, to be “self-liquidating” within the 
meaning of the act, the Federal funds loaned by REA must be repaid from sources 
other than the Federal Government itself. 

The court rejected this view: 

“The predicate of this position is the assumption, previously indulged by the 
plaintiffs, that the loans were made to and for the benefit of SPA, and that 
the obligation to repay these loans rests on SPA. The court finds itself un- 
able to agree with this position. Nor does the court find support for the as- 
sumption or for the contention, either from the wording of the contract or from 
the result of its actual application as reflected in the record. Furthermore, 
it is well settled that courts do not direct or control the judgment of adminis- 
trative officers in matters properly within their jurisdiction, except in clear cases 
of illegality of action.” 


WHEELING POWER 


Wheeling of power is the trade practice of utilizing existing transmission 
lines to transfer electric energy from one source to another. The private utilities 
contend that the loan contract between the REA and M. & A. Electric Cooperative 
is illegal because: “* * * The REA Act does not authorize, and consequently 
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prohibits the making of loans for the construction of facilities to supply pow 
er to or to wheel power for SPA.” 

The court did not accept this view: 

“* * * The evidence of the separate trial refutes this contention. The record 
shows that the loan was made several years prior to the SPA-M. & A. entered 
into the contract with SPA for the purpose of providing for the sale of its of! 
peak power and permitting its incidental transmission capacity to be utilized 
to Wheel power and energy for SPA.” 


THE FLOOD CONTROL ACT 


Turning to the Flood Control Act,” the court then considered whether or not 
the lease and power contracts violate the provisions thereof. The private utilities 
contended that they did: 

“* * * Their charge that the lease and power contracts entered into by SPA 
in the name of the United States with the various federated cooperatives are il- 
egal on the ground that they are not authorized and consequently are for- 
iidden by the Flood Control Act. Plaintiffs argue that SPA has no authority 
to acquire or construct with borrowed funds the leased facilities.” 

The court rejected this view and said: 

“* * * The court does not accept the premise contended for by the plaintiffs, 
that SPA is the real borrower of the REA funds, it follows that said argu- 
ment merits further consideration only insofar as it concerns defendants’ claim 
of acquisition of these facilities by SPA.” * * * 

* The impressive testimony of plaintiffs’ highly qualified witnesses does 
not, in the court’s view, alter the fact that the practical operations pursuant 
io the agreement are consonant with the leasing arrangement as set forth in the 
written instrument and are, at least, as consistent with such arrangements 
us with the sale arrangement contended for by the plaintiffs. In the circum- 
stances, considering plaintiffs’ failure to meet the burden of proof imposed upon 
them, the court concludes that the lease agreement does not create a situation 
in Which SPA becomes purchaser rather than lessee of the facilities involved.” 


ACQUISITION OF TRANSMISSION LINES VALID 


The right of the Government to acquire transmission lines by purchase or 
lease is justified to carry out the purpose of the law, the court said: 

“* * * The language of the statute justifies a holding that the Secretary of 
the Interior, through his marketing agent, may acquire by a lease agreement such 
transmission lines as may be necessary in order to accomplish the objectives of 
the act. Within the authority of the Secretary ‘to construct or acquire by 
purchase or other agreement’ is embraced, * * * not only the power of acquisi- 
tion by purchase, but also the power of acquisition by lease agreement. Not only 
is this conclusion justified by the wording of the act, but, in view of the context, 
any other conclusion would thwart the proper exercise of authority reposed in 
ihe Secretary of the Interior. 

“* * * The court finds that there is warrant in the record and reasonable 
basis in law for the Administrator’s determination of the means to be adopted, 
that is to say, the leasing of transmission lines and accompanying facilities, for 
the carrying out of the congressional mandate contained in the act. Conse- 
quently, the court holds that the leasing of these facilities is ‘necessary’ within 
the terms of the act.” 


STEAM POWER MAY BE PURCHASED 


The same is true of the purchase of steam-generated power. This, too, the 
court said, is valid: 

“In like manner it is clear to the court, in view of the rule laid down in 
\shwander v. T. V. A., that the purchase of thermal energy generated at the 
steam plants of the cooperatives, which purchase is reasonably incidental to 
the integration of hydroelectric power generated at the reservoir projects, is 
hot prohibited by the provisions of the Flood Control Act but rather is within 
the scope of its provisions and in accord with its purpose. Consequently, the 
court finds that authority to purchase power and to pay rentals for the use 
of transmission facilities by SPA is contained in the terms of the Flood Con- 


°° Flood Control Act of 1944, as amended (16 U. S. C. 825 8). 





742 POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 


trol Act. The court holds, therefore, that the lease and power contracts 
do not violate the provisions of the Flood Control Act.” 


THE CONTRACTS ARE VALID 


Whether the lease and power contracts are illegal on any other ground 


Also pressed upon the court were the following private utility contentions: 

“That the so-called continuing fund statute” contains no authority under 
its terms for the execution of the lease and power contracts by SVA; that the 
lease and power contracts are illegal in that they circumvent the limitations 
imposed by Congress upon the operations of SPA; and that if any statute is 
construed as authorizing the operations of SPA, such statute or statutes would 
be unconstitutional. The court does not find itself in agreement with these 
contentions.” 


THE SPA CONTINUING FUND IS VALID 


When the court considered the SPA continuing fund, it held that Congress 
intended it to be a valid supplement to the Flood Control Act: 

“* * * The record supports the conclusion that the continuing fund statute 
and the various Interior Department appropriation acts demonstrate that Con- 
gress, from time to time, has appropriated funds for the purchase of power and 
the rental of transmission facilities by SPA. Thus, it may be said that there is 
expressed in the continuing fund statute what was previously implicit in 
the Flood Control Act. The continuing fund statute, as the court construes it, 
is in effect an amendment to the Flood Control Act.” 


SPA ACTIONS ARE LEGAL 


Therefore, the court concluded that SPA’s actions are valid: 

“Since it has been previously shown that the operations of SPA are in ac- 
cordance with the congressional mandate, it is apparent that the contracts 
do not circumvent the limitations imposed by Congress upon the electric utility 
operations of SPA.” 


THESE REA ACTIVITIES ARE CONSTITUTIONAL 


Finally, the court rejected the private utility view that such activities were 
unconstitutional. Citing the prevailing rule, the court quoted the established 
United States Supreme Court views in the Ashwander Case,” as set forth by Chief 
Justice Hughes: 


* * * % * * * 


“As to the mere sale of surplus energy, nothing need be added to what we have 
said as to the constitutional authority to dispose. The Government could lease 
or sell and fix the terms. * * * the contemplated interchange of energy is a 
form of disposition and presents no questions which are essentially different 
from those that are pertinent to sales. 

“The transmission lines which the Authority undertakes to purchase from 
the power company * * * provide the means of distributing the electric en- 
ergy * * * to a large population. They furnish a method of reaching a market. 
* * * The transmission lines for electric energy are but a facility for conveying 
to market that particular sort of property, and the acquisition of these lines 
raises no different constitutional question” (U. S. at 338, 339). 


THE REA LEASE AND POWER CONTRACTS ARE LEGAL 


The United States district court thereupon concluded by recognizing the 
validity of all the REA and SPA agreements: 

“The court finds no ground * * * for holding the lease and power contracts 
illegal.” 


016 U. S. C. 825 s-1. 
© Ashwander v. T'ennessce Valley Authority, 297 U. S. 288. 





Exuisit D 


HISTORICAL AND LEGISLATIVE BACKGROUND FOR CosT ALLOCATIONS TO HypRO POWER 
AND OTHER PURPOSES, AND DISCUSSIONS ON BupGet CrracuLaR A-47 AND A-47 
(REVISED), AND HooveR COMMISSION REPORT 


Repayment requirements for hydroelectric projects are controlled by specific 
acts of Congress. In calculating the repayment for hydroelectric power projects 
constructed by the Corps of Engineers, the Department of the Interior as market- 
ing agent is governed by section 5 of the Flood Control Act of 1944 which reads 
in part as follows: 

“Sec. 5. Electric power and energy generated at reservoir projects under the 
control of the War Department and in the opinion of the Secretary of War not 
required in the operation of such projects shall be delivered to the Secretary 
of the Interior, who shall transmit and dispose of such power and energy in 
such manner as to encourage the most widespread use thereof at the lowest pos- 
sible rates to consumers consistent with sound business principles, the rate 
schedules to become effective upon confirmation and approval by the Federal 
Power Commission. Rate schedules shall be drawn having regard to the recovery 
(upon the basis of the application of such rate schedules to the capacity of the 
electric facilities of the projects) of the cost of producing and transmitting 
such electric energy, including the amortization of the capital investment allo- 
cated to power over a reasonable period of years. Preference in the sale of such 
power and energy shall be given to public bodies and cooperatives. * * *” 

The Bureau of Reclamation, in calculating repayment for hydroelectric power 
projects which it constructs in the 17 Western States, is governed by sectiton 9c 
of the Reclamation Project Act of 1939, which reads in part as follows: 


‘“* * * Any sale of electric power or lease of power privileges, made by the Sec- 
retary in connection with the operation of any project or division of a project, 
shall be for such periods, not to exceed forty years, and at such rates as in his 
judgment will project power revenues at least sufficient to cover an appropriate 
share of the annual operation and maintenance cost, interest on an appropriate 
share of the construction investment at not less than 3 per centum per annum, 
and such other fixed charges as the Secretary deems proper: Provided further, 
That in said sales or leases preference shall be given to municipalities and other 
public corporations or agencies; and also to cooperatives and other nonprofit 
organizations financed in whole or in part by loans made pursuant to the Rural 
Electrification Act of 1936 and any amendments thereof * * * 

The preceding quoted laws have furnished the basis for the various Federal 
agencies to proceed in preparing cost allocation and determining the extent 
to which hydroelectric power developments would share in the cost of a multi- 
purpose project. 

The Bonneville Project Act and the Fork Peck Act provided that the FPC 
should allocate costs to power at those developments. The River and Harbor 
Act of March 2, 1945, provides that ailocation of costs be made by the FPC 
on the MeNary project and certain Snake River projects in accordance with 
the Bonneville Act. The Priests Rapids, John Day, Dalles and Chief Joseph 
projects were authorized with no provision for cost allocation. 

At the Fort Peck project the FPC is responsible for the cost allocations; how- 
ever, the Garrison, Oahe, and Fort Randall projects were authorized with no 
provisions for cost allocations. 

In Public Law 780, 83d Congress, 2d session, which authorized a number of 
projects, it was provided that the Chief of Engineers in consultation with Fed- 
eral Power Commission, shall, at appropriate times, make allccations of costs 
for the Canyon Dam and Reservoir on the Guadalupe River in Texas in accord- 
ance with the separable-costs, remaining-benefits method. 

In May 1950, a report was made by a Federal Interagency River Basin Com- 
mittee with membership from the Corps of Engineers, Departments of Interior, 
Agriculture, and Commerce, and the Federal Power Commission. This report 
is entitled “Proposed Practices for Economic Analysis of River Basin Projects” 
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and is commonly known as the Green Book. This report represented an effort 
on the part of the various agencies concerned to develop procedures for measur- 
ing benefits and costs and for making cost allocations for multipurpose projects 
Prior to this activity, many approaches were taken by agencies in arriving 
at an equitable and reasonable cost allocation measure. The Green Book recom- 
mends the use of the so-called separable-costs, remaining-benefits method. 

On December 31, 1952, the Bureau of the Budget issued a directive described 
as Budget Circular No. A-47, which was designed to prescribe certain standards 
for use by all agencies in evaluating water use projects. This circular did not 
attempt to set specific methods of cost allocation which should be used. How- 
ever, it did require that allocations be on an “equitable” basis. This circular, 
in setting forth standards for economic evaluations, provided that main reliance 
should be placed on primary benefits in determining feasibility unless clear 
justification is shown for using secondary benefits. Insofar as this document 
is concerned, it left an opportunity for irrigation projects to be justified by the 
inclusion of secondary benefits. In connection with irrigation projects, because 
of methods used by the Bureau of Reclamation in evaluating benefits, the primary 
benefits alone are generally insufficient to provide favorable benefit-to-cost ratios. 
However, the secondary benefits are real benefits derived from the project and 
have been used in connection with justifying many of the irrigation projects 
recommended by the Bureau of Reclamation. Another problem resulting from 
the use of A—47 is that the Bureau of the Budget has insisted that portions of a 
basin plan must be evaluated separately. For example, each unit of a reservoir 
system must be justified separately, although, actually, in many cases the entire 
system is required to accomplish the desired purpose. An example of this is 
the upper Colorado River storage project where the original plan by the Bureau 
of Reclamation included the Navajo Dam as one of the initial storage projects, 
but when the Navajo Dam is analyzed separately, the result is that it is infeasible 
as a storage unit. However, in the case of the Navajo Dam, it is feasible as a 
part of the Navajo Shiprock project, although in the case of the Navajo project, 
it is necessary that secondary irrigation benefits must be used to justify the 
project. 

During 1955, the Bureau of the Budget proposed revisions to circular No, A—47 
which contianed similar criterias to those contained in A-—47, insofar as benefits 
and cost allocations are concerned, except that it specified that benefit-cost analy 
sis of any program or project shall be based on primary benefits because all bene- 
fit estimates are to be made from a national viewpoint, secondary benefits may 
not be included in a benefit-cost analysis if similar benefits would acerue from 
alternative uses of the resources to be invested in the project. The latter circular 
required that account should be taken of decrease in productive capacity and 
efficiency and possible technological obsolescence. This circular provides that 
the annual productive value of the lands and other property acquired for the 
project in excess of annual costs of acquisition should be included as a cost to 
the project. Heretofore, only the cost of acquisition was included rather than 
the average annual economic effect of removing the land or facilities from pro- 
duction. This circular specifies that cost shall be allocated by the separable-cost 
remaining-benefits method, except in very special cases, and then a full justifi- 
cation must be given for not using this method. Cireular A—47 provides that 
on loeal flood-control projects, 50 percent of the land enhancement benefits should 
be used as a basis for determining the local contribution in addition to providing 
rights-of-way, ete. Cireular A-47T (revised) contained the same provision and 
in addition, provided that where substantial benefits accrue to a localized aren, 
through making possible greater financial returns and property protected, non- 
Federal interest should contribute not less than 50 percent of the share of the 
initial investment attributable to obtain benefits. 

In following the partnership approach, it is provided that wherever possible, 
the actual construction of a project should be undertaken by local or private 
interests, and recommendations should be made as to the amount of the Federal 
contribution. Cirenlar A-47 (revised) continues the provision that revenues in 
excess of those required to pay out municipal water supply and power project 
costs can be used to help pay the costs of irrigation projects. The circular also 
provides that the making cost allocations taxes foregone shall be included as a 
cost to the project. The effect of this on power is to reduce the benefits or 
increase the cost with the result that the benefit to cost ratio would be somewhat 
reduced. In certain instances by applying this factor, the inclusion of power 
in a multipurpose project may be infeasible. By using this factor the reimburse- 
ment from power would be somewhat less and obviously the rates finally charged 





POWER RATES—SOUTHWESTERN POWER ADMINISTRATION 745 


to power users would be reduced. The following illustration indicates the effects 
of including and excluding the factor of taxes foregone in allocating by the sepa 
rable cost-remaining benefit method. 


BuLL SHOALS PROJECT 


Costs, charges, and benefits 


Multiple Alternative 
Item purpose purpose, flood anne 
project control —— 


Single project 


Federal first cost. $76, 329, 000 $39, 950, 000 $60, 200, 000 
Interest during construction - - -- 4, 398, 000 1, 748, 000 3, 386, 000 


Total. y 4 “=e ; , 727, 000 41, 698, 000 63, 586, 000 
ANNUAL CHARGES 


Amortization of investment (244 percent) - -- 2, 846, , 470, 000 2, 242, 000 
Operation and maintenance and replacement and repair -- 385, 140, 000 300, 000 


Subtotal ‘ ‘ aes 3, 231, , 610, 000 2, 542, 000 
lax component. - chiseset 531, 531, 000 


Total : 3, 765 , 610, 000 3, 073, 000 


ANNUAL BENEFITS 
Total a $5, 248, 000 $2, 695, 000 $2, 553, 000 


Benefit-cost ratio ___. on 1. 40 1. 67 0. 83 


Separable cost remaining benefit method, including “Tar foregone” 


1 Flood con- 


Feature Tota trol Power 


ALLOCATION OF ANNUAL CHARGES 


1. Benefits___ -- aia as $5, 248, 000 $2, 695, 004 $2, 553, 000 
2. Alternative costs amortization investment ____ | 3, 712, 000 1, 470, 000 2, 242, 14 
Operation and maintenance and replacement and repair 440, 000 140, 000 300, 000 
SOX: COIN Sains s Gash easel ad~ fe one det Sisk en db aac 531, 000 ‘ 531, 000 
Total alternative cost. __-- aeur i LE eS 4, 683, 000 1, 610, 000 3, 073, 000 
Benefits limited by alternative cost _ e a | 4, 163, 000 1, 610, 000 , 55 
SOneeee NN . usk acd bbs made coc 1 (52, 408,000)| (16, 129, 000) "379, 000) 
Joint costs... .-- 2 . pare = 23, 821, 000) | M6, 269, ou) , 552, 000) 


Subtotal Bd MB, 329, v0) 82, 398, 000)! (43, 931, 000) 


Separable costs with interest ae care (55, 546, 000) | (17, 067, 000) (38, 476, 000) 
Joint costs with interest__--_- een --| (on, 181, 000); (17, 198, 000) (7, 986, 000) 


pa eS 


Subtotal _(80, 72 7,000) | _ (34, 265, 000)| (46, 462, 000) 


Amortization separable cost with interest _-_- ss ay 965, 000 605, 000 1, 360, 000 


Amortization joint cost with interest..__...___- eal 881, 000 | 603, 000 278. 060 


Subtotal : s fe 2, 846, 000 1, 208, 000 1, 638, 000 


Separable operation and maintenance and replacement and | 

repair.. 190, 000 | 17, 000 173, 000 
Joint operation and mainten: ance and replace ment and repair- 195, 000 106, 000 89, GOO 
; Subtotal i . 385, (00 123, 000 262, 000 
lax component ac ao | 531, 000 | ‘ ‘ 531, 000 


Total ._. eee Oe See at 3, 762, 000 , 331, 2, 431, 000 
7. Separable costs __--- i of s é a 2, 841, 000 689, 000 2, 152, 000 
8. Remaining benefits (3-7) __- ie 1, 322, 000 921, 000 401, 000 

Allocated joint costs_- : ae emetic 921, 000 642, 000 279, 000 
10 Total allocated costs (7-9)..........--- pudeearet 3, 762, 000 1, 331, 000 2, 431, 000 
11. Project costs (excluding tax) eee ee : 3, 231, 000 1, 331, 000 1, 900, 000 
Benefit-cost ratio (including tax) bwthaade’ ; 2. 02 1. 05 
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Separable cost remaining benefit method, excluding “Taw foregone” 


Allocation of annual cape: 
1. Benefits__---- Siok Ne eos aemen ee lame Ne seaman pomboned eros , 242, 2, 695, 000 
2. Alternative costs... _- ea Rihikeenacs wheres 52, 1, 610, 000 
3. Benefit limited by alternative ‘costs : 2, 1, 610, 000 
4. Separable costs___.....-- ak alas lel 2,3 689, 000 
5. Remaining benefit 34: 921, 000 
i I oe nnd eer Slnmentmehinndeake wee manos ; 460, 000 
7. Total allocation ; ; é ‘ 2 1, 150, 000 

coe iatenl . 6 2. 32 


It should be noted that in the two analyses including taxes forgone the 
benefit-cost ratio of power is less than when the item is excluded ; however, the 
effect of including taxes forgone is to reduce the amount which is to be repaid 
by power. 

In 1952, a subcommittee of the House Committee on Public Works, under the 
chairmanship of Congressman Jones of Alabama, published a report which 
found that on 12 selected multiple-purpose projects in the Southwestern Power 
Administration area and applying the several methods of cost allocation under 
consideration at that time, there was a considerable divergence in results. The 
results of these allocations are shown in attached table No. 1. The table illus- 
trates the wide variations which occur under the various methods with the allo- 
cation to power generally being less under the direct-cost-of-power method. In a 
few cases the SPA had allocated less than obviously should be allocated. 

During 1952, representatives of the Southwestern Power Administration, the 
Department of the Interior, the Corps of Engineers, and the Federal Power Com- 
mission reviewed 12 multiple-purpose projects which indicated the difference in 
results of allocations made by the Southwestern Power Administration and the 
Corps of Engineers. 

The problems of cost allocation were again discussed before the Subcommittee 
on Public Works Appropriations of the House of Representatives in the 84th 
Congress. During these hearings, a tabulation was presented showing the results 
of allocation methods used by the Southwestern Power Administration or the 
Corps of Engineers on nine hydroelectric power developments. These are 
shown on table No. 2. The principal cause of the differences in annual charges 
to power as shown in table 2 is primarily because the Southwestern Power 
Administration used a 100-year amortization period, while the Corps of Pngineers 
used a 50-year period. There is also a difference in some instances because of 
method of cost allocation. The table shows that in 1952 the estimated annual 
charge to retire the “first cost” of power was $5,634,026 by the SPA and $10,015,425 
by the Corps of Engineers. It shows further that in 1954 by agreement the 
estimated annual charge to retire the “first cost” of power was $8,868,000. 

In reviewing the various acts and documents of the projects which have been 
authorized in the Southwestern Power Administration area only in the cases 
of Denison and Norfork did the reports contain proposed allocations of costs. 
Legislation in general on these projects seems to have left the matter of cost- 
allocation determination to the agencies concerned, such as the Department of 
the Interior, the Federal Power Commission, and the Corps of Engineers. In 
the case of Denison and Norfork, the “incremental method” of allocation was 
used. In some of the earlier ‘cost allocations it is evident that in certain instances 
the cost allocated to power was not sufficient to absorb the specific cost of power 
facilities. 

In a recent analysis of projects representatives of the Southwestern Power 
Administration furnished the following information with respect to the alloca- 
tion of the cost of power under two methods which further emphasizes the effect 
of allocating under different methods. 
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Project first cost—Alocated to power 


Increments Separable 
Project ae al | cost-remain- 
ing benefit 


TE ised ha neaieniang alas 7 a $19, 361, 900 $19, 361, 900 
Norfork geese = ; 13, 145, 000 13, 145, 000 
I ciinies rien : : — 5, 353, 000 5, 356, 000 
Bull Shoals_- daehdas alan 36, 379, 000 43, 931, 000 
Fort Gibson ‘ ; : 14, 628, 000 15, 644, 000 
Tenkiller Ferry : aes 11, 357, 200 11, 586, 200 
Whitney ~--2----- _ es 6, 396, 500 7, 397. 200 
Blakely Mountain--.........-- ‘ 19, 974, 000 23, 183, 000 
Table Rock. .......- 7 ; J 44, 900, 000 52, 677, 000 


i sisidisin talbethdinni inks prsuseidlinecaste Sis 171, 494, 600 192, 281, 320 


The illustrations shown in tables 1 and 2 and in the recent information received 
from the SPA indicate some variations in cost allocations as between 1952 and 
1954, however, the differences in allocations are not in proportion to the cost 
charges between the time when projects were authorized and those shown for 
1955. The following tabulation illustrates comparisons presented to the House 
Appropriations Committtee in 1955. 





Project Southwestern Power Administration 
costs; 
when 

authorized | 


When rate 
A was 
filed Allocation, | Allocation, 


Allocation 1952 1954 





| Thousands Thousands | Thousands | Thousands 
Denison Pi dead $53, 481 $56, 984 $60, 196 $17, 734 | $13, 329 $19, 400 
Norfork..-.-- eevee etatas cebacwacte 27, 500 26, 323 28, 700 12, 750 12, 750 13, 190 
Narrows 6, 470 6, 584 12, 706 2, 884 2, 884 5, 360 
ts cat dcccmeamen 42, 000 38, 000 76, 329 2, 105 36, 490 43, 900 
Fort Gibson 13, 700 22, 008 42, 000 17, 965 , 465 | 15, 600 
NODE PIG i cic cconncinccs 14, 020 15, 665 | 22, 440 10, 185 , 185 11, 600 
Whitney .......... 10, 150 1 41,794 40, 708 6, 516 3, 516 | 7, 400 
Blakely Mountain 11, 080 16, 968 30,800 | - 14, 574 , 574 | 23, 200 
en al 37, 000 34, 500 78, 700 40, 810 38, 910 | 52, 700 
Keystone i arate Baal dla atitednctce cals 7, 500 Ss 
re in eee ee tadtineseey aMeR ee in 25, 000 
Short Mountain Seesst ease o ate stivedaiud J 20, 000 


258, 826 392, 579 
! Whitney Dam was not included when rate A was filed. 


In testifying before the House Committee on Appropriations representatives 
of the Southwestern Power Administration and the Corps of Engineers furnished 
the above information which indicated that in 9 projects the cost when authorized 
was estimated to be $215,401,000, when rate A was filed the costs were estimated 
to be $258,826,000, and the present estimated cost is $392,579,000. Thus, there 
is an increase in cost of $177,178,000 or 82.3 percent in construction costs and an 
increase of $133,753,000 between the costs when rate A was filed and present 
estimates or an increase of 51.7 percent. Apparently rate A was the rate which 
in 1944 or 1946 was assumed to be sufficient to repay the power costs but in view 
of the increases in costs these rates are to be revised upward and at present the 
Southwestern Power Administration is working on a new rate structure which 
will repay the power obligation. It is not evident from information available what 
cost allocations were used in determining rate A. 

Tentative allocations of cost were made by the Bureau of Reclamation on the 
Missouri Basin project at the time of authorization. These allocations simply 
charged to the nonreimbursable functions the total amount which could be 
supported by the estimated benefits and the balance was charged to the reimburs- 
able functions. It is understood that a new cost allocation study is being made 
which may be available within the near future. 

In order to illustrate the results of various methods of cost allocations used by 
the Bureau of Reclamation, there follows a tabulation showing summary results 
of several methods used. They are: (1) The Yellowtail unit of the lower 
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Bighorn division, Montana; (2) the Talent division of the Rogue River project, 
Oregon; and (3) a portion of the Washita subbasin, Oklahoma. 

Attached hereto are detailed analyses of the allocations on the projects 
mentioned. 


Summary of allocations on multipurpose projects of Bureau of Reclamation 


[Thousands of dollars] 


Purpose 


Flood | Fishand| Recla- | 
control | wildlife | mation | 


Project and method 
Irriga- 


; -0W | 
tion Power 


Yellowtail unit: 
Separable costs-remaining benefits....| $36,561 | $59, 030 $4, 545 $500 | $100, 636 
Alternative justifiable expenditure | 37,878 58, 751 3, 558 5 100, 687 
Priority of use | 67,513; 22,570 7, 689 | | 5 98, 272 
Average of alternative justifiable ex- 

penditure and priority of use -- 52, 605 40, 661 5, 624 F 99, 480 

Talent division: | | | 
Separable costs-remaining benefits - - 11, 263 8, 098 339 | $82 5 19, 932 
Alternative justifiable expenditure. -- 11, 116 8, 236 348 | 82 | f 19, 932 





Purpose 


| Munici- 

| pal and Irriga- Flood | Fishand| Recla- 

industrial tion control | wildlife | mation 
water 


Total 


Washita subbasin, Foss: 
Separable costs-remaining benefits - - - $2, 244 $5, 28: $6, 750 | 3 | $14, 461 
Alternative justifiable expenditure 2, 632. 5, 625 | 5, 972 | 232 |-- : 14, 461 
Modified alternative justifiable ex- 

penditure . 85: 11, 270 : re 14, 461 

Washita subbasin, Fort Cobb: | 
Separate costs-remainging benefits _- 3, 809 | , 665 2, 620 es 8, 276 
Alternative justifiable expenditure | J § 2, 243 t slate! , 276 
Modified alternative justifiable ex- | 

MONEE 552 ones cbbuscenensscael . ; | 4, 147 | 





The most recent cost analyses of the Central Valley project in combination 
with the Trinity River project, California, represents a revision of previous 
allocations and are in general agreement with recommendations of an inter- 
agency arrangement of April 1954. In previous allocations shown in House 
Document 146, SOth Congress, Ist session, and in House Document 538, 83d Con- 
gress, Ist session the maximum amounts which could be justified had been 
charged to the nonreimbursable functions of navigation and flood control, equal 
to total benefits limited by the cost of providing the same service by alternative 
means. The remaining costs had then been divided among commercial power, 
irrigation, and municipal water, thus giving the full benefit of the economies of 
multiple-purpose development to the reimbursable items. 

The following tabulation illustrates the apportionment of costs in House Docu- 
ment 146, 80th Congress, Ist session, as of 1947 on the Central Valley project: 


| | 

Alternative ; 
Modified 

| justificable proportion- 


expense a 
method ate use 


Final allo- 


Function cation 


$18,083,000 | $18, 083, 000 
31,444,000 | 31, 444,000 


Navigation. ' ; -| $18, 083, 000 
Flood control 31, 444, 000 | 


| 
Irrigation. __ : 187, 587,200 | 211,735,000 | 199, 661, 100 
| 


Construction cost distribution system. a diten 5. c.cle eet 3, 074, 600 3, 074, 600 3, 074, 600 
Canal capacity for sete SHgItEP pide dete Bae gehen ashe 18, 815, 900 18, 815, 900 | 18, 815, 900 
Municipal water- : See 14, 431, 000 | 3, 752, 600 9, 091, 800 
Commercial power peed uti beaamous aloe nee es : 110, 878,300 | 97, 408, 900 104, 143, 600 


384, 314, 000 | 384, 314, 000 | 384, 314, 000 
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In House Document 53, 83d Congress, Ist session, on the Trinity River division 


of the Central Valley project, California, the following cost allocations were 
made: 





Total allocation 


Item Central Valley 
Central Valley | project with 
project Trinity divi 
sion 


Nonreimbursable: 
Navigation......-......- ae ‘ ; $18, 083, 000 
Flood control 
Fish and Wildlife 


O83, 000 
63, 444, 000 3, 444, 000 
437, 000 


Total nonreimbursable - - 3 aa 81, 527, 000 


, 964, 000 


Reimbursable: 
Irrigation.._..--- — . ‘ 240, 093, 000 301, 000 
Commercial power : ‘ 191, 742, 000 O88, 000 
Municipal and industrial water __- 8, 924, 000 8, 552, 000 
Future use ae < 26, 193, 000 27, 304, 000 


Total reimbursable Sa eietketinie 466, 952, 000 728, 245, 000 


Total project cost___----- ! 548, 479, 000 810, 209, 000 


‘he American River development has been included in the total Central Valley project cost, and the 
allocation to flood control was changed from $31,444,000 to $63,444,000, the increase being due to flood 
benefits associated with Folsom Dam and Reservoir. 


In a supplemental report on the Trinity River division of the Central Valley 
project dated July 1954, a new type of cost allocation was made which is illus- 
trated in the following table: 


Total allocation 


Central Valley 
project with 
Trinity 


Central Valley 
project 





Nonreimbursable: 
Navigation : ES ; $8, 055, 000 
PRON Cabins abl Avi wk tn oka udupuekccshwass ‘ 4 44, 999, 000 
UM UIs 2 hs hak ink ecictcenecsantnes 1, 478, 000 


Total nonreimbursable $54, 064, 000 54, 532, 000 


teimbursable: 
Irrigation re 279, 354, 000 399, 378, 000 
CIO ee oD heat accede 123, 683, 000 0, 221, 000 
Municipal and industrial water 20, 392, 000 782, 000 
Total reimbursable : 423, 429, 000 700, 381, 000 
Distribution system ; RT SS 51, 455, 000 51, 455, 000 


528, 948, 000 806, 368, 000 





In reviewing the actions taken in House Document 53 and in the supplemental 
report on the Trinity River division it is noted that the allocation to navigation 
has been changed from $18,083,000 to $8,055,000 and the allocation to flood control 
has been changed from $63,444,000 to $44,999,000 or a total reduction in these 
items of $28,473,000 or 35 percent. These changes in allocations are the result 
of agreements made during 1954 and have the effect of increasing the reimbursa- 
ble portion, The State of California in commenting on the report, point out that 
“Long-term contracts for sale of water and power made available by the initial 
project units have been entered into at rates based on the previous allocations 
and allocation methods.” 

In January of 1955, an addendum to the supplemental report of July 1954 
was prepared on the Trinity River division of the Central Valley project, Cali- 
fornia, for the purpose of analyzing the reduction in Federal investment of 

76239—56—-49 
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powerplants and appurtenant structures were built by a local public or private 
agency. The report develops a cost which would be used in charging for falling 
water. The two reports showed a total construction cost, without interest 
during construction, of $219,067,000. The addendum to the supplemental report 
showed a total Federal cost of $154,191,000 and $64,876,000 would be the cost to 
non-Federal interests. In addition, non-Federal interests would share in a 
portion of the $154,191,000 which contain joint features. The following cost 
allocation is presented in the addendum report: 


[In thousands of dollars] 








Specific costs Joint costs Total 
, Capital are eae ements 


cost 
: Fish and “ies 
Power wildlife Power 








{ 
Irriga- | p,. Irriga- | Fish and 
tion | Power tion | wildlife 


| 
| 
| 
} 
| 





| 


Joint-use 
Single purpose ...----; 


In the above analyses $105,358,000 of the $110,207,000 power allocation is for 
the Trinity division, therefore, in determining the charge for falling water the 
following assumptions were made: 


Amortization of $105,358,000 in 50 years at 214-percent interest $3, 715, 000 
Appropriate share of O. & M. and R. R 


Total annual basic charges 3, 951, 000 


In commenting on the addendum report on the Trinity division the Federal 
Power Commission points out that with a generation of 1,067 million kilowatt- 
hours about 1 billion kilowatt-hours at load center, and a dependable capacity 
of 175,000 kilowatts at load center, the annual power benefits would be about 
$7,026,000. This is based on a capacity value of $22.55 per kilowatt per year 
and an energy value of 3.08 mills per kilowatt-hour. The Federal Power Com- 
mission estimates that for a specific cost of $114,800,000, and adding interest 
during construction, the annual power charges would be $6,485,000, and that for 
a total charge of $175,083,000 with interest during construction the annual charges 
would be $9,055,000. Both the $6,435,000 and the $9,055,000 annual charges are 
based on amortization in 50 years at 2.5 percent interest and an allowance of 
$7 per kilowatt of dependanble capacity at load center for taxes foregone. They 
further suggest the project costs assignable to power lie somewhere between 
the specific costs and the costs tentatively allocated to power in the addendum 
report. 

The Bureau of the Budget in its comments on the addendum report states 
that the policy of this administration is to encourage the partnership approach 
and that the Pacific Gas & Electric Co. appears to offer opportunities to effect 
a partnership arrangement which could result in a reduction in Federal capital 
outlay of somewhere between $50 million and $65 million. 

Two factors are noted in the comments of the Federal Power Commission 
and the Bueau of the Budget which are quite interesting. One is the inclusion 
of $7 per kilowatt of capacity for taxes foregone on the 175,000 kilowatt or a 
total of $1,225,000 which is included in the estimated annual cost to the utility 
company and which, in turn, appears to cause them to feel that the allocation 
to power is probably too high. The second factor in the analyses which raises a 
question is what the actual cost of the single purpose features may actually be 
to the utility company. There seems to be a variation of between $50 million 
and $65 million or a possible $15 million differential. 

The Bureau of Reclamation, in their addendum report, recommended that the 
agency constructing the Trinity powerplants should agree to exchange or provide 
power to the Central Valley project on terms which would permit it to meet its 
contractual obligations and to provide pumping power for the existing project 
and other irrigated areas on a basis comparable to that if the Federal Govern- 
ment constructed the power facilities. 

The manner in which the partnership approach would be handled in the Trin- 
ity project is not explained in the report. Apparently the policy relating to this 
is subject to development. 
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In analyzing projects recently, the Federal agencies have been utilizing Budget 
Circular A—47 and apparently to some extent Budget Circular A—47 (revised) in 
evaluating projects. In the recently completed Arkansas-White-Red River Basins 
report several projects as evaluated illustrate the effect of using this criteria. 
Specifically, the Little River multiple-purpose project is shown below for illus- 
trative purposes. This project consists of seven reservoirs and would provide 
flood control, hydro power, municipal and industrial water supply and recreation. 


LiTtLe River Provect 


Costs and Benefits 
Thousands 
. $121, 895 


Annual equivalent construction costs 4, 257 
Annual operation and maintenance and repair: 


Other annual economic costs *_..._--_-_-_-__-____ 


et SL, CONNIE COG os nn nk ele td 6, 918 
Annual monetary benefits: 
Primary 
PN cS hae aa wat allt ab tes ca aca i da anes ah amecoa teins 


Benefit-cost ratio, 1: 0.89. 

> Not determined. 

2“Other annual economic costs’ include net loss of agricultural production of $58,000 
annually and $827,000 annually of taxes foregone as a result of Federal construction of 
power projects. If these 2 items were not included in the economic costs they would be 
reduced by $885,000 annually, thereby reducing the total economic costs to $6,033,000 
annually, making the benefit-cost ratio more than 1 to 1. 
The Commission on Organization of the Executive Branch of the Government 
issued a report in June 1955, commonly known as the Hoover Commission’s 
report. The Commission’s report is contained in three large volumes entitled 
“Task Force Report on Water Resources and Power.” The report made a num- 
ber of specific recommendations which are as follows: 


Recommendation No. 1 


That the Congress adopt a national water policy on the following nine points: 

(a) That water resources should be developed to assure their optimum use 
and their maximum contribution to the national economic growth, strength, and 
general welfare. 

(ob) That water resources development should be generally undertaken by 
drainage areas, locally and regionally. 

(c) That the Federal Government should assume responsibility when par- 
ticipation or initiative is necessary to further or safeguard the national interest 
or to accomplish broad national objectives, where projects, because of size or 
complexity, or potential multiple purposes or benefits, are beyond the means 
or the needs of local or private enterprise. Under other circumstances the 
responsibility for development should be discharged by State or local govern- 
ments, or by local organizations, or by private enterprise. 

(d) That in participating in water resources and power development, the 
Federal Government without waiving its constitutional rights should take ac- 
count of the rights and laws of the separate States concerning appropriation, 
use, control, and development of waters within their boundaries. 

(e) That the Federal Government should provide advisory assistance to 
those local and State agencies that are undertaking water resource and power 
development projects. 

(f) That before Congress authorizes or appropriates funds for Federal par- 
ticipation in any water resource project, it should have substantial evidence 
that the project is economically justified and financially feasible, and that such 
project is essential to national interest. 

(9) That one Federal agency should be made responsible for collecting and 
reviewing the adequacy of hydrologic data. 
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(hk) That all Federal agencies administering revenue-producing water resource 
and power projects should pay all cash revenues to the Treasury as miscellaneous 
receipts, and receive an annual appropriation for cash operating expenditures. 

(4) That regulation of rates for sale of electrical energy by all Federal 
agencies be vested in the Federal Power Commission. 

Recommendation No. 2 


That, without going into details, we recommend the creation of a Water Re- 
sources Board upon the above basis. 


Recommendation No. 3 


That the staff conducting certain of the functions of the Bureau of the Budget 
be strengthened by such professional staff as will enable it to fully perform 
the function of evaluation of the merits of water development projects pre- 
sented to it for appropriations. 

Recommendation No. 4 


That the Congress amend present acreage limitations so as to meet local 
conditions in the above manner. 


Recommendation No. 5 


That the revolving funds be abolished and all moneys payable into these funds 
be covered into the general fund of the Federal Treasury and all project funds 
be appropriated by the Congress. 

Recommendation No. 6 


That the construction of headwater dams in the flood-control program of the 
Soil Conservation Service be transferred to the Corps of Engineers. 


Recommendation No. 7 


That all projects declared obsolete or unsound by the Chief of Engineers 
should be removed from congressional authorizations, 


Recommendation No. 8 


That Congress authorize a user charge on inland waterways except for smaller 
pleasure craft, sufficient to cover maintenance and operation, and authorize the 
Interstate Commerce Commission to fix such charges. 


Recommendation No. 9 
That the Congress empower and direct the Federal Power Commission to 
fix the rates on Government power sales at such levels as will— 
(a) Eliminate the inequities now imposed upon the great majority of the 
people ; 
(b) Amortize and pay interest on the Federal investment in power, plus an 


amount which will equal Federal tax exemption based upon the Federa! 
taxes paid by the private utilities; and 


(c) Provide payments in lieu of full taxes to the State and local govern- 
ment equivalent to those the private utilities would pay. 
Recommendation No. 10 


That the Government or its agencies cease the building of steam plants and 


provide for the equation of their powerloads by interconnection with the grids of 
ueighboring power system. 


Recommendation No. 11 

(a) That the private utilities be permitted to purchase a fair share of Federal 
power. 

(b) That no further building of transmission lines be undertaken where such 
transmission service can be provided by non-Federal agencies. 
Recommendation No. 12 


That the Columbia River Basin system, the Hoover-Parker-Davis Dams Admin- 
istration, the Central Valley project of California, the Missouri River Basin 
project, the Southwestern Power Administration, and the Southeastern Power 
Administration all be incorporated under and made subject to the Government 
Corporation Control Act. 
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Recommendation No. 13 


That they and the Tennessee Valley Authority be required to secure their capi- 
ial for their future improvements, when authorized by the Congress, by issuing 
iheir own securities to the public without subordinating the present Federal in- 
vestment, thus relieving the taxpayers of this burden. (In such instance, our 
Recommendation No. 1 (hk) should be amended so as not to apply to the interest 
and the amortization on such public issues and to allow them to pay these items 
from their own funds. ) 


Recommendation No. 14 


That representatives from the States concerned, as well as Federal represent 
utives, Should be appointed to these boards. 


Recommendation No. 15 


In respect to the power component of new multiple-purpose projects, we make 
ihe following recommendation : 

(a) That private enterprise be offered the opportunity to provide the capital 
for the electrical component of multiple-purpose dams and dispose of the power 
through their own systems (they being subject to regulation of rates by Federal 
and State authorities), but the management of the dams should remain in the 
lederal Government. 

(b) That if such capital be not available, the power should be offered for sale 
io the private utilities, the States, or the municipalities and cooperatives prior 
to construction, on terms that will protect the Federal interest. 

Separate statements were made by the Chairman, Mr. Hoover, and by Commis- 
sioners Herbert Brownell, Arthur Fleming, and James A. Farley. Commissioner 
Chet Holifield presented a separate statement which reflected considerable dis- 
agreement with the report. The Hoover Commission, through the Chairman, 
defended its recommendations on the basis that the task force had the services 
of many experts in the respective field, and that the task force members made on 
the grounds of detailed investigations of more than 200 power navigation, irriga- 
tion, and flood-control installations. A good many public hearings were also held. 

Mr. Holifield argues that the task force has preconceived ideas, and therefore 
have distorted the findings. He also points out that the policy recommendations 
listed in recommendation No. 1 do not provide a basis for a national water policy. 
Hie points out that although there are numerous allegedly duplicating agencies 
and functions, there are no recommendations, except one: for basic reorgani- 
zation, consolidation, or elimination to provide savings and greater efficiency. 
He insists that the Water Resources Board, would be an unwieldy superstructure 
piled on top of existing agencies. He points out that under the Commission's 
concept the people of the South and the West would give up their low- 
power privileges and by the regional economies would be overturned. He points 
out that the imposition of charges on navigable waterways is premature and 
perhaps not equitable. He points out that the suggestions for changing reclama- 
tion laws defies a historical relationship between waterpower revenues and recla- 
ation, and proposes a new subsidy arrangement; and that under this concept 
the burden of water users would be heavier than under the present arrange- 
inents. He argues that the power recommendations follow the private utility 
line approach and that this would destroy the present benefits of low-cost 
Federal power developments. He points out that at no point the Commission 
recognizes that the private utility industry is a monopoly by law that is insulated 
from wholesale competition, and that the Federal power projects have been 
the only effective’ means of inducing better rates. He makes several other 
points with respect to the effect of the recommendations or preference cus- 
iomers and objects to the recommendations which he feels would turn new 
multiple-purpose projects, particularly the hydroelectric, over to private oper- 
ators under the so-called partnership policy approach. 

The Task Force on Water Resources and Power made four principle recom- 
inendations which are briefed as follows: 

1. That Congress provide a uniform policy under which all beneficiaries be as- 
sessed a portion of the cost. This would mean that the farmer or water user, as 
Well as nonagricultural areas, would be required to participate in the cost. Also, 
that the States should bear a portion of the cost. 

2. That the primary measure of the economic project would be determined on 
the basis of the degree to which all classes of beneficiaries are willing to pay, 
thereby eliminating the benefit-cost analysis procedure. 
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3. That the Federal contribution including interest would not exceed the 
sum of local and State contribution. Repayment periods should not exceed 
50 years after a development period of not to exceed 10 years. 

4. That returns from power or municipal water revenues, over and above 
to repay such cost should be used to subsidize irrigation, flood control, recreation, 
or other such developments, but that the interest on both investments on power 
or municipal supply and the subsidized portion cost of water resources develop- 
ments should be returned to the Treasury together with the principal within 50 
years. 

An effort has been made to discuss what appears to be the more pertinent 
factors relating to the authority for allocation of costs to hydroelectric power 
by the Corps of Engineers and the Bureau of Reclamation, and to enumerate 
some of the inconsistencies which exist in connection with allocation of costs 
This presentation is not complete insofar as all projects are concerned but a 
selected few have been discussed and it is believed that they represent a fairly 
good cross section of the situation as it exists with respect to costs allocation. 
The contents of Budget Circular A447 and A-47 (revised) are discussed in order 
to point up what appears to be the more pertinent instructions as they relate to 
benefit costs and cost allocation. Initially, the procedure followed by the vari- 
ous agencies in benefit-to-cost analysis and cost allocations was determined in- 
dependently by each of the agencies and no uniform procedure was used. As 
time went on, efforts were made to develop uniform procedures. One of the 
principle difficulties found by the agencies in arriving at a basis for projects 
evaluation was the determination of benefits. The Corps of Engineers use only 
primary benefits while the Bureau of Reclamation has used both primary and 
secondary benefits in evaluating irrigation projects. The use of both is appro- 
priate because actually the so-called secondary benefits used by the Bureau of 
Reclamation are real benefits that result because of the irrigation development. 
Further, by prohibiting or at least discouraging the use of secondary benefits on 
irrigation projects there are few, if any, which would show a justifiable benefit- 
to-cost ratio. 

It will be noted that some of the projects authorized have been on the basis 
of reports which contained cost allocations, others, primarily those by the Corps 
of Engineers, have not contained cost allocation. In cases where cost allocations 
have been included in the authorizing reports, revisions in allocations have been 
proposed which in certain cases have the effect of changing the amount to be 
paid by certain beneficiaries who have become rather concerned because they 
feel that Congress in authorizing these projects had established the basic policy 
for repayment and that through administrative action by the Federal agencies 
they may be called upon to repay a larger percentage of the total cost. In those 
eases where cost allocations were not contained in the authorizing documents, 
it would be presumed that Congress intended that this matter would be left to 
the determination of the agencies involved. 

In some of the illustrations used, particularly, in the Southwestern Power 
Administration area, it is believed that contracts were negotiated for hydro- 
power before a final agreement was reached on the cost to be allocated to power. 
In this case the Department of the Interior, the Corps of Engineers, and the 
Federal Power Commission were involved. Through the interagencies agree- 
ments the methods of allocations were adopted which caused an increase in 
costs allocated power and present power contracts are being renegotiated with 
the object of adjusting the power rates upward. The fear on the part of the 
power users is that the recent procedures and policies will result in their paying 
a much higher rate for power and thereby nullify the benefits of the so-called 
cheap power rates, and they fear that Federal hydro-power rates will eventually 
equal those of private utilities companies. The cost allocation method proposed 
recently would include the item of “taxes foregone.” By including this item 
the benefit-to-cost ratio drops, and in some cases by using this factor hydro power 
element of a project may be dropped from the overall plan; however, if the 
power portion is sufficiently favorable to withstand the factor of “taxes fore- 
gone” then the effect is that the amount to be paid for power would be less. It 
is not known how far-reaching the effect on power projects would be by includ- 
ing “taxes foregone” but in one of the illustrations used the project is not feas- 
ible but by excluding the factor the project does have a favorable benefit-to-cost 
ratio. 

It is not evident, from a search of available information, what effect the 
partnership approach would have on the rates to preference customers nor the 
preference which they might have in obtaining hydro power from a federally 
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financial multiple-purpose project. Generally the proposals provide that a pri- 
vate utility company would construct the generation plant and transmission 
system and pay for falling water. Since there are many laws which emphasize 
the preferential treatment to be accorded certain hydro-power users, the ques- 
tion arises as to how this may be accomplished if a private utility is distributing 
the power. It may be that the authorization for a project could stipulate that 
preference customers are to be served and at rates which may be specified at 
time of authorization; also, it could be that the contractural arrangements would 
provide for preferential treatment. It appears from the Hoover Commission 
report and other documents that the current thinking is to allow the private 
utilities a greater portion of the Federal hydro power than is presently available 
to them. 

The Hoover Commission report makes several recommendations which are 
quite desirable insofar as urging full water resources developments is concerned. 
They recommend that the Federal Power Commission should be authorized to 
regulate rates for the sale of electrical energy. The actual rate must depend on 
the costs allocated to power; therefore, the agency which has responsibility for 
constructing the project is the most logical one to determine costs and required 
revenues, 

It is obvious that standards should be established for cost allocations and these 
standards should be such that they will be consistent from the time of authoriza- 
tion throughout the repayment period with adjustments required to take care of 
increase in operation, repair, and improvement costs. Every report should con- 
tain proposed cost allocations and realizing that total costs may change it would 
perhaps be desirable for them to be on a percentage basis. Also final cost alloca- 
tions on a project should not be expected until construction is completed because 
of possible variation in the cost of various components in the project. 

In determining cost allocations a Federal agency may be called upon, through 
administrative directives, to compute the contributions required by beneficiaries 
of flood control, navigation, and irrigation projects on the basis of A-47 and A-—47 
(revised) ; however, reports submitted to Congress should also contain an analysis 
showing local contribution on the basis of practices which have been followed 
in recent years as well as those proposed by recent administrative instructions. 
Then Congress itself would have an opportunity to determine what it wishes to 
do about the matter of policies and procedures relating to reimbursements on 
projects. 

The Hoover Commission in its report recommends that a Water Resources 
Board be established which would supplant present intergency committees on 
water resources. It would seem that the administrative branch of the Federal 
Government now has authority to effectuate coordination and review of agency 
plans and reports and that any action required can be carried out. If amend- 
ments to laws are required to implement coordination then the Hoover Commis- 
sion report is deficient in that it does not specify how or what type of leygis!ation 
should be modified. 

It is probable that overal changes in policies and laws for water resources 
development would be quite difficult to accomplish because of practices which 
have been followed and which have general acceptance. If for example, naviga- 
tion and flood control project reports would propose that local interests repay 
50 percent of the total cost the question naturally arises as to what is to be done 
about collecting for those projects now constructed or under construction. In 
the case of navigation it may be that tolls could be collected from users which 
would be sufficient to repay a portion of the costs. The proponents of irrigation 
developments on the other hand argue that “why should irrigation costs be re- 
imbursable while navigation and flood control costs are nonreimbursable.” 

In conclusion it would seem that, for the present at least, an improvement 
could be made by the agencies providing project reports to Congress which would 
include plans for full development of water resources such as navigation, flood 
control, municipal and industrial water, pollution abatement, hydropower sedi- 
ment control, salinity control, and irrigation, if needed, regardless of the section 
of the country. The reports should contain complete analysis of costs and 
cost allocations and potential repayment and if changes are desirable in any plan 
authorized a new report should be submitted to Congress with sufficient details 
to show changes needed and the reasons therefor. The Committees on Public 
Works should be given an opportunity to review projects authorized in the light 
of changed conditions and uses. If this were done the claim could not be made 
that agency heads have committed Congress without their complete knowledge. 
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Summary of results of applying various methods of cost allocation to the Yellow- 
tail unit of the lower Bighorn Division, Missouri Basin, Mont.—Study No. 1 


Irriga- Flood | Recre- | 
tion 


1, Separable costs-remaining benefits: 
(1) Allocation of joint reservoir costs ! , $42, 619 
(2) Add specific reservoir costs ? 27, 193 


(a) Subtotal, reservoir allocation 
(3) Division of power allocation 3 
(4) Interest during construction 


(a) Final reservoir allocation 
Distribution system 


Total, irrigation allocation 


2. Alternative justifiable expenditure: 
(1) Allocation of joint reservoir costs ! 
(2) Add specific reservoir costs 2 


(a) Subtotal, reservoir allocation 
(3) Division of power allocation 3 
(4) Interest during construction 


(a) Fincal reservoir allocation 
Distribution system 


Total, irrigation allocation 


3. Priority of use: 
(1) Allocation of joint reservoir costs ! 
(2) Allocation of specific reservoir costs 2 


(a) Subtotal, reservoir allocation 
(3) Division of power allocation 3 
(4) Interest during construction 


(a) Final reservoir allocation 
Distribution system 


Total, irrigation allocation 


4. Average of alternative justifiable expenditure and 
priority of use: 
(1) Allocation of joint reservoir costs ! 
(2) Allocation of specific reservoir costs 2 27, 193 | 7, 693 


Cer Ray } 

(a) Subtotal, reservoir allocation 5 48, 296 97, 456 
(3) Division of power allocation * —9, 659 | . 

(4) Interest during construction 2, 024 





(a) Final reservoir allocation 52, 695 
Distribution system 10, 949 | 





Total, irrigation allocation 





1 Costs related only to multiple functions, excluding powerplant, switchyard, etc.; including separable 
reservoir costs. 

2 Costs related to one function only, 1. e., powerplant, switchyard, recreation facilities, etc. 

3 nat ee on 80 percent for power and 20 percent for irrigation which is directly proportionate to nameplate 
capacities. 
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Yellowtail unit of the Lower Bighorn Division, 


Mont., 


No. 1-A, separable costs—Remaining benefits allocation 


1, Annual benefits 
. Single-purpose alternative 


(1) Construction cost... ------ 

(2) Interest during construction. --_- 

(3) Operation, maintenance, and re- 
placement 


(a) 
3. Justifiable investment--_-.-.-_-- et 
. Separable costs, dam and reservoir... 


(1) Construction cost..................- 

(2) Interest during construction _-__.__- 

(3) Operation, maintenance, and re- 
placement 


(a) Total : 
5, Separable costs, distribution system 


(1) Construction cost 

(2) Interest during construction- ---___- 

(3) Operation, maintenance, and re- 
placement. ......-- Seeaae ee sece 


. Taxes foregone 

7. Total annual assigned costs 
. Remaining benefits 

. Pertvent distribution 


10. Remaining costs to be allocated 

(1) Construction 

(2) Interest during construction ______ 

(3) Operation, maintenance, and re- 
placement 


Total annual costs (line 7 plus 10 (a)) 
Benefit-cost ratio 


2. Capitalization, dam and reservoir costs: 
( 1) Separable costs 
2) Joint construction eles. cs. =: 
National Park Service 


Total construction cost -- ---- 
13, Reeapitulation of reimbursable power costs: 


(a) Dam and reservoir---_------ 
(1) Interest during construe- 


(b) Total power investment 
(c) Reimbursable with interest (80 per- 
cent) - 
Power investment to irrigation 
Final allocation 
National Park Service costs 








Irrigation 


$2, 314, 000 


1, 815, 470 | 


1, 815, 470 
(219, 000) | 


600 | 


7,029 | 


(10, 949, »eae)i-— 


$299, 037 
$14, 952 


$83, 827 |----- 


$397, 816 


$45; 844 
$7, 353 
$664, 443 | 


$1, 069, 288 
2.17 


$219, 000 
22, 380, 000 


22, 809, 000 | _ 


Power 


$5, 977, 000 


5, 977, 000 | 
! (33, € 628, 000) 


| 
576, 638 


1, 529, 465 


"2,170, 000 
$3, 699, 465 
$2, 277, 535 


| 


"$988, 291 | 
$74, 122 | 


$11, 888 
$974, 301 
$4, 673, 766 
1. 28 


1 $33, 626, 000 | 
36, 186, 000 


_ 69, 812, 000 





69, $12, 000 | 
| 


Flood 
control 


$210, 000 | 


(51, 666, 000) 


1, 411, 091 
105, 832 


14, 128 


Missouri Basin—Study 


Total 


$8, 501, 000 


, 531,051 | 
210, 000 | 


(2, 


62, 681 


295, 000) 


4,701 | 


$67, 482 
$142, 518 
3.7 


~ $4,171, 792, 
$3, 830, 678 
ES 100. o 


gg 457 


$4, 609 | 
i 


$739 


3, 975,000 |_-_. 


"($60, 816, 000) 
| $1, 660, 994 
$124, 575 


$19, 980 


$1, 705. 549 
$5, 877, 341 
1. 46 


$36, 140, 000 
60, 816, 000 
500, 000 


_%, 456, 000° 





73, 787, 000 | 
59, 030, 000 | 


~” 59, 030,000 | 


“4, 545, 000 


100, 136,000 
500, 000 





101, 636, 000 


1 Includes $6,433,000 of reservoir costs; the balance of $27,193,000 is for specific power features, iin 
gel nerators, switchy ards, etc. 
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Yellowtail unit of the Lower Bighorn Division, Mont. 


, Missouri basin—Study 


No. 1-B, alternative justifiable expenditure method 


Annual benefits _ _ _- 
i . Single-purpose alternative - 


(1) Construction cost_..........--.-- : 


(2) Interest during construction -_----- --- 


(3) Operation, maintenance and 


placement_ -__-- 


(a) Total_- 
3. Justifiable investment_- 
. Less specific costs_____- 


(1) Construction cost--_- 

(2) Interest during construction - 

(3) Operation, maintenance and 
placement 4 


. Remaining alternative 
}. Percent distribution- 
. Total joint costs to be allocated ____- 


(1) Construction cost 

(2) Interest during construction 

(3) Operation, maintenance and 
placement 


(a) Total 
. Total annual costs (line 4a+7a)-- 
Benefit-cost ratio _--- 
9. Reservoir construction cost allocation: 
(1) Joint reservoir costs 
(2) Specific reservoir costs _- 


(a) Subtotal 
(3) National Park Service _- 


(a) Total. 


. Recapitulation of 
costs. 
(1) Dam and reservoir -_- 
(2) Interest during construction 


reimbursable 


(a) Total power investment 


re- | 





Irrigation 


$2, 314, 000 


__ (68, 868, 000) |..-.......-..| 


Power 


1 $3, 807, 000 


| Flood control | 


Total 


$210, 000 | 


| $8, 501, 000 
(51, 666, 000) | 





1, 608, 000 
112, 699 | 


94, 771 


1, 815, 470 
1, 815, 470 

_ (20, 949, 000) 
$299, 037 
$14, 952 


$83, 827 
$397,816 | 
$1, 417, 654 | 
34.4 


| ($23, 998, 000) 


power 


(b) Reimbursable with interest | 


(80 percent) 


. Non-interest-bearing power investment to 


irrigation (20 percent) 


. Final allocation of reservoir costs -- -- 
3. National Park Service 


Irrigation sy stem 





$655, 431 
$46, 888 | 


$19, 011 | 
721, 330 | 


$1, 119, 146 
2.05 


$23, 998, 000 | 


--| $23, 998, 000 | 


$23, 998, 000 Ps 


+3, 807, 000 | 


, 193, 000 


~ $742, 692 |. 


5 $27, 862 


4 $542, 055 | 


$1, 312, 609 
$2, 494, 392 
60.5 

($42, 207, 000 


$1, 152, 753 
$82) 463 


$33, 434 | 

~ $1, 268, 650 
$2, 581, 259 
1. 48 


$42, 207, 000 | 


_ $27, 193, 000 | 
"$69, 400, 000 | 


$68, 400, 000 


| 


) j 


)| 


| 





| 


| 
| 
& 
| 


A, t,o" |----. , 
505, G8 7......... 


14, 128 
1, 531, 051 | 
210, 000 


, 710, 425 
, 122, 045 

100.0 
, 763, 000 


5.1 
($3, 558, 000) 


$97,176 | 
$6, 951 


$2,818 | 
$106, 945 


$106, 945 | 
1. 98 


$136, 302 
$55, 2 263 


$2, 096, 925 
$3, 807, 350 
2. 24 

$3, eee | 


$69, 763, 000 
$27, 19 193, 000 
$3, 558, 000 | $96, 95 956, 000 
$500, 000 


$3, 558,000 | $97, 456, 000 








1 Excludes taxes foregone. 


2 Reflects specific facilities only such as power generators, etc. 


cost deducted from separable cost shown in study No. 1-A. 
8 Adjusted to reflect exclusion of joint reservoir cost. 
4 Reduced by amount of joint reservoir operation, maintenance and replacement costs assigned to power. 


69, 400, 000 


4, 039, 000 | 


73, 439, 000 
58, 751, 000 


58, 751, 000 | 


=| 





$100, 687, 000 
500, 000 


101, 187, 000 





An amount of $6,433,000 of joint reservoi! 





rvoil 
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Yellowtail unit of the lower Bighorn division, Montana—Missouri Basin— 
Study No. 1-C, priority of use method 


Flood control, Irrigation Power Total 





maining alternative !- pihbed $7,689,000 $66, 472,000 | $129, 390, 000 
llocation of joint reservoir costs. 7, 689, 000 62, 074, 000 0 


\ 0, 763, 000 
specific reservoir costs 


2;, 198, 000 27, 193, 000 


Total allocation of reservoir construction 


costs - : ; sale 7, 689, 000 62, 074, 000 27, 193, 000 5, 956, 000 
National Park Service.. vid chek Ghiaaapelaess 500, 000 


7, 456, 000 


Recapitulation of reimbursable pone er costs: 
Dam and Reservoir ----- a : 27, 193, 000 
Interest during construction_- aaaabaestibseia 2 1, 020, 000 


Total power investment ---. 28, 213, 000 
Reimbursable with interest (80 percent) -- sah ; 22, 570, 000 
\on-interest-bearing power investment to irri- 
gation (20 percent) - -_----- tea line aelpabedion’ is ind : 5, 643, 000 


Final staked cate shee ne stadkcdastbins 7, 689, 000 67, 717, 000 22, 570, 000 97, 976, 000 


T 


Irrigation system............-- i (10, 949, 000) 


From line 5, study No. 1-B, capitalized 100 years at t 236 percent. 
Interest on specific power facilities only. 


Comparison of results of applying the separable costs-remaining benefits and 
alternative justifiable expenditure methods to the Talent division, Rogue 
River, Oreg.; a multiple-pur pose integrated unit—tSudy No. 2 


Irrigation | Power Flood Fish and | Recrea- 


| | control wildlife tion 


Total 


SEPARABLE COSTS REMAINING BENEFITS 


\llocation of total joint costs: 
Separable joint. - $1, 610, 800 | $258,000 |____- $1, 868, 800 
Remaining joint 7, 310, 200 |3, 385,000 | $339,000 |... --| 11,034, 200 


Subtotal | 8,921,000 |3, 643,000 | 339, 000 | 2 ae 12, 903, 000 
2, 342,000 |4, 455,000 | sae ee 7, 029, 000 
Specifie costs: Se —|- = 
Total construction cost alloca- | 
tion 11, 263, 000 |8,098,000 | 339,000 | 32, 000 150,000 | 19, 932, 000 
Interest during construction _--- - | 6 7 | scnhinasinii 





Reimbursable power alloca- 


18, 705, 000 | 





ALTERNATIVE JUSTIFIABLE EXPENDI- 
TURE 


\llocation of total joint costs.........-. 774, \3, 781, 000 | A: I nb oui eied ..-| 12,903, 000 
Specifie cost 2, 342, 000 |4, 455, 000° | 82,000 | 150,000 7, 029, 000 


Total construction cost alloca- 
tion | 11, 116, 000 |8, 236,000 | 348,000 | 82,000 | 150,000 19, 932, 000 
618, 000 | Giideinaiiin widens 











8, 854, 000 
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Comparison of results of applying various cost-allocation methods to proposed 
multiple-purpose reservoirs only of the Washita subbasin, Oklahoma—Study 


Nos. 3 and 4* 


| } 
| Municipal | 
and indus- | Irrigation 
trial water | 
| 
| 


Study No. 3: 
Separable costs-remaining benefits 
Alternative justifiable expenditur e___-- 
Modified alternative justifiabh: ex- 
SONMNIO S555. cies nec eccs Meiaaaé 
Study No. 4:! 
Separable costs-remaining benefits 
Alternative justifiable expenditure___- 
Modified alternative justifiable ex- 
penditure ? 


$2, 244, 000 | $5, 284, 000 
2, 632, 000 


| 
Flood 
control 


Fish and 
wildlife | Total 


$183, 000 
232, 000 


$14, 461, 000 
14, 461, 000 


14, 461, 000 


8, 276, 000 
8, 276, 000 


8, 276, 000 


$6, 750, 000 
5, 625, 000 | 5, 972, 000 


1, 853, 000 | 11, 270, 000 


2, 620, 000 
2, 243, 000 


4, 147, 000 


438, 000 


182, 000 
199, 000 


371, 000 


1, 665, 000 
1, 754, 000 


1, 260, 000 


1 These studies involve the cost allocation of only dam and reservoirs—other features are to be provided 


by private investment. 


2 This method differs from the conventional alternative justifiable expenditure approach in its treatment 


of nonreimbursable functions of flood control and fish and wildlife. 
functions on a 1-1 ratio based on justifiable investments. 


Joint costs are first allocated to those 
The balance of joint costs are allocated to the 


remaining functions by standard alternative justifiable expenditure procedures. 


PARTIAL ANALYSES OF BuDGET CrkcULARS A-47 AND A-47 (Revised) 


AAT 


1. Procedures shall not be regarded 
as authorized deviation from law. 

2. Benefits mean all gains, assets, or 
values. 

3. Primary benefits: Gains, assets, 
ete., directly resulting from program. 

4. Secondary benefits: Gains, assets, 
ete., other than primary benefits. 

5. Economie costs: All financial costs 
except planning and surveys incurred 
prior to authorization and all other 
expenses, losses and liabilities, direct 
or induced, and whether in monetary 
or nonmonetary terms. 

6. Financial costs: Construction, op- 
eration and maintenance, and interest 
on unliquidated balance of reimbursable 
construction costs, except interest shall 
not be included in allocations to irriga- 
tion for repayment purposes. 

7. Construction costs: Contract 
work, material and supplies, labor, ac- 
quisition of lands, R. O. W., relocation 
and interest during construction, inv. 
and surveys, etc., except when applied 
to irrigation allocations for repayment 
shall not include interest. 

8. Not revenues: Difference between 
total revenues of project or separable 
part and the properly allocable finan- 
cial cost. 

9. Evaluation report is to show 
whether each part of project will be 
more economical than _ alternative 
means. Where single-purpose alterna- 
tive is available, inclusion in a multi- 
purpose will be considered only if its 
inclusion is accomplished more econom- 
ically through multipurpose plan. 


A-47 (Revised) 


1. Same. 
2. Same. 
3. Same. 
4. Same. 


5. Induced costs: Adverse effects of 
program which include displacement of 
people, decrease in land values, the an- 
nual productive value of lands and 
other property required that is in ex- 
cess of annual costs of acquisition. 

6. Initial investment cost: All mone- 
tary outlays including construction, 
R. O. W., relocations interest during 
construction, inv. and surveys, ete. 


7. Joint costs: The costs remaining 
after deducting the separable costs. 


8. Project costs: All monetary out- 
lays including construction, operation 
and maintenance, etc., less net salvage 
value at end of evaluation period. 

9. Same. 
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PARTIAL ANALYSES OF BUDGET CIRCULARS A-47 AND A-47 ( Revised)—Continued 


A-47—Continued 


10. Inclusion in a multipurpose proj- 
ect of any purpose will, except in un- 
usual cases be considered only if the 
benefits are greater than the economic 
costs of including that purpose. 

11. The project report shall show an 
analyses of the source of repayment 
or the sharing of financial cost of each 
purpose. 

12. The report shall include evalua- 
tion of primary benefits and unless a 
clear justification is shown main re- 
liance must be placed on those in a 
project. In connection with power the 
benefits will be the value of electric 
energy produced and is to be equal to 
the lower of two figures as follows: (1) 
The cost of equivalent energy from 
cheapest alternative source to be com- 
puted on comparable bases; (2) value 
of power to users, which is the highest 
price they would pay where the cost of 
alternative power would be prohibitive. 


13. The report shall include tenta- 
tive allocation to purposes of costs of 
both separable and joint facilities on an 
equitable basis. 

14. The cost of facilities of a project 
used only for a single purpose shall be 
allocated to that purpose. 

15. The cost of facilities of a project 
used jointly shall be allocated so that 
each purpose shall share equitably in 
savings resulting from joint use. 

16. The agency responsible for con- 
truction shall make allocations, giving 
other agencies having responsibility 
for marketing, rate approval, etc., full 
opportunity to consult and make views 
known. 

17. The financial cost to be reim- 
bursed to the Government is to be shown 
and should be shown as a percentage 
rather than in dollars. 

18. The repayment period should be 
such that the portion to be repaid can 
be accomplished within a period equal 
to the economic life of the project but 
not to exceed 50 years. 

19. Agencies responsible for project 
shall consult local agencies, ete. 

20. None. 


A-47 (Revised )}—Continued 


10. Same. 


11. Same. 


12. Until standards for measuring 
secondary benefits are shown the bene- 
fit-cost analysis shall be based on pri- 
mary benefits. In connection with 
power the benefits will be the lower of 
two figures as follows: (1) The esti- 
mated cost from the most likely alterna- 
tive source in the absence of the pro- 
gram; (2) the estimated value to 
users, where cost of alternative would 
exceed the value to users of part or all 
of power produced. Where benefits 
are measured by costs of alternative 
source those costs shall include actual 
cost of plant, whether private or t'ed- 
eral, with tax and interest charges. 
The costs derived in this manner are 
used for cost allocation purposes but 
are not used in determining power rate 
to be charged. 

18. Costs are to be allocated by 
the separable cost—remaining benefit 
method. 


. Same. 


5. Same. 


. Similar. 


19. Same. 


20. Reports shall show what por- 
tion of project falls within the area of 
responsibility of private initiative and 
responsibility, including an assessment 
of financial and technical capabilities 
and their intent to participate. If a 
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PARTIAL ANALYSES oF BupGET CrecutarRs A-47 AND A-47 (Revised)—Continued 


A-47—Continued 


21. None. 


22. The report shall show increase 
in benefits for various purposes. When 
benefits are attributable to local flood- 
control projects it is considered that 
there should be a local contribution to- 
ward construction at least equal to 
h) percent of the amount determined 
by applying to the total construction 
costs of the project the ratio of the 
particular land enhancement benefits 
involved to total monetary primary 
benefits. To the extent feasable, a pay- 
ment or contribution toward the costs 
of flood-control projects should be made 
where benefits of a project accrue to an 
area. 


Reimbursement of irrigations costs 
shall be made within 50 years with 
allowance for an additional development 
period of not to exceed 10 years. When 
the cost allocated to irrigation is in ex- 
cess of anticipated revenues, and a sub- 
sidy is proposed either by the interest 
component or otherwise, the report 
shall show the amount of such subsidy. 
Net revenues from other purposes as- 
sociated with the project may be used 
in helping to repay costs allocated to 
irrigation. 


A-47 (Revised )—Continued 


project does not represent effective re- 
sources development with minimum 
Federal cost or calls for substantial 
Federal contributions the report should 
justify recommending Federal partici- 
pation. Where impediments to a part- 
nership approach exist, information 
shall be furnished at their time of re- 
moval. 

21. Where a project involving Fed- 
eral interest can be more economically 
achieved through participation in non- 
Federal undertaking there shall be pro- 
posed legislation authorizing a Federal 
payment to the non-Federal sponsors to 
cover a share of the project. Where 
the Federal Government has completed 
the investigation and prepared plans 
for the project the proportionate share 
allocable to non-Federal purposes shall 
be deducted from the Federal contribu- 
tion. 

22. Cost sharing and reimbursement: 
The report will show those receiving 
benefit from project who can be iden- 
tified. The cost sharing shall be shown. 
Where interest as a part of the net in- 
vestment is waived the report shall 
show an estimate of the total part of 
such interest during construction and 
repayment period. For flood control 
projects, the cost shall be shared on 
the basis that, (1) for local protection 
works non-Federal interests shall pay 
5O percent of project costs unless a les- 
ser contribution is justified because of 
special circumstances, (2) for reservoir 
projects identifiable beneficiaries re- 
ceiving substantial flood-control bene- 
fits shall contribute at least 50 percent 
of project costs attributable to them 
except in special circumstances, and (3) 
in projects involving substantial ben- 
fits to localized area through mak- 
ing a greater financial return they 
shall contribute not less than 50 per- 
cent of the share of the initial invest- 
ment costs attributable. Reimburse- 
ment of irrigation costs shall be made 
within 50 years with allowance when 
required of a 10-year development pe- 
riod. When costs of irrigation exceeds 
ability, use of net revenues from other 
purposes, in excess of their needs to re- 
pay, may be proposed to help repay 
cost allocated to irrigation. When re- 
payment from irrigation along with as- 
sistance from other sources are insuf- 
ficient to repay in 50 years the report 
may propose that such excess may be 
borne by the Federal Government as a 
contribution to irrigation. 
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PARTIAL ANALYSES OF BUDGET CIRCULARS A—47 AND A—47 


A-47—Continued 


23. Interest rates shall be calculated 
at a rate based on the average rate of 
interest payable by the Treasury on in- 
terest-bearing marketable securities 
which have terms of maturity, in gen- 
eral, equal to the economically useful 
life of the project. Where the economi- 
cally useful life of the project is ex- 
pected to be longer than 15 years the 
rate of interest shall be calculated at 
a rate based on the average rate of in- 
terest on obligations which would have 
terms to maturity of 15 years or more. 
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POWER ADMINISTRATION 


( Revised) —Continued 


A-47 (Revised )—Continued 


23. Interest rates will be announced 
from time to time by the Bureau of the 
Budget on the basis of current Federal 
long-term borrowing rate. Interest on 
project costs incurred by non-Federal 
groups shall be based on the most likely 
rate to be paid by them but not less 
than the Federal long-term borrowing 
rate. Where future benefits are dis- 
counted to present worth, the interest 
rate should depend on the certainty with 
which the benefits will accrue in the 
amount estimated. Where reimburse- 
ment with interest is provided the Sec- 
retary of the Treasury shall determine 
the interest rate by using annual yields 
to maturity having a maturity date of 
15 years or more. 








